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cO While the world may be getting smaller, its challenges clearly aren’t. That’s why it’s 
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world’s third largest IT services AROUND THE GLOBE. 


THEN WHY DO YOU FEEL SO ALONE? 





company* - a US$50 billion 


provider of IT and telecommunications products and services. With 60,000 IT support and 


service professionals and operations in over 100 countries, we're anything but distant. We get to Ja 
know each of our global customers, on their own turf. All over the world. Isn't it nice to know F 
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that, wherever the Internet takes your business, there will be someone right by your side? 
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Silvio Berlusconi and his cen- 
tre-right coalition won 
majorities in both the lower 
house and the Senate in Italy. 
He promised radical solutions 
to the country’s problems—of 
which (though no promises 
here) his own conflicts of in- 
terest are one. 


America’s president, George 
Bush, unveiled a national en- 
ergy strategy. It called for 
more coal mines, oil refineries 
and nuclear reactors. Critics 
said he had neglected con- 
servation. 


4 US fed funds target rate 
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As expected, America’s Fed- 
eral Reserve cut interest rates 
by half a percentage point to 
4%, the fifth cut this year, tak- 
ing the rate to its lowest level 
for seven years. The Fed is 
continuing to respond asser- 
tively to more evidence of the 
American economy's slide. In- 
dustrial production was down 
by 0.3% in April compared 
with March, more than pre- 
dicted. The consumer-price 
index rose unexpectedly 

slowly, by 0.3% in April and 
113.3% year-on-year. 


The Dow Jones industrial av- 
erage closed above 11,000 for 
the first time since September, 
after the Fed's latest interest- 
rate cut. 


After Turkey's parliament 
agreed to sell off the state tele- 
coms company and reform 
the banking system, the IMF 
approved an $8 billion 
stand-by credit. 


Inflation in the euro area rose 
to 2.9% in the year to April. 
The news was released less 
than a week after the Euro- 
pean Central Bank had 
surprised markets with a 
quarter-point cut in interest 
rates. 


Hit by weaker exports to the 
United States, Mexico’s econ- 
omy slowed sharply in the 
first three months of this year, 
according to figures that were 
released this week. The gov- 
ernment of Vicente Fox has 
responded to the slowdown 
with budget cuts. 


President Hugo Chavez of 
Venezuela denied reports that 
he was planning currency 
controls, but said he might 
seek emergency legislative 
powers. 


The United States and Britain 
drafted a new resolution on 
sanctions against Iraq, to 
limit imports with a military 
use even more strictly but al- 
lowing all others to enter 
freely while retaining financial 
control. China, France and 
Russia, all critical of the cur- 
rent sanctions, seemed likely 
to support the new plan in the 
UN Security Council. 


Battling on 

Palestinians marked the anni- 
versary of Israel’s creation 
with protests. Four Palestin- 
ians and an Israeli woman 
were killed. The Israeli army 
came close to admitting that it 


had earlier killed five Palestin- 
ian policemen in error. 


An Iranian airliner crashed in 
the country’s mountainous 
north. Iran's minister of trans- 
port, his two deputies and 
several members of parlia- 
ment were among the dead. 





Amr Musa, who has been a 
forceful foreign minister of 
Egypt, became secretary-gen- 
eral of the torpid Arab League. 


A new government of na- 
tional unity in Macedonia 
gave ethnic-Albanian rebels a 
“final warning” to end their 
uprising, but was met by re- 
newed gun battles in the 
north of the country. 


Representatives of the govern- 
ment and rebels in Sierra 
Leone signed a tentative 
agreement in Freetown. The 
rebels said they would disarm 
if the pro-government militia 
did so too. They also released 
198 child-soldiers and said 
more would follow. 


Court reports 

The execution of Timothy 
McVeigh, the Oklahoma City 
bomber, was postponed until 
June 11th when it emerged 
that the FB1 had failed to dis- 
close thousands of pages of 
evidence. Louis Freeh, the bu- 
reau’'s boss, admitted to 
Congress that a “serious error” 
had been made. 


General Wojciech Jaruzelski, 
Poland's last communist 





leader, went on trial in War- 
saw, accused of ordering 
soldiers to fire on shipyard 
workers in 1970, when he was 
defence minister. 


An Iranian appeals court cut a 
ten-year sentence imposed on 
Akbar Ganji in January to six 
months. Mr Ganji, convicted 
for undermining national se- 
curity, is a campaigning 
journalist who named a for- 
mer intelligence minister as 
being behind the murder of 
dissident intellectuals. 


No to violence 

Electing a regional parliament, 
Basque voters clobbered the 
separatist gunmen of ETA, but 
snubbed Spain’s prime minis- 
ter too by strongly supporting 
the non-violent nationalists. 


Talks between the EU and the 
most advanced applicant 
countries have been post- 
poned. Germany wants to 
limit movement of workers 
from Eastern Europe, and 
Spain fears losing regional 
funds to the new members. 


Canada’s opposition Alliance 
split. Eight of its 66 members 
of Parliament called for Stock- 
well Day, the Alliance’s 
embattled leader, to resign, 
and said they would meet as a 
separate parliamentary group. 





il 
Supporters of Gloria Macapa- 
gal Arroyo, the Philippines’ 
new president, have won con- 
trol of the Senate, according to 
exit polls. 





> As a “reward” to the military 
government in Myanmar for 
having talks with Aung San 
Suu Kyi, the opposition 
leader, Japan offered a grant of 
$29m towards the cost of a 
hydro-electric plant in the east 
of the country. 


In the markets 

The London Stock Exchange 
took a nose dive, with the 
FTSE 100 falling by 2.2%, at the 
end of trading on May 14th, 
and then largely recovered the 
next day. The reason for the 
volatility: an extra zero acci- 
dentally added to a £30m 
($43m) sell order at an invest- 
ment bank, thought to be 
Lehman Brothers. An investi- 
gation is taking place. 


Scrutiny of the dodgy deal- 
ings in the bull market carries 
on. America’s Securities and 
Exchange Commission 
charged Sunbeam, an appli- 
ance maker, and its auditor, 
Arthur Andersen, with rigging 
financial reports to beef up 
sales figures. Another case al- 
leged insider dealing by a 
prominent Mexican family. In- 
quiries continued into Wall 
Street practices in the market 
for initial public offerings. 


André Lussi, chief executive of 


Clearstream, a large Euro- 
pean clearing bank, 


Another view 


temporarily stepped aside to 
deal with legal inquiries. His 
departure prompted specula- 
tion about a possible 
rationalisation of Europe’s 
plethora of clearing and settle- 
ment agencies. 





The rich are getting richer, 
according to a report from Cap 
Gemini Ernst & Young and 
Merrill Lynch. The wealth of 
dollar millionaires—those 
with over $1m to invest—rose 
by 6% to $27 trillion in 2000 
despite crumbling stockmark- 
ets around the world. The 
number of millionaires grew 
by 2.9% to 7.2m, but 80,000 
“minute millionaires” ap- 
peared and then disappeared 
with the dotcom boom and 
bust. 


Dial M for merger 

Telenor, Norway’s state-con- 
trolled telecoms company, 
said it was in talks on a merger 
with Tele Danmark through 


the acquisition of 42% of the 
company owned by America’s 
spc Communications. Danish 
law would require Telenor to 
buy the rest of the Danish 
company, which would create 
a Nordic telecoms giant worth 
some €18 billion ($16 billion). 


AT&T and BT again raised the 

possibility of integrating their 
business-telecoms services as 

part of a restructuring at both 

firms. But BT has not ruled out 
selling its stake in Concert, the 
pair’s business-telecoms joint- 
venture, as a better solution to 
its debt problems. 


BT’s intention to be the first to 
launch a third-generation mo- 
bile telephone service, albeit 
on the Isle of Man, suffered a 
blow. Technical problems 
with handsets will keep tech- 
savvy Manx residents from 
the mobile Internet for an- 
other three months. NTT 
DoCoMo ran into similar pro- 
blems and recently 
announced the delay of its 
service on a slightly bigger is- 
land: Japan. 


Cable & Wireless, a previ- 
ously dormant British 
telecoms company, made in- 
roads into its £6 billion ($8.6 
billion) mountain of cash. It 
bought Digital Island, a strug- 
gling American Internet 





company, for $340m and 
promised to inject up to ' 
$700m more as part of a strat- 
egy to become a leading 
Internet-services firm. 


Sony, a Japanese electronics 
giant, gained allies to play ' 
alongside with against rivals, 
Nintendo and Microsoft, 
which is soon to launch its 

Xbox gaming system. The cre- 
ators of the PlayStation 2 
unveiled several alliances in- 
cluding ones with America 
Online, to provide Internet 
services through its console | 
and RealNetworks, a stream- ` 
ing media firm. 


Gun culture : 





Tomkins, a British conglomer- 4 
ate hit last year by accusations 
of corporate excess, is to get 
shot of Smith & Wesson, an 
American handgun maker, to 
Saf-T-Hammer, an American 
gun-parts company, for $15m. 
Tomkins paid around $112m 

for the gun maker but will sell 

a firm suffering from falling 
sales and with contingent li- 
abilities. Smith & Wesson’s .44 
magnum starred in several 
films with Clint Eastwood. 


Bertelsmann, a German pub- 
lishing giant, accepted that 
Amazon had won Europe's 
online bookselling battle. It 
announced that BOL, its at- 
tempt to compete with the 
American e-tailer on Bertels- 
mann’s side of the Atlantic, 
would be folded into its book 
club rather than go public. 


Despite months of gloom 
among the world’s car mak- 
ers, Japan’s Toyota unveiled 
record profits and sales for the 
year to March 31st. 
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The issue of global warming 

has given rise to heated debate. 

Is the burning of fossil fuels 

and increased concentration of 
carbon dioxide in the air a serious 
threat or just a lot of hot air? 
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OR CLEAR THE AIR? 


Shell believes that action needs to be taken now. 
We are delivering on our commitment to reduce 
greenhouse gas emissions from our operations. 
We're working to increase the provision of 
cleaner burning natural gas and encouraging the 
use of lower-carbon fuels for homes and transport. 
It’s all part of our commitment to sustainable 
development, balancing economic progress with 
environmental care and social responsibility. 
Solutions to the future won't come easily, 
particularly in today’s business climate, but you 
can't find them if you don’t keep looking. 
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SHELL INTERNATIONAL LTD, SHELL CENTRE, LONDON SEI 7NA, UK. 
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A new dawn for nuclear power? 


George Bush wants to revive nuclear energy 


HIS week looks the brightest 

in 25 years for nuclear 
power. On May 17th President 
George Bush unveiled his long- 
awaited national energy strat- 
egy, to fanfares but also furore. 
Much of the furore was about 
Arctic drilling and $3-a-gallon 
petrol (see pages 40 and 75), but in the long run the more nota- 
ble feature of the new plan will be its strong support for nu- 
clear power. This came on the heels of other good news for the 
nuclear cause: the Japanese government approved two new 
nuclear plants; and British Energy announced a path-breaking 
deal to take over the operation of a number of nuclear reactors 
in Canada. 

Not one nuclear plant has been built in the United States 
since the infamous accident at the plant at Three Mile Island in 
1979. The far more serious accident in 1986 at Chernobyl, in 
the-then Soviet Union, boosted an already growing anti-nu- 
clear sentiment in Europe. Nagging doubts about safety and 
the environment were destined, it seemed, to doom nuclear 
power to the dustbin of history. Yet now the industry may get 


ve a new lease on life. 


Safer, but no more popular 

The whole notion of a nuclear renaissance will prompt howls 
of angry protest. It is not just radical greens and technophobes 
who fret about catastrophic accidents. Activists in countries 
such as Germany and Sweden are still demanding the closure 
of today’s plants, never mind building new ones—and their 
governments are naturally sensitive to electoral pressures. 

Yet concerns about operational safety, though understand- 
able, do not add up to a damning case against nuclear power. 
On the contrary: the nuclear industry has learnt a lot about 
running its plants safely over the past two decades. The exist- 
ing technology is now mature and well-understood. On the 
whole, nuclear-power plants (at least in the western world) 
are today safe and well-run. 

Admittedly, minor accidents and slip-ups, such as those at 
Britain's BNFL or in Japan’s Tokaimura prefecture two years 
ago, continue to shake public confidence. Given the unquanti- 
fiable risks that nuclear power carries, it is only right that the 
industry be subjected to the test of public opinion and due po- 
litical process. However, this argues for exceptional vigilance, 
regulatory scrutiny and accountability—and not for bans or 
shut-downs. Those nuclear operators with a good safety re- 
cord deserve to have their licences renewed, so that existing 
plants may run to the end of their useful lives. 

The Bush administration's enthusiastic support goes a lot 
further than this, however. It also wants to see new plants. Pro- 
ponents of new nuclear-power stations make three argu- 
ments in their favour. They will enhance energy security by 
lessening dependence on fossil fuels; far from being environ- 
mentally harmful, they will be beneficial because they will re- 
duce the output of greenhouse gases; and, most crucially, the 
economics of nuclear power has improved from the days 


when it was wholly dependent on bail-out and subsidy. 

Yet these arguments do not stand up to scrutiny. The claim 
that governments should support nuclear power to reduce 
their vulnerability to the OPEC oil cartel is doubly absurd. Lit- 
tle oil is used in power generation: what nuclear power dis- 
places is mostly natural gas and coal, which are not only more 
plentiful than oil but also geographically better distributed. 
Security is enhanced not by seeking energy self-sufficiency 
but through diversification of supplies. Creating lots of fissile 
material that might be pinched by terrorists or rogue states is 
an odd way to look for security anyway. 

What about the argument that climate change might be the 
great saviour of nuclear power? Global warming is indeed a 
risk that should be taken more seriously than the Bush admin- 
istration has so far done. Nuclear plants do not produce any 
carbon dioxide, which is the principal greenhouse gas. How- 
ever, rushing in response to build dozens of new nuclear 
plants would be both needlessly expensive and environmen- 
tally unsound. 

It would make far more sense to adopt a carbon tax, which 
would put clean energy sources such as solar and wind on an 
equal footing with nuclear, whose waste poses an undeniable 
(if remote) environmental threat of its own for aeons to come. 
Governments should also dismantle all subsidies on fossil fu- 
els—especially for coal, the dirtiest of all. They should adopt re- 
forms that send proper price signals to those who use power, 
and so reduce emissions. Global warming certainly provides 
one argument in favour of nuclear power: but it is not suffi- 
cient on its own to justify a nuclear renaissance. 


A sunset industry 

That is why the real argument over nuclear’s future should rest 
on economics. Given the industry’s history of cost overruns 
and wasted billions, the claim of dramatically improved eco- 
nomics would, if true, support a revival. Alas, as our special re- 
port makes clear (see pages 25-27), the claim is dubious. The 
industry has certainly learnt how to run existing plants effi- 
ciently; but, like the Concorde aircraft, this depends on the 
capital costs having long been forgotten. And nuclear plants 
continue to depend on vast (and largely hidden) subsidies. 

Why in the world should such a mature, well-capitalised 
industry receive subsidies, such as government liability insur- 
ance or help with the costs of waste disposal and decommis- 
sioning? Given the world’s move to freer markets in energy, 
the time has surely come for governments to stop coddling this 
business. At a minimum, officials should make the existing 
subsidies more transparent. Then, if they believe some na- 
tional goal is served only by nuclear power, they should en- 
sure that all future government support is explicit—enabling it 
to be challenged in a democratic debate. 

If the private sector wishes to build new nuclear plants in 
an open and competitive energy market, more power to it. As 
subsidies are withdrawn, however, that possibility will be- 
come ever less likely. Nuclear power, which early advocates 
thought would be “too cheap to meter”, is more likely to be re- 
membered as too costly to matter. = 
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Italy's election 
So, Mr Berlusconi... 


A triumph for Silvio Berlusconi, but not for Italy 


T LAST, a decisive election in 
Italy. The voters have spo- 
ken; they have spoken clearly; 
and as a result the country is to 
have a government committed 
to reform, backed by comfort- 
able majorities in both houses 
of parliament. Unlike so many 
of its predecessors, Italy’s 59th post-war government will not 
come to office as a result of obscure party manoeuvres behind 
closed doors in Rome. It will not be a flaccid, directionless af- 
fair unable to take on the interest-groups that usually balk any 
attempts at change. It will not be beholden to tiny parties 
whose only concern is the self-preservation of their bosses. 
Though it will be a coalition, it will be a sturdy-looking one by 
Italian standards. With luck, it can hope to serve a full term. 
Moreover, it has a charismatic leader, with a vision of what he 
wants to do and a personal mandate from the voters to do it. 
“Forza Italia!” it is tempting to say, “Let's go, Italy!” 

Tempting indeed, but there is a fly in the ointment. The man 
who can take the credit for this happy state of affairs is Silvio 
Berlusconi, and too many questions about Mr Berlusconi re- 
main unanswered. Some of these questions concern the huge 
conflicts of interest that surround the elevation of Italy’s rich- 
est man to the prime ministership. Others concern the busi- 
ness empire that has brought him to such a pinnacle, and in 
particular the investigations he has faced—and in many cases 
still faces—into bribery, tax-evasion, money-laundering and 
connections with the Mafia. 

Admittedly, since many Italians seem unbothered by these 
questions, there are some issues he can usefully tackle. Italy’s 
economy, more sluggish than any other in the euro-zone over 
the past five years, is burdened by bureaucracy, a sclerotic la- 
bour market and an unsustainable pension system. With his 
strong majority, Mr Berlusconi stands a better chance of tack- 
ling them than any predecessor. So good luck to him if he can 
reduce the country’s 9.9% rate of unemployment and help its 
small firms by cutting taxes and red tape. Better still if he will 
risk a fight with the trade unions to fillet the labour laws and 
thus encourage employers to hire more workers. 





As with taxes, so with spending 
Trouble will follow, however, if carefree tax-cutting accompa- 
nies promised infrastructure spending and a reckless increase 
in pensions. Although Italy’s public finances have been trans- 
formed in recent years, its public debtis still110% of GDP andit 
has little room to expand its budget deficits without incurring 
the wrath of the European Commission, the overseer of the 
euro-zone’s “stability and growth pact”. The top priority for 
the incoming government should probably be the reform of 
the pension system, a drain on taxpayers, employers and gen- 
erations yet unborn. Legislation must be passed this year, but 
on this subject Mr Berlusconi has been silent. 

Many critics already regard the incoming government with 
suspicion for its attitudes towards immigrants and law and or- 
der. Umberto Bossi, the leader of the Northern League, one of 


Mr Berlusconi's allies, delights in excoriating asylum-seekers, 
Muslims and homosexuals. The National Alliance, the other 
main partner in the winning coalition, also contains its share 
of populists—unsurprisingly, since it is the heir to Mussolini’s 
Fascists. None of this suggests a liberal approach to law and or- 
der. Yet Mr Berlusconi shows no signs of racism. More sinister 
is his animus against the judiciary, whose supposed political 
bias he blames for all the past and present prosecutions 
against him. His promise to give responsibility for criminal in- 
vestigation to the police, who are directly subordinate to the 
government, at the expense of the country’s 1,000 or so inde- 
pendent prosecuting magistrates—not all angels, by any ze f 
means—is therefore worrying. 

Not so worrying, though, as Mr Berlusconi’s vast conflicts 
of interest. Since his business empire extends into so many of 
the commercial and financial corners of Italian life, govern- 
ment action on almost anything from privatisation to private 
pensions is bound to affect him personally. The conflict has 
been most glaring, and most shameful, in broadcasting. Al- 
ready in control of virtually all of Italy’s private television, he 
will soon be able to add public broadcasting too. Privatisation 
could help here, but only a bit. Not even a blind trust, an op- 
tion often suggested, would do much good, unless he were 
first to allow the sale of all his main holdings. Then the pro- 
ceeds could be reinvested by the trustees into a portfolio of 
which he could be genuinely ignorant. Although this should 
have been done years ago, and is now difficult, it remains the 
only honourable course of action. 


Oh, for some really clean hands 

Mr Berlusconi’s central claim is that he represents something 
new, and in many ways he does. His hugely successful televi- 
sion stations have helped to reshape Italian popular culture, 
and his business acumen is certainly a new ingredient in Ital- 
ian political life. But his claim to represent a break with the pol- 
itics of the past is nonetheless bogus: to all but the wilfully 
uncritical, he stands for sleaze, if not outright criminality. 

Yet what Italy needs above all is an honest political system 
resting on an effective constitution. For years it has been ap- 
parent that the post-war constitution was inadequate; a per- 
manently paralysed parliament, a deliberately enfeebled 
executive and an ever-spinning merry-go-round of ephemeral 
governments were all testimony to the need for a new con- 
stitution. Then, in 1992, it became clear that the corruption that 
all Italians thought they knew about was actually much more 
pervasive than they had realised. The mani pulite (clean 
hands) campaign was meant to put matters right, but at the 
end of it all Italy has a “new” leader whose career was built 
with the help of one of the most crooked of the old guard, Bet- 
tino Craxi, and who now attacks the judiciary as politically in- 
spired. Were the new government led by an unambiguously 
honest politician, this would be the moment to overhaul the 
constitution, to reduce the power of parliament to frustrate, 
and to strengthen the hand of the executive. But with Mr Ber- 
lusconi in charge, such a change would be horribly mistimed. 
Too bad. It leaves Italy needing reform now more than ever. = 
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Conflicts of interest 


Going for gold 


Scientists should disclose their financial interests, and let the world decide what to think about them 


T" 66 (Ç CIENTISTS at the McDon- 
ald’s Centre for Obesity 
Research suggest that eating a 
7 hamburger a day actually re- 
duces cholesterol levels.” Well, 
we made that up. However, this 
kind of company-backed re- 
search is becoming more com- 
mon, and is undermining the fragile trust in science held by a 
public that has been fed a few too many whoppers. 

There is good reason for concern. Encouraging private 
money for science not only gives the boffins more resources; it 
also creates a useful incentive for them to press on in their 
quest for truth in ways that will yield measurable benefits to 
humanity. Unfortunately, money can also create an entice- 
ment to stretch the truth somewhat. Several studies have 
shown that researchers with a financial interest in the out- 
come of their work tend to publish conclusions that are, oddly 
enough, positively aligned with their affiliations. That may 
not surprise cynics—or indeed economists. But it would be a 
sad thing for science if its sponsors were able to dictate the out- 
come of research. 

The editor of the British Medical Journal recently protested 





-strongly against the donation of money by a tobacco firm to a 


British university (see page 81). Yet last year, he defended the 
right of the journal to publish research sponsored by tobacco 
money. This creates a puzzle. If tobacco-sponsored research is 
acceptable, as long as it passes the bar of peer review, surely 
the sponsorship of research centres by tobacco companies 
should be acceptable, too? 

Some publications, such as the American Thoracic Soci- 
ety’s journal and the British Journal of Cancer, refuse outright 


to publish tobacco-sponsored research. This is a consistent po- 
sition, but a dangerous one. Scientific journals are not meant 
to serve as arbiters of the morality of particular industries. 
They are meant to publish good research. But as companies 
increasingly pay researchers’ grants and expenses, how can 
journals sift out the unbiased from the biased? 

The answer is, they cannot. All they can do is to report 
whatever conflicts a scientist discloses, and take his word that 
the list is complete. This is not as naive as it sounds. Science 
has always relied on trust. When researchers submit a paper to 
a journal, they must vouch that they performed the research 
they say they did, that they followed experimental protocols 
correctly, and that they did not tamper with the data or the 
analysis. It ought not to strain the limits of credibility to ask 
them to own up to their sources of income too. Science has al- 
ways had to cope with conflicts of interest. The most awkward 
one a researcher can face is his own interest in the correctness 
of his hypotheses. 

Donald Kennedy, the editor of Science, points out that sci- 
entists often come to believe so strongly in the validity of their 
theories that they cease to examine them objectively. But this 
loss of objectivity is overcome by the efforts of other research- 
ers, who are properly sceptical in their outlook. Eventually, 
faulty ideas are discarded and sound ones prevail. 

Achieving truthful science depends not on the eradication 
of bias but on its gradual correction. Printing disclosures of in- 
terests, publishing only research that passes rigorous peer re- 
view, and then letting the readers decide for themselves 
whether the research is worthy should be enough. The vigi- 
lance of rival scientists, which is up to catching even the tiniest 
flaws in experimental design, will surely detect any omissions 
of interest that occur. = 





West Africa 


The war that spread 


The UN is abreast of West Africa’s complex war, but it doesnot have the resources to help end it 


OR once the United Nations 

has got there before the tele- 
vision cameras. An investigat- 
= ing team, sent by Kofi Annan, 
~ the UN’s secretary-general, pre- 

sented its report to the Security 
Council on Monday. It found a 
large chunk of West Africa at 
war with itself and starkly warned of the “rapid spread of in- 
security and instability, unless urgent steps are taken to ad- 
dress the causes of conflict and turmoil.” The steps it 
recommends—everything from more debt relief to freeing 
child soldiers—are mostly unrealistic, but at least the UN has 
sounded the alarm. On the critical list are Sierra Leone, Liberia 
and Guinea, but they could be joined by Nigeria, Côte d'Ivoire, 
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Mali, Guinea-Bissau and the Casamance region of Senegal. 

Liberia has yet to recover from an eight-year civil war that 
supposedly ended in 1997. Sierra Leone has been engulfed in 
civil war for ten years. Now these wars have merged, to be- 
come a single regional war. Put simply, Liberia supports rebels 
in the other two and Guinea supports rebels in Liberia. But the 
causes are also internal. Poverty and fighting have produced 
thousands of ill-educated, frustrated young people who are 
easily recruited into a life of murder, rape and looting. 

Most of the 15m people in the three countries are impover- 
ished by war and its attendant hunger and disease. Nearly half 
a million refugees from Sierra Leone and Liberia are trapped in 
Guinea, preyed on by rebels from all three countries and the 
Guinean army. The UN says their plight will worsen. 

The UNis hampered because, apart from Britain, no perma- » 
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>» nent member of the Security Council wants to get involved. taken by the Security Council with the involvement of ECO- 


France, the former colonial power in Guinea, disagrees with 
British policy; America is standing back. A concerted effort is 
needed, first, to stiffen the UN force, second, to help the vic- 
tims, and, third, to resume the search for a political solution. 

Peacekeeping in the region has already been discredited. 
This time last year hundreds of poorly-led, ill-trained UN 
peacekeepers in Sierra Leone were taken hostage by rebels in 
defiance of the peace treaty signed the year before. Britain sent 
troops to secure the capital and has kept on some 600 soldiers 
to train a new army. But it refuses to get further involved and, 
despite giving the UN force financial and logistical support, it 
will not put its troops under UN command. The UN mandate, 
drawn up to monitor the peace agreement, has not been 
strengthened for fear that countries with troops already there 
might pull them out. Yet, even with its existing mandate, the 
force could move more aggressively into rebel areas. In par- 
ticular, the Security Council should authorise and pay for a 
force to protect the refugees in Guinea. 

At present the task of making peace is being left to the re- 
gional organisation, the Economic Community of West Afri- 
can States, ECOWAS. Its record is mixed. Its members, each 
with its own national interest in the region, do not speak with 
one voice. Plainly, the job of brokering peace should be under- 


WAS, not the other way round. 

This is a good time for talking—even if it means talking to 
murderers and crooks. In Sierra Leone the Revolutionary Un- 
ited Front (RUF) rebels know they cannot take the capital. They 
still occupy about half the country including lucrative dia- 
mond fields, but they have committed fewer atrocities of late, 
have apparently agreed to disarm, and last week released 88 
child soldiers from their ranks and promised to set free more. 
Parts of the RUF seem willing to take part in an election sched- 
uled for later this year (see page 48). Much depends on Presi- 
dent Charles Taylor of Liberia, who has hitherto behaved 
more like a warlord than an elected leader. With luck, how- 
ever, the sanctions just imposed by the UN may weaken his 
guns-for-diamonds trade with the RUF. 


Time to get serious 

But little will be achieved by talking if the glint of steel is not 
flashing in the background. The UN force needs more troops 
from more countries if it is to be effective. Rich countries un- 
willing to contribute can, and should, train and equip peace- 
keepers from other countries. The stronger the force, the less 
likely it is to suffer casualties—and the more likely that the talk- 
ers will believe outsiders genuinely want this war to end. m 





Nationalism and defence in Japan 


A normal country 


It’s fine for the prime minister to try to change the constitution, not to visit the Yasukuni shrine 


CGTD EFORM with no sacred 

cows” is Junichiro Koi- 
zumi’s slogan, and no Japanese 
cow is more sacred than Article 
9 of its constitution, which re- 
nounces war. So it is entirely 
characteristic of the new prime 
, minister that he aims to rewrite, 
or at least reinterpret, the constitution to allow Japan, like 
other countries, to have an army—rather than “self-defence 
forces”—and to use it to take part in collective security arrange- 
ments, which it currently forswears. 

Unfortunately, as may also turn out to be characteristic of 
Mr Koizumi, this is a reform that he will struggle to achieve. 
Amending the constitution requires a two-thirds majority of 
the Diet, which he has not got: even a reinterpretation, though 
less controversial, has in the past involved a unanimous par- 
liamentary resolution. Hostility to anything that smacks of 
militarism runs deep in Japan, not least within New Komeito, 
the main partner in Mr Koizumi'’s ruling coalition. But assum- 
ing that he can swing it—and the voices calling for Japan to be 
treated as a normal nation are growing—this is a reform that is 
long overdue. At present, Japan’s position is anomalous. After 
the United States, Japan is the largest contributor to the United 
Nations, and to its peacekeeping budget. Yet it does not allow 
itself to send combat units for any of the Security Council's 
peacekeeping operations. Until it can back up the Security 
Council with men, and hence share the political risk, as well as 
just the cost, it cannot reasonably expect to take up the perma- 
nent seat there that it considers to be its right. 





Japan’s self-defence forces—themselves the product of an 
earlier reinterpretation of Article 9, which on the face of it 
pledges that Japan will never maintain armed forces—are by 
far the best-equipped in Asia, and its defence spending is com- 
parable to that of China, despite the fact that it has only a tenth 
the number of men in uniform that its much larger neighbour 
does. Yet those forces at present contribute nothing to Asian 
security, but for guaranteeing Japan’s own defence. In the 
event of an American conflict—perhaps with China, over, say, 


the rights of passage through the South China Sea or the Tai- V 


wan Strait, matters of great strategic importance to Japan—Ja- 
pan would have to let its planes and ships stand idly by. 

Any attempt by Japan to change Article 9 would be viewed 
with concern by its neighbours, and draw particularly loud 
protests from China. Japan’s history—which the Japanese 
have failed to come to terms with as admirably as the Ger- 
mans have with theirs—means that any such effort has to be 
handled with tact and humility, and in parallel with renewed 
efforts to convince its neighbours of its penitence. Japan could, 
to take one example, get on with compensating the tens of 
thousands of Korean “comfort women”—that is, sex slaves— 
whom it exploited during the war. 


Stay away from that shrine 
So it is unfortunate to see Mr Koizumi, just as he is trying to 
take a proper step towards what might be called nice national- 
ism, at the same time taking another towards its nasty counter- 
part, by pledging to visit its most notorious symbol. 

There is nothing innocuous about a trip to the Yasukuni 


shrine, in central Tokyo. It is true that it is a place where, quite »» 
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> reasonably, Japanese pay homage not just to the dead of the To understand how the Chinese and the Koreans might feel 





Pacific war, but also to the kami—the divine spirits—of all the 
2,466,000 men and women who have lost their lives for Japan 
since the shrine was founded in 1869. But it also undeniable 
that the shrine represents a potent symbol for nationalism. 
The shrine’s own literature makes no mention of any war 
guilt: it declares that “to maintain the independence and peace 
of the nation and for the prosperity of all of Asia, Japan was 
forced into conflict.” Among the kami commemorated there 
are General Hideki Tojo and the six other executed Class A war 
criminals, as well as all those who “were cruelly and unjustly 
tried by a sham-like tribunal of the Allied forces”. 


about a prime-ministerial visit, imagine a German chancellor 
attending a church commemorating Hitler, Göring, Himmler, 
Jodl and the rest. It is for this reason that only one post-war 
prime minister, Yasuhiro Nakasone in 1985, has officially vis- 
ited Yasukuni, though Ryutaro Hashimoto also visited in 1996, 
supposedly in a private capacity. 

There are better ways to commemorate the dead. The 
leader of Japan’s socialist party, Takako Doi, annually visits a 
far less controversial site, the nearby park containing a tomb 
for an unknown soldier. Mr Koizumi would be better advised 
to do likewise. m 





Macedonia 


Last piece in the Balkan tragedy 


Better news, but still lots to worry about 


IEWED from afar, the east- 
ward expansion of the Euro- 
, pean Union—and hence of the 
stability, wealth and democracy 
that the EU is supposed to safe- 
guard—may look like a long, in- 
tricate story, with many detours 
and sub-plots, that is nonethe- 
less predestined to have a happy outcome. Our survey in this 
issue suggests that view may be too complacent. But even in 
corners of Europe that now look wild and anarchic—such as 
Kosovo and the adjacent bits of Macedonia and Serbia—peo- 
ple talk as though the Union’s civilising influence was bound, 
sooner or later, to embrace the entire continent. Confidence in 
this outcome has been stronger than ever since the removal 
last year of the one European leader who openly preferred the 
despots of Baghdad and Beijing to the bureaucrats of Brus- 
sels—Slobodan Milosevic. 

In fact, darker possibilities also exist: the lawlessness and 
smuggling that now prevail in much of the south Balkan war 
zone may spread, and infect the Ev, rather than contract. That 
danger may have been reduced by two happy developments 
in recent days. One was the formation, with gu mediation, of 
a broad coalition government, grouping the main Slav and Al- 
banian parties, in fissiparous Macedonia; the other was the 
news that elections will be held in Kosovo later this year. But, 
however welcome, neither will instantly change the fact that 
war is sputtering away a few miles from the main north-south 
road linking Greece, via Serbia, with its Eu partners. The vio- 
lence in a strip of southern Serbia, next to Kosovo, was escalat- 
ing this week, as Yugoslav forces moved in. 

In theory, both the new Macedonian coalition and the Ko- 
sovo ballot should increase the chances that the region’s fast- 
growing ethnic-Albanian community will pursue its aspira- 
tions peacefully. The new government in Skopje, which 
represents more than 90% of Macedonia’s electorate, should 
have leeway to make deep changes in the political, economic 
and educational system, so as to boost the confidence of the 
ethnic Albanians and drain support from extremists; and the 
hope of an election in Kosovo should strengthen the hand of 
moderates there. But the dangers are evident to anyone who 
travels a few miles out of Skopje, to an area controlled by well- 


armed, cocksure, ethnic-Albanian fighters, contemptuous of 
all politicians and enjoying some popular support. It will take 
more than clever coalition-building to make them go home. 

Few people who know Macedonia see any hope of peace 
unless certain Albanian aspirations are met: a bigger stake in 
the formal economy, more access to education at all levels in 
the Albanian language and more power for municipalities. 
But the country’s Slavs feel unhappy too. They have seen their 
living standards slump, and their security threatened, as a re- 
sult of the fighting in their neighbourhood. The fact that for ar- 
cane historical reasons none of their neighbours—Serbs, 
Bulgarians or Greeks—fully accept the existence of a separate 
Slav-Macedonian ethnicity has made the Slavs of Skopje pro- 
tective of the “national home” their constitution proclaims. 

In fact, there is no prospect of peace in Macedonia if its in- 
ternal arrangements are viewed as a straight contest in which 
one side's gain is the other’s loss. There is an urgent need to 
boost the prosperity of all its communities through economic 
reform, swift and clearly honest privatisation, and encourage- 
ment for new businesses—in part to help the Albanians, who 
enjoy great success as traders, to enter the Slav-dominated 
manufacturing sector. The Eu should play its part with well- 
balanced economic aid, to speed reforms, cushion any shocks 
and provide better education for everyone. 


The unravelling agreement 
Macedonia has held together so far because its elites, Slav and 
Albanian, have divided up the spoils from cronyism, corrup- 
tion and state control of the economy. But the deal is coming 
apart. Under the old order, big state enterprises were con- 
trolled by the Slavs, while many Albanians had to make their 
living abroad or in small businesses, legal and illegal. Now 
that the economy is being liberalised, unhappiness over Slavic 
“privilege” is growing. And the Albanians want political 
power commensurate with their numbers—they claim to be a 
third of the population—and their entrepreneurial success. 
Making sure that change in Macedonia happens peacefully 
is already the biggest single preoccupation of the £u’s foreign- 
policy chiefs, Chris Patten and Javier Solana, and that is proba- 
bly the right use of their time. Behind their breezy rhetoric, 
they know that nothing guarantees a happy ending in the Bal- 
kans, or even in Europe as a whole. You have been warned. m 


Letters 











sth). Itis not so difficult to dis- 
-tinguish between “war crime 
‘and tragic mistake”. However, 
the focus must be shifted from 
the soldiers sent to do the kill- 
ing to the national leaders 
- - who establish the strategies 
__ andeven the tactics that de- 
-termine how a war is fought. 
In Vietnam these strategies 
-(free-fire zones, strategic en- 
claves, search and destroy, 
body count, etc) set up our 
— -young men, including Bob 
Kerrey and his SEAL team, to 
‘commit atrocities. 
: National leaders who ap- 
rove and set in motion the 
trategies must be held ac- 
ountable before an 
nternational tribunal for the 
trocities committed at their 
-behest or, as Lexington fears, 
-war will probably become 
sanitised and we will grow 
oo fond of it. 
CHARLES BICKEL 
_Poulsbo, 
Washington 





































IR- In Mr Kerrey’s case you 
hat it is “hard” to draw a 
ht line between crimes 
ind the ordinary terribleness 
of war. This is true only be- 
ause Mr Kerrey is an 
American. Were he a 25-year- 
old German soldier during the 
second world war who had 
killed 20 unarmed Jewish ci- 
vilians, most them women 
and children, few, including 
you, would have difficulty 
drawing that bright line and 
knowing on which side Mr 
Kerrey’s conduct fell. 
MICHAEL RATNER 
New York 


~ Sudan’s oil 


_ — SIR- Your article on Sudan 
(War, famine and oil in Su- 
dan”, April 14th) draws 
needed attention to the plight 
_ of those forced to flee the 
-fighting that has plagued the 

: country for nearly 50 years. 

< Unfortunately, you are wrong 
about the location of both the 
fighting and the oilfields, cre- 
ating the impression that 
people are being forced to 
leave areas where we produce 


















SIR- Lexington is wrong (May 


ie we case-the ut 


besa large population in in- 


creases in our concession area 
as a result of economic de- 
velopment, community 
improvements and protection 
from warring factions. 

Your map shows Sudan’s 
“main oilfields” extending far 
south of Bentiu, the capital of 
Unity state. Bentiu’s true loca- 
tion is outside the extreme 
southern border of Sudan’s 
main oilfields—the concession 
operated by the Greater Nile 
Petroleum Operating Com- 
pany in which we own a 25% 
interest. You create the false 
impression that fighting and 
displacement of civilians is 
taking place in our areas of 
operation. It is because there is 
no fighting in these areas that 
we have been able to build 
roads, provide electricity and 
new water supplies, and build 
a hospital and clinics that give 
free medical care to hundreds 
of people each day. 

JIM BUCKEE 
President 
Talisman Energy 
Calgary 


America’s cup run 


sir ~ You are wrong that 
America’s men have never 
made it past the first round of 
a soccer world cup (“A league 
of their own”, April 21st). Our 
men reached round two in the 
1994 competition, staged in 
the United States, where we 
lost.1-o to the eventual cham- 
pions, Brazil. 

CHRIS CHAPPELL 

Washington, oc 


Trusting Europe 


SIR - Your efforts to contribute 
to the “great debate” on the fu- 
ture of Europe would benefit 
from further analysis and a 
glance at the empirical evi- 
dence (“Schréder’s Europe”, 
May 5th). Your claim that the 
Council of Ministers “has 
more legitimacy” than the 
European Parliament or the 
European Commission does 
not hold water. When the 
council decides by.a major- 
ity—as is increasingly the 


among y other ministers ot 
prime ministers. Intuition sug- 
gests that citizens of a country 
are likely to trust their MP 
more than their Mer and their 


prime minister more than the — 


president of the commission, 
but itis by no means obvious. 
that they would trust minis- 
ters and MPs of other 


countries more than commis- | 


sioners and MEPS. 
Commissioners are there to 
pursue the interests of all 
European citizens while na- 
tional ministers are elected to 
pursue the interests of their 
fellow citizens regardless of 
whether these may conflict 
with collective European ones. 
Claiming that the council has 
more democratic legitimacy 
than either the parliament or 
an elected commission is non- 
sense. Data on public trust 
toward the Eu’s institutions 
consistently shows that the 
Council of Ministers is less 
trusted than the European Par- 
liament and the European 
Commission. 
PAOLO DARDANELLI 
Royal Holloway 
University of London 
Egham, 
Surrey 


Shell in Nigeria 


str - Your article on Nigeria 
and Shell could give the im- 
pression that we are trying to 
keep secret the results of a re- 
cent independent survey that 
Shell Nigeria commissioned 
on its community-develop- 
ment projects in the Niger 
Delta (“Helping but not de- 
veloping”, May 12th). In fact, 
the results are highlighted on 
page 26 of Shell Nigeria’s lat- 
est “People and the 
Environment” annual report. 
The projects were reviewed 
by Unicef, the World Bank 
and Pro Natura among others 
and 64% of them were judged 
fully or partially successful. 
Naturally, we want to do bet- 
ter. The Niger Delta is widely 
acknowledged as one of the | 


most difficult regions in which _ 


to do such work. Shell Nigeria 


companies and agencies 
working there. Sadly, it is un- 
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ould like to banchintark its 
results against those of other 


able to do so. As far asl am 
aware, no one else submits 
their projects to similar inde- 
pendent scrutiny—still less 
publishes the results. 


EMEKA ACHEBE 
Senior corporate adviser 


Shell International 


__ London 


| The war against drugs 


i SIR - Comparing John Walters, 
-America’s new drug “tsar”, to 


a general of the first world war 
raises several points (“Experi- 
ment with drugs, Mr Bush”, 


May 5th). The German general _ 


staff, by 1918, had developed 
new tactics and command 
structures that proved effec- 
tive in conditions of modern 
industrial war, leading to vic- 
tory in the east and brilliant, if 
temporary, successes in the- 
west. Yet Germany, though in- 
novative, lost the war. The | 


allies failed to develop any 


substantive new operational 
or tactical methods, preferring 
to rely on slow advances in 
weaponry and overall econ- 
omic superiority. In the end 
they won. As with the battle 
against drugs, the human, 
economic and political conse- 
quences were devastating. 
BARRY REGAN 

Chicago 


Classical education 


sir - You call graduates of 
Wellesley College “alumni” 
(“The old-girl network”, April 
28th). I recall that alumnus can 
have both masculine and fem- 
inine endings, and that 
graduates of women’s colleges 
are called alumnae. If lam. 
wrong, you can push me in 
Lake Waban. 

MICHAEL CABARETTA 

San Francisco @ 
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MGA Is Tue Leapinc Macro-PourricaL Apvisor To 


FINANCIAL INSTITUTIONS, CORPORATIONS AND GOVERNMENTS 





We are always looking for outstanding individuals to join our global network. At present, for our New York office, we seek: 


Macro-Policy Strategist ~ You will advise MGA’s clients 


on policy developments around: the world which will 
affect financial markets. You will work with leading 
multinationals, asset management firms, hedge funds, 
and investment banks, to craft trading, investment, and 
business strategies based upon our policy intelligence 
and insight. Successful candidates will have 
backgrounds in corporate strategy, asset management, 
global-macro trading, economic policy-making, risk 
management, asset allocation, or other related fields. 


Senior Macro-Political Analyst — You will be in charge 


of identifying region-specific short- and medium-term 
trends and developing decision-making frameworks. 
Experience in government, politics, country risk 
analysis, journalism and fiscal and monetary policy- 
making would be ideal. Direct contact with top 
political, central bank and government officials as well 
as clients is a regular part of this role. Specific 
expertise regarding Japan, Southeast Asia, Eastern 
Europe, the United States, or Latin America would be 
desirable. 


Please fax CV and letter of interest to the attention of 
John D. Goldstein at 212.966.7591 or email attachment to: 
resumes@medleyadvisors.com 
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"AFRICAN DEVELOPMENT BAN 


development finance institution established’ in 1964 to foster 
economic growth and social progress in Africa, The Bank is 
owned by 77 member states in Africa, Europe,.Asia and the 
Americas. It is based in Abidjan, Cote d'Ivoire, West Africa. 
Nationals of member countries are invited to apply for the 
following position: 


SENIOR INTERNAL AUDITOR - INTERNAL AUDIT DEPARTMENT 
(Ref. VN ADB/01/044) 


oo} inder the supervision of the Director, the incumbent will plan and conduct 
| audits/investigations of assigned activities or operations relating to the financial, operational 

oF and: administrative functions of the Bank, namely: survey functions and activities to. 
determine the nature of operations, procedures and related internal controls to achieve 
established objectives; design audit procedures and programs; hold opening conferences to 
<T cammunicate with auditees on issues relating to the audits; determine the adequacy and 
| effectiveness of established internal controls to prevent and/or detect efrors and 
| irregularities; direct, counsel and. instruct audit assistants in the performance of audit 
Po assignments and ensure compliance with time schedule; advise Management, on an 
“ongoing basis, on accounting, reporting, control and compliance issues to prevent costly 
‘L- errors and irregularities; express opinions on the adequacy, effectiveness and efficiency of 
[othe systems, control procedures in place to achieve established objectives and recommend 
corrective actions to improve operations, enhance internal controls and reduce cost; provide | 
audit certification with respect to financial information and other disclosures provided to 
-financial statements of grants and other programs; review financial statements and related 
‘external auditors’ reports provided by projects financed by the Bank; identify significant 
-accounting and managerial issues that require Management attention and recommend 
corrective actions. 


walifications (including desirable skills, knowledge and experience): At least a post 
racuate/Master’s degree in Accountancy or Business/Public Administration or related area, 
yembership of an internationally. recognised professional accounting body, e.g. CPA, ACA, 
CCA and Expert Comprable; at least 5 years of relevant experience in audit or accounting, 
ained-in.international or national public accounting, corporate accounting and/or internal 
uditing experience in a financial institution; highly competent in the use of standard 
oftware applications; a practical experience in SAP/R3 would be an added advantage. 
pplicants will be contacted only if they are under serious consideration. Selection criterta 
“include the ability to communicate and write effectively in English and/or French with good 
working knowledge of the other language. Applications with complete curriculum vitae in 
“English or French must be sent by 8 June 2001 to the address indicated below. Detailed 
‘urriculum Vitae showing date of birth and nationality are requested. The President, ADB, 
eserves the right fo appoint a candidate at one level below the advertised level of the post 
Division Manager 
Recruitment and Staff Development Division 
African Development Bank 
l , 01 B.P. 1387 ABIDJAN 01 - COTE D'IVOIRE 
-FAX (225) 20-20-49-43 ADB Homepage: http://www.afdb.org Email: recruit@afdb.org 













































- The International Finance Corporation (IFC), a member 
of the World Bank Group, is the world’s largest provider 
of financing to the private sector in developing countries. 
-It acts as a catalyst in assisting the private sector to finance 
~ environmentally sustainable development. 


~The Chemicals Division of the Oil, Gas, and Chemicals 

| Department has a global mandate within IFC to invest in private 
|. sector projects in the gas processing, oil refining, petrochemicals, 
| speciality chemicals, inorganic chemicals, and fertilizer industries. 


~ Responsibilities; The Department's Chemical Engineers 
are the industry experts both within IFC and in external contacts. 
They maintain regular contact with relevant industry groups, 
„participate in business development efforts, and keep current 
~on business and market developments in the industries covered. 
“Furthermore, Chemical Engineers are key members of small 
| project teams that are responsible for all aspects of the projects. 
| from the initial screening through the retirement of the 
1 investment. They are involved in project appraisal and | 
| evaluation, review of contractual agreements relating to 
| construction, feedstock supply, and off-take agreements, as well 
- as monitoring project implementation and operation. They 
therefore require an unusual blend of technical, financial, and 
. commercial experience as well as strong interpersonal skills. The 
< Chemical Engineers work on several projects simultaneously and 


The AFRICAN DEVELOPMENT BANK is the premier pan-Aftican | 














The Government of New Zealand is establishing the position of the 
Telecommunications Commissioner to introduce major regulatory 
reform into the New Zealand marker. The Commissioner will play a key 


role in implementing new telecommunications regulatory functions 
under new telecommunications legislation. 





This is a challenging opportunity as the Commissioner will be 
implementing the first industry-specific regulation of the tele- 
communications sector in New Zealand. The Commissioner's roles are to 
make determinations to resolve disputes over regulated services, to 
monitor developments to ensure the scope of the regulation remains 
effective and efficient, to approve access codes prepared by an industry 
forum, and to determine the cost of the universal service obligation. 









The Telecommunications Commissioner will be positioned within the 
Commerce Commission, a specialist tribunal responsible for promoting 
and protecting competition and fair trade in New Zealand markets. 








We are seeking an outstanding individual with: 
Experience at senior management level. 
Strong intellectual skills and proven ability to deal with economic analysis. 
A strong commercial orientation plus good understanding of 
competitive markets, 
An understanding of the critical issues faced by che telecommunications 
industry. 
Sound judgement and experience at working within statutory guidelines. 
Effective decision-making skills with the ability, to work both 
independently and in consultation with others. 















if this challenging and rewarding opportunity appeals to you, please send 
a curriculum vitae by Friday 8 June 2001 to: 


Lilias Bell at Bell McCaw Bampfyide Ltd BELL MCCAW BAMPFYLDE 
Telephone +64 4 499 5051, Email lilias@bmb.co.nz >= 
PO Box 468, Wellington, New Zealand. ae ce 





CHEMICAL ENGINEER 


their workload includes a heavy travel schedule, sometimes 
at short notice. . 


Requirements: Applications are invited from professionally 


- qualified Chemical Engineers with at least 15 years of relevant 


international experience in project feasibility analysis; project 
contractual issues; supply, demand, and market analysis; project 1 _ 
design and construction; capital and operating cost analysis; iy 
international benchmarking studies; plant operations and | 
maintenance; and health safety and environmental issues. 

Hands-on project management experience is essential. 

IFC offers a competitive compensation and benefits package. 

Interested candidates should apply online at: f 
www.ifc.org/careers and indicate they are applying 

for Vacancy ID # OGC001 in the field indicated. _ 


No phone calls, paper mail, or faxes please. All applications 


will be treated in the strictest confidence. EOE. 


Please visit www.ifc.org for more information. 





INTERNATIONAL FINANCE CORPORATION 
A Member of the World Bank Group 
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Executive Focus 


MRC 


Medical Research Council 





PRICEWATERHOUSE(COPERS 


EXECUTIVE SEARCH & SELECTION 


DIRECTOR OF OPERATIONS 


THE GAMBIA C£55,000 + susstanr 


The Medical Research Council's Laboratories (MRC), The Gambia, is one 
ot their overseas establishments. A centre of excellence in West Africa, the 
research laboratories are extending medical understanding of tropical 
infectious diseases, reproductive and nutritional health and other specialist 
areas. A major employer, with 700 staff drawn from 20 nationalities, the 
MRC also contributes to The Gambia’s socio-economic conditions by the 
medical facilities and training programmes they provide 


The smooth operation of the infrastructure and services to support the 
research and medical activities is vital and challenging. Reporting to the 
Director, your responsibilities cover the management of finance, HR 
and administration for all areas, including four remote field stations. As 
a member of the senior management team, you will help shape strategy 
and policy, whilst dealing with a variety of daily issues to maintain high 
operating standards. The secret is working effectively with individuals 
of all levels and from diverse cultural backgrounds. 


At least 6 years’ substantial experience in senior management roles 
with responsibility tor financial and human resource management is 
required, Your contribution to strategy and policy development and in 
motivating staff to assimilate changes in the way they operate, will be 


clear. A problem solver, who applies intellectual rigour to concepts, 
you will have determined and implemented practical solutions. You 
will value listening to others and be able to communicate 
persuasively, irrespective of intellectual competence. Experience in a 
multi-cultural or research type environment will be helpful. 
Contident, optimistic, pragmatic and energetic, with an empathy for 
the MRC mission, you will laugh easily and enjoy the job - the multi- 
tasking, resolving crises creatively and managing others effectively. 


There is more information available from the website 
www.pwceglobal/executive/uk quoting ref: 4229 or call Judith Richardson 
for a confidential chat on 020 7804 2248. Please send a detailed CV 
quoting reference number: 4229, with your daytime contact details and 
current remuneration, in contidence by the 6th June to: 


judith Richardson 
PricewaterhouseCoopers 
Executive Search & Selection 
Plumtree Court 

London EC4A 4HT 
stella.z.woodard@uk,pwcglobal.com 
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PROFESSORIAL APPOINTMENTS 


* Finance * Information Systems * Operations Management 


The University of Strathclyde Graduate School of Business, one of the top six Schools in the UK, is distinctive 
with three clear goals; continuing to increase the quality of the learning experience for all participants in its 
MBA and executive development programmes; delivering high-quality, cutting-edge, learning material; and 
undertaking research which is both scholarly and of managerial relevance. Recently ranked by the Financial 
Times in the top 7% in the world, the School has been running a highly successful MBA programme for over 
35 years - longer than almost any UK provider. USGSB is located in the centre of Glasgow, which is a major business 
centre close to some of the most attractive countryside in Europe. 


Applications for each of these three senior appointments are invited. (Ref No. Finance 37/01, information Systems 38/01, 
Operations Management 39/01) Joint appointments with other institutions may be considered. Candidates must 
be nationally, preferably internationally, recognised figures. They must exhibit a strong interest in the relationship 
between their own specialisation and other management disciplines and a desire to join an interdisciplinary 
team focusing on the delivery of management education at the post experience level. 


The team already comprises several professors with internationally established reputations in their fields. Professor 
Colin Eden recently took over as Director of the School and is driving strategy focused on high quality programmes 
and scholarship. Recent appointments, Professors Gerry Johnson and Hari Tsoukas join Professors Chris Huxham, 
Kees van der Heijden, George Wright, and many others of international reputation across the specialist departments 
of the Business Faculty. 


Further inquiries may be made to Colin Eden on +44 141 553 6155 or colin@gsb.strath.ac.uk 





For application form, quoting appropriate reference number, and further particulars (available on request 
in alternative formats for applicants with a disability) contact the Personnel Office, 
University of Strathclyde, Glasgow G1 1XQ, Tel 0141 548 4133 (24 hour Voicemail Service). ( ) 


THE UNIVERSITY OF STRATHCLYDE 
GRADUATE SCHOOL OF BUSINESS 


Applications closing date: 18 June 2001. 


INVESTOR IN PPOPLE 


Committed to Equal Opportunities 
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the oldest and largest regional multilateral development 
_ institution, based in Washington, D.C. is now reviewing 
candidates for the position of: 


Deputy General Counsel ~ Legal — 









PRINCIPAL FUNCTIONS: 
The Legal Department advises the Bank’s Management and its various units, and 
the Board of Governors and the Board of Executive Directors on all legal issues _ 
concerning the Bank. The selected candidate will assist the General Counsel. in 
‘providing such advice and in the management of the Legal Department. 





















REQUIREMENTS: 
© @- Juris Doctor, LL.B. or equivalent from an accredited law school in a Bank 
<o member country and admission to practice law in a Bank member country. 

© @ Minimum of 15 years of relevant experience at the national/international level, 
with emphasis on Latin America and the Caribbean. In-depth knowledge of 
private sector financial transactions and capital markets operations. 

@ Knowledge of general principles of international organization law. 

@ Demonstrated leadership capability and strategic vision. 

@ Excellent interpersonal and communication skills with people at all leveis. 
-@ Full command of written and spoken English. Working knowledge of Spanish 
or Portuguese. 


< Interested applicants are invited to send cover letter and resume (in duplicate) by 
June 15, 2001, including salary history and a list of three references to: Inter- 
American Development Bank; Stop E0507; Attention: Code MS-01/30-TE; 
1300 New York Avenue, N.W.; Washington, DC 20577 USA 

“As a reflection of its commitment to its borrowing member countries, the Bank 
_ may require staff to accept assignments in both country offices and headquarters. 
~ Only applicants selected for interviews will be contacted. The IDB encourages 
“gender equality in its hiring practices. 


http://www.iadb.org 





The Commonwealth Secretariat 
+ An association of 54 independent Cornmnonweaith countries 

+ Provides a global service to about one-third of the world’s population 
+% Bridging the gap between developed and developing 

€ ommonwea ti countries 


‘DEPUTY DIRECTOR 


Export Market Development Department 
Export & INGUSTA Development Division 





syo: 
a pro-active person with substantive expertise and specialist knowledge in trade and 
investment, promotion of competitive enterprises with a demonstrable track record of 
building institutional capacities to promote exports and international trade. 

able to demonstrate strategic thinking, policy formulation, analytic and advisory skills and 
= {he ability to build relationship and influence at alf levels. 

# A good leader with outstanding communication and presentation skills. 































Wotking closely with the Director and relevant Ministries from the Developing Commonwealth, 
you will be responsible for building trade and investment capacity and developing an effective | 
io programme addressing such pressing developing country needs as market access and export 
promotion. You will seek to maximise the fall co-operation of international organisations, such as, 
=the International Trade Centre, World Trade Organisation, Regional Organisations and U.N. bodies 


fo advice on trade policy, export promotion and development of international trade to senior 
ape Commonweaith officials and play a significant part in Commonwealth conferences and seminars. 












CE e The appointment is for a period of three years in the first instance and is open to nationals of 
all Commonwealth countries. 


: * A competitive international package is provided lg ey is by detailed CV which 
should be forwarded only alter applicant: i pack available from: - 


Gladys Mhone ~ Personnel & Staff Development Department, Commonwealth Secretariat, 
Marlborough House, Pall Mall, London SW1Y SHX, UK 
_ Tel: [441 020 7747 6181, Fax: [44] 020 7747 6526, E-mail: ganhone @commonwealth. int 















Closing Date: 13th JULY 
We regret that it will not be possible to acknowledge applications individually. Onty shortlisted 
candidates will be contacted. 


The Commonwealth Secretariat is an Equal Opportunity Employer with a website at: 


www.thecommonweatth.org 


The Inter-American Development ‘Bank, A 

































Fo to advance trade and investment within developing countries, You will be required to provide f 


Opportunity International s 

Fund Opportunity Russia 
Executive Director 

based in Nizhny Novgorod, Russia 





































To apply 
senda CV 

and covering letter 
by 8 June 2001 to 


Fund Opportunity Russia (FORA) is 
a Christian financial institution that 
transforms the lives of the poor, 
regardless of religion, by providing 
opportunities to generate income 
through micro-enterprise credit. 



















David Coates 
Programme Manager 










FORA is the recipient of major Opportunity 
funding to enable it to become a international UK 
national institution. The Director will Angel Court 


hold key responsibility for building 
FORA as an effective and sustainable 
institution. To fill this exciting and 
demanding position, we are looking 
for someone with flexibility and 
tenacity, proven strategic, leadership 
and staff development skills, five 
years’ senior management experience 
and a knowledge of microfinance. 


81 St Clements 
Oxford OX4 1AW 





OF 












dcoates@opportunity.org.uk 






Fel:+44(0)1865 725304 
Fax:+44(0}1865 295161 














This is an appointment for a 
minimum of two years with a 
competitive salary and benefits 
package. 








www.forafund.ru 


THIS ADVERTISEMENT SUPERCEDES THE PREVIOUS ONE PUBLISHED IN 28% APRIL 
2001 ISSUE. WE DO APOLOGIZE FOR ANY INCONVENIENCE THIS MAY HAVE CAUSED. 


The Global Environment Facility (GEE) Unit of the United Nations 
Development Programme (UNDP) is reviewing candidates for the: position of: 


CHIEF TECHNICAL ADVISOR. 


Integrated Management of the Benguela Current Large Marine Ecosystem 
(BCLME)-(Ref. RAF/AQ0AG32) 





| Based in Windhoek, Namibia, the long-term objective of the project is to undertake the array of | 


priority measures identified in the Transboundary Diagnostic Analysis (TDA) and the LME in | 
Action Programme (SAP), for the rational management of the resources of the BCLME in f 
conjunction with the ongoing activities of the participating countries, donors, regional organizations, 
private industry, NGOs, and other affected interests. Duration: One year ( initially, with possibility =. 
annual extension through end of year three of project). Estimated starting date: August 2001 


Respensibitities: 


Under the technical guidance of UNDP, as exercised through the Project Steering Committee (PSC), 
and the operational responsibility of UNOPS, the Chief Technical Advisor will manage and co- 
ordinate all project activities funded by GEF and will, in particular: 


be responsible for the overall co-ordination of all aspects of the project in general and in particular, 
manage and supervise the Programme Co-ordination Unit and its staff. 

prepare the annual work plan of the project on the basis of the project document, under general |] 
supervision of the Project Steering Committee and in close consultation and co-ordination with | 
the relevant partners and donors: 

prepare Terms of Reference for, and oversee the work of, consultants and contractors; 

liaise directly with designated officials of participating countries, UNDP/GEF, UNOPS, UNDP 
Country Offices and others as deemed appropriate; 

be responsible for delivery of all substantive managerial and financial reports. 


Qualifications 
The candidate should have a substantial understanding, of marine sciences and aquatic resources 


i management and should have extensive experience. of project management and of working wath 


government and other officials at all levels. Specific qualifications sought include the following: 


| ¢ Post-graduate degree (preferably a Ph.D.) in Marine Sciences, Environmental Management, or 


a directly related field (e.g, fisheries management, natural resources economics, etc); 
At least ten years experience as a senior project manager. Demonstrated diplomatic and 
negotiating skills; . 
Exceptional interpersonal skills, a good understanding of, and the sensitivity required for work 
in a multicultaral environment and the presentation skills to Haise effectively with government, 
donors, and civil society at all levels; 
Familiarity with the goals and procedures of international organizations, in particular those of 
the GEF and its partners (UNDP, UNEP, the World Bank, the African Development Bank, and | 
current and future potential additional donors); 
Excellent English speaking and writing skills; Existing speaking and reading cope in, Or 
the strong commitment to learn to speak and read, Portuguese: 
Ability and willingness to travel extensively; and 

J Demonstiable skills in information technology 


Remuneration | 

A competitive tax-free salary with benefits will be offered to the right candidate 

Interested candidates should send a cover letter and detailed curriculum vitae by 15 June 2001 to: 
Margaret Chi, Division for ENVP, United Nations Office for Project Services, 405 Lexington 
Avenue, 4* aaa NY, NY 10174, USA. Pax: (212) 457-4044, e-mail: margaretc@unops, org | 
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EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 
1 June 1998, is seeking to fill the vacancy detailed below in the Fiscal 
Policies Division of the Directorate General Economics. 


The ECB has its own terms and conditions of employment, including 
a competitive salary structure, retirement plan, health insurance and 
relocation benefits. Candidates must be nationals of a Member State 
of the European Union. 


ECONOMIST 
(Ref.: ECB/151/01/TE) 


The European Central Bank (ECB) is seeking a highly qualified and 
experienced economist for the Fiscal Policies Division of the Directorate 
General Economics. The main task of the Fiscal Policies Division is to 
analyse fiscal developments and policies as well as structural issues in the 
countries of the euro area and in the EU Member States that are candidates 
for adopting the single currency, and to examine their impact on the 
primary objective of the monetary policy of the ECB, price stability. The 
Division also provides assistance to the ECB’s decision-making bodies 
in formulating views on fiscal policies, both from a short-term as well 
as a structural standpoint. 


The successful candidate will be involved over time in a wide range of 
tasks in the public finance domain, which may include: (i) monitoring 
and forecasting fiscal developments in the EU countries from a euro 
area perspective; (ii) estimating fiscal policy reaction functions; (ii) 
analysing fiscal policies: and {iv) preparing analytical studies on public 
finance. He/she will also be involved in preparing briefing material for 
| the members of the Executive Board of the ECB, for the Governing 

Council of the ECB and for senior management attending meetings at 

European and international fora, as well asin contributing to publications 

of the ECB. 

Q Hfications and ex 
ay Cees university pine in economics, or proven ability to perform 
the tasks commensurate with such a formal academic qualification, 
together with a sound economic background in public finance and 
macroeconomic policy. A Ph.D as well as a research and publication 
record would be considered additional assets. 

* Sound knowledge of statistical and econometric techniques for the 
forecasting and monitoring of public developments and for analytical 
research purposes. Knowledge of the relevant software packages for the 
application of these techniques i is also required. 

* Comprehensive experience within the domain of public finances in 
preparing policy-related briefing and in analysing fiscal developments 
and policies, together with a strong interest in institutional issues. 

* Very good command of English with proven drafting ability. Working 
knowledge of at least one other official Community language is 
required. Candidates should also be able to identify and address policy 
issues and to present analytical findings in non-technical terms under 
tight deadlines. 


Applications 

Applications should be submitted in English and include a covering 
letter, curriculum vitae and a recent photograph, together with references 
confirming the required experience and skills. They should be addressed, 
quoting the reference number, to the European Central Bank, Directorate 
Personnel, Postfach 16 03 19, 60066 Frankfurt am Main, Germany 
and should reach the ECB no later than 31 May 2001. Applications will be 
treated in the strictest confidence and will not be returned. 


This vacancy has also been posted on the ECB’s website at 
www.ecb.int. To meet the deadline, a copy may be sent by fax to 
+49 69/1344 7979 or by e-mail to recruitment@ecb.int, However, a signed 
application must still be sent by post. 
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Attractive Salary 
& Profit Sharing Package 


Exciting opportunity to contribute to the formation of 
Global Investment Strategy 


City — 











THE COMPANY 

* Rapidly expanding investment 
management company with 
prestigious global institutional 
client list. 

* Assets under management exceed 

$14 billion, built up ever 10 years 

of strong and consistent investment 


* Contribute to the formation of 
Equity and Bond investment 
strategy, including inflation 
forecasting and currency analysis; 

* Prepare research papers for 
internal and external presentation ‘ 
and publication : 














performance. . QUALIFICATIONS 
* High calibre, stable, professional * Strong relevant academic > 
and collegiate investment team qualifications À 


with excellent record of career * Good knowledge of the dynamics 










development. of financial markets _ . 
* A minimum of 5 years experienc 
THE POSITION in an economics role in business 






and/or academia 
* Strong verbal and written 
communication skills 


* Provide global economic analysis, 
with a long-term perspective, of 
developed and emerging countries. 







Please send full CV, stating salary to 
The Personnel Manager 
P.O. Bax 4115 
The Economist Newspaper, 
25 St James’s Street, London 
SWIA IHG 








Regulated by IMRO 







{Career Opportunities in Singapore 








The Economist hae: of the aese Civil Service aims to attract top talent 
provide sound economit analysis and advice on policies that impact on Singapore’ 
aconomic competitiveness, 


The Economist Service offers a chal lenging and fulfilling professional career. Economists. - 
will be exposed to a variety of economice fields through postings in different ministries 
and statutory boards. They can also look forward to comprehensive training and : 
development to realise their full potential. a 


We are looking for bright and ‘motivated individuals with the following qua lifications E 
for the Economist Servite: if 


* Agood honours degree (or equivaient) in Economics from a university of international 
Standing. A postgraduate qualification will be an advantage. 


* A Strong track record in economic analysis with at least 2 years of working/research 
experience. Outstanding candidates with less working experience may also be 
considered. ; 


* Good communication skilis and the ability to express complex ideas simply and 
logically. 


singapore citizens, permanent residents, as well as foreigners are all welcome toapply. > 


The Economist Service offers an attractive remuneration package, The annual salary 
for Economists with 4-6 years’ experience begins at about US$66,000. The annual 
Salary for Senior Economists may be in the region of US$165.000 or more. Applications 
tor more- senior positions will also. be considered. 


To apply, please e-mail to CHOW_Wun_Shi@mti.gov.sg or send your curriculum vitae, 
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A renaissance that may not come 


THREE MILE ISLAND 


This week, the Bush administration unveiled an energy policy that strongly 
supports nuclear power. This may revive a flagging industry, but the doubts 


remain as strong as ever 


HE gently rolling farmlands of central 

Pennsylvania do not prepare the casual 
visitor for what lies outside Middletown. 
Farmers tend cows and corn, diners serve 
simple food, and the occasional Amish 
buggy saunters by. But suddenly, there on 
the horizon, loom the cooling towers of 
the nuclear plant at Three Mile Island. 

The words still send a shiver down the 
spine. It was here, early in the morning of 
March 28th 1979, that a reactor started to 
overheat. A combination of mechanical 
failure and human error sent the tempera- 
ture in the reactor core soaring, threatening 
a blast that would have released huge 
quantities of lethal radiation. With the 
lives of perhaps half a million people at 
stake, politicians and scientists argued 
over what to do. In the end, disaster was 
averted; but the world did not forget. 

For a while, it seemed that the accident 
at Three Mile Island (rTm1) had killed off 
nuclear power. No new plants have been 
built in the United States since then. In Eu- 
rope, too, people began to have second 
thoughts. TM1 led directly to a referendum 
in Sweden in 1980 that demanded an end 
to nuclear power. 

In 1986, an even worse accident, at 
Chernobyl in the Soviet Union, seemed to 
put the nail in the coffin of nuclear power 
in Europe. A number of countries, follow- 
ing Sweden's lead, campaigned for a ban. 
In Germany, the greens succeeded: the 
government has just agreed to end re- 
processing of nuclear fuel by mid-2005. 


Moreover, Germany and Belgium have de- 
cided to ban new nuclear plants, although 
existing ones may serve out their useful 
lives. Even pro-nuclear France seemed to 
lose its enthusiasm for new plants. 

For a while, Asia remained a bright spot 
for the nuclear industry. But the Asian fi- 
nancial crisis of 1998 cooled that enthusi- 
asm. In recent months the new govern- 
ment in Taiwan, once a big fan of nuclear 
power, has tried to reverse course. In Ja- 
pan, an accident soured public opinion: 
shoddy management practices at an ex- 
perimental fuel-reprocessing plant in To- 
kaimura led in September 1999 to the 
deaths of two workers after they were ex- 
posed to radiation over 10,000 times the 
level considered safe. The Japanese gov- 
ernment quietly scaled back its plans for 
20 new plants. 

The industry also hurt itself. In 1999, it 
emerged that British Nuclear Fuels (BNFL) 
had falsified records relating to shipments 
of nuclear fuel to Japan, sparking outrage 
in both countries. The firm had also under- 
stated the cost of nuclear clean-ups in Brit- 
ain by some $13 billion. Clumsiness with 
deadly stuff, and now mendacity; in one 
way or another, nuclear power seemed to 
spell nothing but trouble. 


Votes of confidence 

Yet some did not lose faith, and are even 
looking at nuclear power in a new way. 
South Africa’s Eskom is working with 
BNFL and Exelon, America’s biggest nu- 
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clear-energy firm, to build a reactor using 
new “pebble-bed” technology. In Finland, 
a power company is now requesting per- 
mission to build a €2.5 billion ($2.2 billion) 
nuclear plant. 

Robin Jeffrey, the new chairman-desig- 
nate of British Energy, Britain’s largest nu- 
clear operator, also sees a bright future for 
his industry. “The mood is buoyant,” he 
says. “Utilities with a nuclear portfolio are 
seen to be attractive places to put your 
money.” In fact, he has just completed a 
deal to take over the operation and mainte- 
nance of several reactors in Canada. 
Through AmerGen, a joint venture with 
Exelon, British Energy already manages a 
number of plants in the United States. 

This week has produced the biggest 
boost of all for nuclear power: a strong en- 
dorsement from the Bush administration. 
On May 17th, a cabinet-level task-force un- 
veiled anew energy policy that firmly sup- 
ports the nuclear option. Vice-President 
Dick Cheney, the head of the task-force, ar- 
gues forcefully not only for giving existing 
nuclear plants a new lease of life, but also 
for building more: “We'd like to see an in- 
crease in the percentage of our electricity 
generated from nuclear power.” 

To understand why fans of nuclear 
power have become so optimistic, look 
back to Three Mile Island itself—now man- 
aged, as it happens, by AmerGen. The acci- 
dent destroyed one of the plant's two 
reactors, but the surviving reactor has 
been back in service for some years now. 
In that time, TMi has become one of the 
most efficiently run and safest nuclear 
plants in America, as well as one of the 
most profitable. Corbin McNeill, Exelon’s 
boss, is certain that financial success and 
operational safety are closely linked. TM1, 
he thinks, is a shining symbol of the future 
for nuclear power. 

What explains this burst of enthusi- 
asm? The short answer is the arrival, at » 





> long last, of market forces in the electricity 
business. After decades of being run as 
monopolies, either by the state or the priv- 
ate sector, the electricity industry is being 
deregulated the world over. As a result of 
this, and of the current high price of fossil 
fuels, existing nuclear plants look attrac- 
tive, and are beginning to be run as proper 
businesses by serious managers. 


The charm of consolidation 

This is best seen in America, which dereg- 
ulated its wholesale markets for power in 
1996. The result of deregulation was a 
painful squeeze on America’s dozens of 
nuclear plants, many of which were run as 
one-off investments by local utilities. That 
is rapidly changing, however, thanks to 
the flurry of deals that have led to mega- 
mergers (like the one that created Exelon), 
joint ventures (like AmerGen), and other 
sorts of management coalitions. Nearly 30 
gigawatts, about a quarter of the country’s 
nuclear capacity, has already been af- 
fected by this consolidation. In the near fu- 
ture, today’s 50 nuclear utilities will 
probably be reduced to a dozen. 

The advantages of such consolidation 
are many. Plant managers can benefit from 
economies of scale and can apply best 
practices more widely. As a result, plants 
are running at higher capacity-utilisation 
rates and making better use of their fuel. 
Plant operators have also tried to expand 
capacity by upgrading their steam genera- 
tors and turbines. Last winter, America’s 
nuclear plants cranked out power at an op- 
erating cost of just 1.8 cents per kilowatt 
(kw)-hour; coal plants produced it for 2.1 
cents per kw-hour, while those using nat- 
ural gas (the price of which soared last 
winter) did no better than 3.5 cents. 

Such improvements, argue nuclear 
fans, make a clear case for extending the li- 
cences of existing nuclear-power plants 
beyond their original limit of 40 years or 
so. In America, for example, a number of 
these permits will start expiring in 2006, 
and nearly all will have gone by 2030. The 
story is similar in Europe and elsewhere. 

The fans are surely correct. Plants have 
been able to achieve such low operating 
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costs because they are better managed and 
more efficient, and that, in turn, is linked to 
improved operational safety. When plants 
are safe, people do not mind living near 
them. Two plants have already received 
approvals from America’s Nuclear Regula- 
tory Commission (NRC) for another 20 
years of operation. More will follow. 


Cheaper tomorrow... 

Tomorrow, the advocates say, nuclear 
power will be even cheaper. They point to 
promising new designs (such as pebble- 
bed technology) and argue that power 
plants are on the way that are safer and 
more cost-effective than today’s. The in- 
dustry is also mature now, they say; both 
companies and regulators know how to 
avoid the costly bureaucratic quagmire 
that followed the Tm1 accident. In future, 





new plants will be “cheaper than coal”. 

Maybe; maybe not. The new designs 
for nuclear plants are undoubtedly im- 
provements. Technical experts agree that 
they are probably inherently safer, as they 
use “passive” safety features that make a 
TMr-style meltdown virtually impossible. 
The NRC has already given its blessing to 
three advanced designs. However, critics 
argue that some new designs “put all the 
safety eggs in the prevention basket”, 
while short-changing systems that might 
limit an accident if one occurred. 

Even if they do prove safer, the new de- 
signs may not necessarily be cheaper. By 
the reckoning of the International Energy 
Agency (IEA), which has just produced a 
new analysis of the economics of nuclear 
power", the capital cost for today’s nuclear 
designs runs at about $2,000 per kw, 
against about $1,200 per kw for coal and 
just $500 per kw for a combined-cycle gas 
plant. History also suggests that not every- 
thing goes as planned when turning clever 
paper designs into real-life nuclear plants. 
Whatis more, the debts of any new plants, 
unlike the debts of existing plants, will not 
be written off. In fact, the true cost of 
power from today’s plants is at least dou- 
ble the apparent figure, argues Florentin 
Krause, an American economist, once debt 
write-offs, government subsidies and 
externalities are accounted for. More on 
that later. 

Capital cost clearly remains a big hur- 
dle for nuclear power. When considering 
the full life-cycle costs of a new project in 
today’s money, some 60-75% of a nuclear 
plant's costs may be front-loaded; for a gas 
plant, about a quarter may be. That is be- 
fore considering interest accrued during 
construction, which, over the many years 
ittakes to build nuclear plants, can make or 
break a project. All these dismal sums ex- 
plain why nuclear projects are exception- 
ally sensitive to the cost of capital. 


„and cheap forever? 


Never mind that, the nuclear industry ar- 


gues; tomorrow’s plants will prove 
cheaper to operate in several ways. For a 
start, some say, plants will be bigger, to 
take advantage of economies of scale. Sec- 
ond, there will be a whole series of plants, 
rather than the uneconomic one-off struc- 
tures of the past, and these (in imitation of 
France’s dirigiste approach) will be stan- 
dardised replicas of new designs, rather 
than endless permutations. 

Each of these bright ideas has pro- 
blems. Building bigger plants introduces 
more complexity, which, experts say, 
means greater uncertainty and cost. The 
idea of building many plants is thwarted 
by the fact that the electricity market in the 
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> enough to need them. In fact, the trend 
since the mid-1970s has been towards 
smaller plants. It is micropower, not mega- 
power, that the market favours, thanks to 
the far smaller financial risk involved. 

It is true that regulators are becoming 
lighter-handed. They no longer drag out 
the completion of plants for ten or 15 years. 
Even so, careful analysis of the delays after 
the TMI accident shows that technical 
hitches were largely to blame, rather than 
red tape. Many new plants happened to 
come on line at around that time, and a 
number had generic technical faults. Even 
the French programme, touted as a model, 
suffered from such problems as late as the 
1990s: its latest N4 design developed 
cracks in its heat-removal systems. 


A dubious special case 

The industry’s advocates point to other 
benefits: security of supply, environmen- 
tal benefits, and so on. In some countries 
and in some circumstances, such argu- 
ments might have merit. But, taken to- 
gether, do they make nuclear energy a 
special case that justifies subsidies or other 
forms of government intervention? 

The energy-security arguments vary, 
but mostly involve reduced reliance on fos- 
sil fuels, less vulnerability to an OPEC em- 
bargo, or a smaller bill for imported fuel. 
Whatever the political soundness of such 
arguments, an analysis done in 1998 by 
several agencies affiliated with the OECD 
is quite clear about the relative costs and 
benefits: “For many countries, the addi- 
tional energy security obtained from in- 
vesting in non-fossil-fuelled generation 
options is likely to be worth less than the 
cost of obtaining that security.” 

On environmental grounds, too, nu- 
clear power does not emerge a clear win- 
ner. It is true that nuclear energy does not 
produce carbon dioxide, the chief culprit 
behind man-made global warming. That, 
say fans like Mr Cheney, means that the 
world “ought to” build more such plants. 
But handing out public money to the nu- 
clear-power industry (through production 
or investment tax credits, for example) is 
an inefficient way for governments to dis- 
courage global warming. 

The better way would be through some 
sort of carbon tax, which would penalise 
fossil fuels but not any fuel free of carbon 
emissions, whether nuclear power or re- 
newables. The 1£A’s boffins have analysed 
how much of a boost nuclear power could 
get from a carbon tax, and the answer is 
quite a lot—possibly enough to compete 
with coal. Assume that the carbon tax falls 
between $25 and $85 per tonne of carbon, 
the level many experts think may be 
needed if industrialised countries are seri- 
ous about the emissions targets agreed on 
in 1997 at Kyoto (some would set it higher 
still). The rea thinks that the highest of 
those taxes would boost the competitive- 
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ness of nuclear electricity against coal by 
two cents per kw-hour, and against natu- 
ral gas by one cent. At the low end, nuclear 
gains an advantage of half a cent and a 
quarter-cent respectively. 

But nuclear energy, even if boosted bya 
carbon tax, also carries grave environmen- 
tal liabilities. Radiation is a threat to hu- 
man health at every stage of the process, 
from uranium mining to plant operation 
(even in those new ultra-safe plants) to 
waste disposal. And waste disposal, de- 
spite decades of research and politicking, 
remains a farce. No country has yet built a 
“permanent” waste-disposal site. The Un- 
ited States hopes to have one finished at 
Yucca Mountain, in the Nevada desert, ina 
decade's time; the European countries are 
a decade behind that. Even if these geolog- 
ical storage sites are completed, they are 
not the final answer. Nuclear waste may 
remain deadly for 100,000 years. To bury 
it in a big hole in the ground, and pray that 
some future generation may discover how 
to make it safe, is simply passing the buck. 

Lastly, when costing nuclear power, it 
is essential to remember the scope, scale 








and subtlety of the subsidies it has re- 
ceived. The IEA analysis of nuclear eco- 
nomics shows that various OECD 
governments subsidise the industry's fuel- 
supply services, waste disposal, fuel re- 
processing and R&p. They also limit the li- 
ability of plants in case of accident, and 
help them clean up afterwards. Antony 
Froggatt, an industry expert who has ad- 
vised Greenpeace, points to export loans 
and guarantees as another unfair boost. 

How much does all this add up to? The 
IEA’s otherwise comprehensive analysis 
falls strangely silent on this topic, doubt- 
less for political reasons. Reliable, compre- 
hensive and up-to-date global figures from 
neutral analysts are scarce. Estimates by 
nuclear opponents typically carry too 
many zeroes to fit on this page. They are 
about as rigorous and credible as those put 
forth by the industry, which usually main- 
tains the outrageous fiction that it no lon- 
ger receives any subsidies at all. 


Coddled to the hilt 

Liability insurance is a good example of 
this. The American industry’s official posi- 
tion is that there is no subsidy involved in 
the Price-Anderson Act, by which Con- 
gress limits the civilian nuclear industry's 
liability for nuclear catastrophes to less 
than $10 billion (a small fraction of what a 
Chernobyl-scale disaster would cost in 
America). Since there is no subsidy in- 
volved, why not let the act lapse when it 
comes up for renewal next year? Mr Che- 
ney’s response is revealing: “It needs to be 
renewed...lif not], nobody's going to invest 
in nuclear-power plants.” 

One concrete figure gives an idea of 
how enormous the overall subsidy pie 
might be. According to official figures, 
OECD governments poured $159 billion in 
today’s money into nuclear research be- 
tween 1974 and 1998. Some of that breath- 
taking sum is a sunk cost from the early 
days of the industry, but not all: govern- 
ments still shell out about half their energy 
RD budgets on this mature industry. 
Even so, says the industry, those have been 
tapering off over time. But so will all the 
other subsidies, as the liberalisation of 
markets advances. The pillar on which the 
strength of the nuclear industry has rested 
is crumbling away. 

In the end, nuclear energy’s future may 
be skewered by the same sword that is 
making it fashionable today: the deregula- 
tion of electricity markets. This liberalising 
movement has put a shine on old nuclear 
plants that are already paid for. TM1, for ex- 
ample, was bought for a pittance and so 
cranks out power for virtually nothing. 

Yet liberalisation is also exposing the 
true economics of new plants, and is aim- 
ing a fierce spotlight at the hefty subsidies 
that nuclear power has long enjoyed. As 
these fade, the industry will once again be 
brought down to earth. m 
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Japan 


A turn to the right? 


TOKYO 





Japan’s prime minister, Junichiro Koizumi, has made it clear that he is a nationalist. 


But itis not clear what sort of nationalist 


MID the imperial army's field guns that 
rust in the spring rain lies the massive 
hulk of the kaiten, a manned torpedo. At 
the gift shop, the white-robed Shinto priest 
sells guidebooks, charms and telephone 
cards bearing photographs of a suicide air- 
craft, the prize exhibit in the shrine’s mu- 
seum. Inside, an inscription honours 
Japan’s kamikaze warriors. Before the 
shrine, a middle-aged man in a black suit 
throws coins into the offertory box and 
claps his hands, summoning the spirits of 
friends or relations who gave their lives for 
their country. Two great gold chrysanthe- 
mum crests, symbols of the imperial 
household, emblazon the gate. 

It is to this Yasukuni shrine that Juni- 
chiro Koizumi, Japan’s new prime minis- 
ter, says he will pay an official visit on 
August 15th. Mr Koizumi says he wants to 
pay his respects to Japan’s war dead, 
whose spirits Yasukuni enshrines and 
commemorates. Like most of what Mr Koi- 
zumi has said since he took office last 
month, his Yasukuni visit has struck a pop- 
ular chord at home. Since the war, only Ya- 
suhiro Nakasone has dared to worship at 
Yasukuni as prime minister, and even he 
went only once, after a barrage of criticism 


from China and South Korea blocked any 
return. Now, trumpets the right-wing 
press, the Japanese have a prime minister 
with the courage to brave foreign bullies 
and show pride in his nation. But if Mr Koi- 
zumi goes, there will be a huge uproar. 
Among the enshrined spirits are the souls 
of seven executed war criminals. 

What this says about Japan’s new 
prime minister is not entirely clear. In part, 
he seems typical of a younger generation 
of conservative Japanese politicians. He 
wants to end the pretence of Japan's “self- 
defence forces” and call them what they 
are: modern, well-equipped armed forces. 
He seeks a more active role for Japan in its 
security alliance with America, including 
an explicit commitment to come to Amer- 
ica’s aid in the event of an attack on its 
forces in the region. That would mean re- 
vising, or at least reinterpreting, Japan’s 
war-renouncing constitution, which Mr 
Koizumi also says he favours. He wants a 
more assertive Japan, ready to take its 
place among the world’s great powers. 

Amid these modern nationalist cur- 
rents lie traditional conservative roots. Mr 
Koizumi has spent his entire career in the 
Liberal Democratic Party (LDP) among 
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hawks, with what is now called the Mori 
faction. As a young man, he got a start in 
politics as a private secretary to Takeo Fu- 
kuda, the faction’s boss at the time. Mr Fu- 
kuda did not support Japan’s Asian 
empire-building with the passion of the 
faction’s previous leader, Nobusuke Kishi, 
who was briefly imprisoned after the war 
as a suspected class A war criminal. But, as 
a bureaucrat in the 1930s, Mr Fukuda spent 
some of his formative years in China, 
where he advised the pro-Japanese puppet 
government in Nanjing. Among Mr Fu- 
kuda’s protégés is Shintaro Ishihara, a pop- 
ulist nationalist and professional China- 
baiter who governs Tokyo. “This is Mr Koi- 
zumi’s DNA,” says Takao Toshikawa, edi- 
tor of Insideline, a newsletter. 


The trouble with books 

An early test of Mr Koizumi’s populist 
leanings has come in the form of a row 
about Japanese history textbooks, whose 
contents the education ministry vets. On 
May 8th, South Korea handed Japan a list 
of revisions that it wants to see made to 
several textbooks for pupils aged 13 to 15. 
Of the 35 items on the Korean list, 25 con- 
cern a new book, edited by a group called 
the Japanese Society for History Textbook 
Reform, which China has also objected to. 
This society, formed in 1997, wants to rid 
history textbooks of what it says are exces- 
sive descriptions of the imperial army’s 
cruelty in China and the rest of Asia. This 
“tendency towards masochism” teaches 
self-loathing and suppresses a healthy 
love for one’s country, says the society. 


It also distorts history, argues Nobu- » 





> katsu Fujioka, a Tokyo University profes- 
sor and a founding member of the society. 
“Lam not saying that it did not commit acts 
of cruelty. But compared with the Chi- 
nese, or the Americans, the Japanese army 
was not unusually cruel,” he says. In Mr 
Fujioka’s view, Japanese schoolchildren 
are taught a naive version of history which 
plays up the moral barbarism of the Japa- 
nese army at the expense of the realpolitik 
of colonial Asia, with Japan battling Amer- 
ica and the European powers for an equal 
and independent footing in the world. 
Right-wing newspapers such as the Yo- 
miuri are thumping the table in protest at 
Korea's “interference” in Japan’s domestic 
affairs, though the education ministry says 
it will bring together Japanese historians 
to look again at the textbooks, with Korea’s 
complaints in mind. But Mr Koizumi has 
now said there will be no changes, 
prompting Chinese rage. He does propose 
that Japanese and Korean historians 
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should work together, an old idea the Kore- 
ans say distracts from the issues at hand. 

If Mr Koizumi indeed turns out to be a 
moderate nationalist, he will be a pioneer 
in Japanese politics. Japan has passionate 
ideologues, on both left and right, but pre- 
cious little in between. As the LDP’s hawks 
try to rewrite the constitution, left-wing 
opposition parties still fight the security al- 
liance with America. The Social Demo- 
cratic Party pins its faith for peace in East 
Asia on a much-shrunken, strictly con- 
stitutional self-defence force and a multi- 
lateral “comprehensive security system”. 
Mr Koizumi wants to restore national 
pride. But Japan's far-from-clean break 
with its past and its cold-war ideological 
battles have left almost no symbols of na- 
tionhood untainted. To the left, even the 
flag and the national anthem are symbols 
of repressive Japanese militarism, hope- 
lessly entangled, like the Yasukuni shrine, 
with Japan’s dark history. m 


A new broom in the Gaimusho 


TOKYO 


Makiko Tanaka is upsetting Japan’s diplomats 


N UNRULY horse, was her father's 

verdict. Mandarins at Japan’s foreign 
ministry (Gaimusho) would surely agree. 
Three weeks into her job as foreign min- 
ister, Makiko Tanaka’s kick is breaking 
bones. She intervenes in the delicate 
ministerial politics that govern person- 
nel appointments. She speaks critically 
of her aides before journalists. She even 
vows a proper purge at the ministry after 
a scandal over misused diplomatic 
funds. Miss Tanaka is quick, witty and 
popular with the public. But unlike her 
father, Kakuei Tanaka, a former prime 
minister, she is clearly no diplomat. 

Nor, say her critics, is she up to the 
job. Last week, Mrs Tanaka cancelled 
several important engagements and tele- 
phone calls, including (though she 
denies it), a meeting with Richard Armit- 
age, America’s deputy secretary of state 
and President George Bush’s top Japan 
hand. Pushing aside policy, Mrs Tanaka 
has instead waged daily, acrimonious, 
battles with her ministry’s top men. 

In her spare time she briefs the press 
against her officials and writes personal 
replies to the hundreds of well-wishers 
who have sent bouquets of flowers to 
her office. “Too emotional,” was the ver- 
dict of Yoshiro Mori, Japan’s former 
prime minister, repeating a slur on 
women in power everywhere. Yet seeing 
Mrs Tanaka’s high-handed, indeed rude, 
treatment of her officials in front of the 
television cameras, even some of her 
supporters have begun to agree. 





Tanaka takes them on 


Much of this is simple shock. Thanks 
to the pressures of the ruling Liberal 
Democratic Party’s personnel system, 
Japanese cabinet ministers cannot ex- 
pect to spend much time in the job. So 
ministries, especially the urbane elite of 
the foreign ministry, are used to running 
themselves. The diplomats seem scan- 
dalised that an elected representative of 
the people believes she is their boss. 
That she is a woman who both dares to 
speak her mind and insists she is right 
rubs salt into the wounds. 

Mrs Tanaka will bide her time. Oppo- 
sition parties have swung a punch or 
two her way. Critics in her own party 
have also had a try. She is a rude, un- 
principled lightweight, squeal her critics 
in the ministry. But all their attacks have 
wilted because, unlike them, the public 
loves her, at least for now. 
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India’s elections 
Hope and glory for 
Congress 


DELHI 
Voters in state elections bolster parties 
outside the national coalition 


AY 10th was a good day for India’s 

opposition parties. Congress, the 
main foe of the ruling national coalition, 
unseated local governments in Assam and 
Kerala. It now controls 12 of 35 states and 
territories. Jayaram Jayalalitha, a former 
actress, trounced the government of Tamil 
Nadu, proving that a corruption convic- 
tion need not dim charisma. The Commu- 
nists will extend their rule of West Bengal 
to nearly 30 years after winning their sixth 
straight election there. These parties could, 
conceivably, gang up on the Bharatiya Ja- 
nata Party (BJP), which heads the 17-mem- 
ber National Democratic Alliance (NDA) 
that runs the country at the national level. 

But will they? No BJP government was 
up for re-election in the five states, includ- 
ing tiny Pondicherry. Only in Tamil Nadu 
did a government led by a member of the 
Alliance face the voters (who were not 
very happy with it). Yet the NDA may now 
even add to its majority. Disgruntled MPs 
from the party of the defeated challenger 
in West Bengal may be ready to defect to 
the ruling coalition, which need not face 
an election until 2004. Even so, for the time 
being at least, only one party is big enough 
on its own to bring down the government, 
the Telegu Desam Party of Andhra Pra- 
desh. But it has good reason not to do so, 
since that would mean backing Congress, 
its main rival for power in the state, or fac- 
ing new national elections. 

The opposition, too, has reason to be 
circumspect. In 1999 it prematurely top- 
pled a sByp-led government, prompting 
new elections—and defeat for the topplers. 
And many elements of the opposition op- 
pose each other. Although they share a 
“secular” ideology (whereas the BJP is 
Hindu-nationalist), Congress and the con- 
stituents of the centre-left People’s Front 
are rivals for power at state level. Congress 
and the Communists fought in West Ben- 
gal and Kerala. In Uttar Pradesh, the biggest 
State, Congress is a feeble competitor for 
the anti-ByP vote. 

Victories in Assam and Kerala have 
heartened Congress, and quietened talk 
that its Italian-born leader, Sonia Gandhi, 
is neither a politician nor an Indian. But in 
a by-election at the same time, Congress 
lost one of its few parliamentary seats in 
the northern state of Uttar Pradesh. The 
party remains less than a juggernaut. 

And though the elections were not ex- 
actly a referendum on the Byp-led govern- 


ment in Delhi, they were a humiliation for »» 
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» it. The prime minister, Atal Behari Vaj- 
payee, campaigned for the ruling parties in 
Tamil Nadu and Assam, but he evidently 
did them no good. The pyr performed dis- 
mally in states where it fought on its own, 
winning no seats in Kerala and West Ben- 
gal. In Uttar Pradesh the sje is the ruling 
party, but in the by-election there it came 
fourth, a bad omen for the party for next 
year’s state election. 

The election rebuff has knocked the 
BJP. The party may now lack the courage to 
move quickly on economic reform, which 


requires controversial measures, such as_ 
liberalising labour laws. Suspicions of cor- 


ruption have hung over the party since 
March, when journalists secretly filmed 
leaders of the syp and its allies taking 
money in exchange for help in selling ficti- 
, , tious armaments to the government. The 
T Bjr is unlikely to win back support, or be 
bold, as long as its izzat~Urdu for 
honour-—is draining away. m 


China’s press 
Let a hundred 
papers boom 
BEIJING 
Competition is breaking in China’s 
newspaper business 

T CERTAINLY is not Fleet Street, but the 


dictates of the market are increasingly 


forcing once tame and stodgy state-con- 
trolled publications in China to do some- 
thing they once would never have 
dreamed of-—appeal to their readers. 
Sometimes that means indulging in the 
kind of sensationalism once condemned 
as the preserve of the bourgeois press. 
Increasingly, too, it means waging war on 
competitors. 


China normally likes to keep squabbles | 


between state-owned ventures private. 
This is particularly true of disputes be- 
tween newspapers, which are still offi- 
cially called “mouthpieces” of the 
Communist Party and whose mission, at 
least in theory, is to promote the party line. 
But in the southern province of Guang- 
dong this month, a battle for market share 
between local newspapers has erupted 
into open feuding, to the embarrassment 
of the local authorities. 

The scene of the conflict is Shenzhen, a 
“special economic zone” where business 
practices and the people’s way of life are 
strongly influenced by neighbouring Hong 
Kong. It is the place of a media boss’s 
dreams—cosmopolitan, with an affluent 
population and a newspaper industry still 
shackled by the unadventurous ways of 
yesteryear. Enter Southern Metropolitan 
News, a racy (by mainland Chinese stan- 
dards) tabloid from the provincial capital 


Guangzhou. Two years after its move int Ta 
the city, Southern Metropolitan News is — 

now Shenzhen’s paper of choice, helped 
by a marketing ploy familiar in the capital- 


ist world but new to China—the addition 
of alocal supplement. 

The big advantage enjoyed by Southern 
Metropolitan News was precisely that it 
was not a local newspaper. This meant 
that, unlike its two broadsheet rivals, 
Shenzhen Special Zone News and Shenzhen 
Commercial Daily, it was not hamstrung 
by any web of political or business con- 


-nections in the city. It could report rela- 


tively freely without fear of treading on 
toes. The supplement thus became a huge 
attraction to local readers. 

But Southern Metropolitan News has a 
weakness. It lacks its own sales outlets in 
Shenzhen. Most of the hundreds of news- 
paper stalls on the streets are controlled ei- 
ther by the city’s own newspapers or by 
the Post Office. A few days ago the city-gov- 
ernment-owned company that controls 
newspaper distribution ordered that out- 
of-town papers, except for major party or- 
gans, were not to be sold at street stalls 
without approval. 

According to Southern Metropolitan 
News, all vendors would need to pay the 
distribution company a prohibitive 600 
yuan ($72) a month as a “management fee” 
for each non-Shenzhen title approved. The 
official pretext for this order was to keep 
“pornographic and reactionary” publica- 
tions out of the city, but Southern Metro- 
politan News saw it as a conspiracy to curb 
its sales. It plastered the news on its own 
pages, accusing the Shenzhen authorities 
of “protectionism”. 

On May 10th, when the new edict came 
into effect, the newspaper thought of a 
new promotional gimmick. That day it 
sent some 300 of its own employees and 
circulation staff out to hawk copies on the 
streets. Now by its own (unverifiable) esti- 


mates, the paper is exceeding its usual 


daily circulation in Shenzhen of 340,000 
copies by some 20,000—helped by any 
non fee-paying vendors who are willing to 
sell the paper furtively. 

Wars like this are likely to become more 
frequent. “It has got to the point that the so- 
cialist spirit among newspapers has gone,” 
says Joseph Chan, of the Chinese Univer- 
sity of Hong Kong. In the 1990s, most 
newspapers lost the huge government 
subsidies that used to keep them afloat. 
But there is big money to be made from ad- 
vertising revenue, much of which has 
gravitated towards the handful of newspa- 
pers that have built up a mass appeal. 

No one is immune from competition 
now. On May 1th Beijing Youth Daily 


started publishing a weekly English-lan- 


guage newspaper, Beijing Today, which it 
hopes will become daily eventually, pro- 
viding direct competition to the staid cen- 
tral government organ, China Daily. m 


Beginne rs on trial 






























































TAIPEI 
Taiwan’ snew government, one year on 


66 T)LISS was it in that dawn to be alive,” 
3 wrote William Wordsworth of the 
French revolution. In Taiwan, one year ago: 
on May 20th, a less tumultuous transfer of 
power produced similar sentiments, at 
least among many voters. Out went the 
Kuomintang (KMT), the party that had 
ruled Taiwan, until recent years often bru- 
tally, since the end of Japanese colonial- 
ism in 1945. In came the Democratic 
Progressive Party (ppp), a new bunch 
democratising idealists determined 
sweep corrupt politics into history. 

Not everyone was blissful about the 
per: Its presidential candidate, Chen Shui : 
bian, had won a three-cornered race tw 
months earlier only because the forces å 
rayed against him were, despite ideolog 
cal similarities, so deeply divided on a 
personal level that they split the vot 
against him. That six out of ten voters wer 
opposed to Mr Chen has been a handicap 
for his government since it took office 
year ago. The media, mostly controlled 
KMT supporters, have constantly deride 
the government's competence, and hav 
found a public only too eager to applaud 
their derision. 

Sometimes the criticism has been justi- 
fied. An attempt by the government to stop 
the construction of the island's fourth n 
clear power plant was botched. The di 
pute over the future of the plant provoke 
a constitutional showdown between the 
government and the legislature-whe 
the ppp is in a minority. The government 
then tried, with little effect, to whip up 
popular feeling against the plant. Its con- 
struction is now to go ahead. But the DPP 
has also been a victim. Though pro- KMT 
newspapers point out that the party has- 
broken many of its election promises, they _ 
do not often give the reason for its failure: 
that the kmT-dominated legislature keeps | 
a chokehold on the budget. As critics are © 
keen to point out, things are indeed 
gloomy in the economy: unemployment 
threatens to top 4% and growth to fall be-. 
low 5%, both for the first time in a genera- 
tion. But much of the downturn is a result | 
of the dramatic slowdown in the United 
States, Taiwan’s principal export market. 

One area where the government has 
done better than expected is in its policy 
towards China. The worry in the United 
States, Taiwan’s protector, was that the 
coming to power of what were seen as pro 
independence hot-heads might push a bel 
licose China into carrying out its threat to 
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> invade. But the ppp has behaved with cau- 
tion. A mark of its success is that tensions 
with China at present matter far less in the 
political debate than does the economy. 
The sagging economy could harm the 
DPP in the legislative elections due in De- 
cember. But the government may take 
comfort that for many Taiwanese the KMT 
holds little appeal either. During the past 
year the KMT has changed from a staunch 
supporter of Taiwan's sovereignty into a 
sly negotiator with China over the coun- 
try’s future. The KMT’s vice-chairman, Vin- 
cent Siew, visited Beijing and Shanghai 
last week. For most Taiwanese, who want 
China kept at arm’s length, that was not al- 
luring. And China's rejection of Mr Siew’s 
idea of a cross-strait common market has 
damaged any KMT claim that it is better 
than the ppp at negotiating with China. @ 


The Philippines’ elections 


Middle-class rage 


MANILA 
President Arroyo’s allies did well in this 
week’s voting 


ERYONE knew that Joseph Estrada’s 
impoverished supporters would vent 
their fury at the polls. They had been an- 
gry enough in January, when he was 
ousted from the presidency and replaced 
by his vice-president, Gloria Macapagal 
Arroyo. Their outrage grew in late April, 
when he was arrested on corruption 
charges. Just as thousands of Mr Estrada’s 
followers attacked Mrs Arroyo's palace on 
May 1st, millions of them voted as ex- 
pected for his Senate candidates on May 
14th. Yet, for all their efforts, it appeared by 
mid-week that Mrs Arroyo’s team had 
won through in the battle for the Senate, 
taking seven or eight of the 13 available 
seats. Middle-class Filipinos, it seems, had 
done some venting of their own. 





Voting Arroyo 


“I have never seen Tony so angry,” said 
a friend of one such voter. “Normally, he is 
Mr Cool.” Tony—he would rather not see 
his last name in print—is a company law- 
yer in a provincial city. He supports Mrs 
Arroyo's coalition, and managed the cam- 
paign of its candidate (the challenger) in 
his city’s race for mayor. The campaign ex- 
posed him to the ugly side of Philippine 
democracy. Two days before the elections, 
which were to fill not just 13 of the Senate’s 
24 seats but also thousands of local posts 
and the entire House of Representatives, 
he was bitterly recounting some of those 
lessons. His frustrations mirror those of 
Mrs Arroyo’s middle-class base. 

Before anyone went to the polls, Tony 
knew that the incumbent mayor would 
cheat, would win easily and would bolster 
Mr Estrada’s Senate candidates in the pro- 
cess. While trying to fight back, he learned 
how much local power bosses rely on 
poor, illiterate voters, often living in de- 
crepit squatter communities. Although 
their elected leaders systematically rob the 
country, those voters will happily return 
them to office every three years in ex- 
change for a bit of their money back. “I 
never saw it before, but I realise now that 
they want us to remain [a country of] 
squatters,” Tony says of the local bosses. 

Mrs Arroyo’s other supporters have 
echoed those sentiments. The class propa- 
ganda churned out by Mr Estrada’s loyal- 
ists, they say, overlooks the twisted 
relations between poor voters and fat-cat 
politicians who take their votes and do lit- 
tle with them—to the fury of middle-class 
voters, who see nothing being done to rein 
in corruption, tackle congestion, or pro- 
mote a sounder economy. 

Hence the polarised reaction to the 
May 1st riots. While Mr Estrada’s backers 
portrayed them as an expression of out- 
rage by the downtrodden, Mrs Arroyo’s ac- 
cused the opposition of using the poor as 
“cannon fodder”. Voters separated sharply 
along class lines, but only the very poor— 
the least informed, say their detractors— 
backed Mr Estrada, allowing Mrs Arroyo’s 
broader base to carry the day. 

A popular news broadcaster ran inde- 
pendently and took the top place in the na- 
tionwide Senate race. But it looked as 
though seven of the next eight places went 
to Mrs Arroyo's candidates. The four can- 
didates who opposed Mr Estrada in his im- 
peachment trial trounced the three who 
backed him. Only one of the three seemed 
likely to win a seat. 

Exit polls and early tallies suggest that 
Mrs Arroyo will win an eighth seat as well, 
giving her a13-to-11 majority in the Senate. 
But since Senate votes rarely split down 
party lines, that eighth seat is not crucial. 
Mrs Arroyo has done well enough in what 
had been billed as a referendum on her 
succession. Using that mandate for real re- 
forms will be much tougher. m 





America and North Korea 


Ready, steady, talk 


As America prepares to resume talks 
with North Korea, expect problems 


EXT week, when George Bush sets out 
more of his thinking about the future 
of America’s armed forces, Asia’s pro- 
blems are expected to loom large. A report 
published this week by RAND, a think- 
tank, and partly written by a man who is 
now one of Mr Bush's senior advisers, ar- 
gues that to help keep a “dynamic peace” 
in this fast-changing region, in future 
America will need to broaden its activities 
from north-east Asia, where its forces are 
concentrated in Japan and Korea, to deal 
with China-Taiwan tensions, instability in 
south-east Asia and hostilities between In- 
dia and Pakistan. Yet for now, says even 
this report, “overshadowing all else” from 
an American perspective is still the mili- 
tary confrontation on the Korean penin- 
sula. So will Mr Bush resume talks with 
North Korea on ways to end its destabilis- 
ing missile production? 
After talks last week with America’s 


deputy secretary of state, Richard Armit- 4 


age, South Korean officials are hoping for a 
resumption of their ministerial contacts 
with North Korea, possibly later this 
month. These were frozen by North Korea 
in March after Mr Bush told South Korea’s 
Kim Dae Jung that he did not trust the 
North’s leader, Kim Jong Il, and was in no 
hurry to resume negotiations with him. 
Earlier this month the northern Mr Kim 
nonetheless told a visiting delegation from 
the European Union that he would stick to 
his moratorium on missile tests until 2003, 
though sales would continue, since he 
needed the cash. Hoping to widen the dia- 
logue, the EU agreed this week to open dip- 
lomatic relations with North Korea. 

But it is America’s attention that North 
Korea craves. The results of the Bush ad- 
ministration’s review of North Korean pol- 
icy are expected to be announced later this 
month, or in early June, when the secre- 
tary of state, Colin Powell, visits the region. 
America has been pondering what it will 
take to monitor a deal that would reliably 
end the production and sales of North Ko- 
rea’s longer-range missiles. But will North 
Korea accept America’s verification rules? 

The North’s Mr Kim has made it plain 
that a lot—above all, his return visit to 
Seoul, the South Korean capital—rests on 
the outcome of America’s review. Family 
reunions that South Koreans set much 
store by are also in abeyance, and work 
has stopped on a new freight rail link 
across the “demilitarised zone”—actually 
the world’s most heavily armoured bor- »» 
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> der—between North and South Korea. 

Yet Mr Bush has also let it be known 
that he will expect “comprehensive reci- 
procity” in future from North Korea. So far, 
all the world has seen in return for its 
quantities of food aid for the North’s mal- 
nourished people has been stepped up 
military exercises near the border with 
South Korea. Mr Bush's officials would like 
to see a reduction in both the missile threat 


Asian economies 


The east is in the red 


SINGAPORE 


and the conventional military threat from 
North Korea. This sort of talk makes South 
Korean officials nervous, since they have 
tried before and failed, in the early 1990s, 
to pin North Korea down to practical confi- 
dence-building measures that might re- 
duce the military menace across the 
border—the North’s highest card in their 
inter-Korean diplomacy. When talks do re- 
sume, they will be tough. = 


East Asian leaders are worrying about anew economic downturn 


LIDING currencies, weak stockmarkets, 

soaring corporate defaults: it all bears 
an eerie resemblance to the nightmare of 
1997-98. After achieving economic growth 
of around 7% in both 1999 and 2000, the 
countries of developing East Asia are suf- 
fering a sharp slowdown. In Thailand, 
where the last crisis began, some analysts 
believe the economy may actually have 
shrunk in the first quarter of this year. Re- 
coveries in the other countries worst hit in 
1997-98—Indonesia, Malaysia, the Philip- 
pines and South Korea—are all also under 
threat. Policymakers and multilateral lend- 
ers insist another crisis is not looming. But 
this month’s announcement of a string of 
defensive “currency-swap” arrangements 
shows there are genuine concerns. 

In one respect, matters look much 
bleaker than they did in 1997. Then the re- 
gion—most of it, anyway—was seen as po- 
litically stable. Now, from Indonesia to the 
Philippines, it looks explosive. In other re- 
spects, there are some uncomfortable par- 
allels. As in 1996-97, exports from the 
region are sagging, and the yen is showing 
weakness against the dollar. 


l ona cite 
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Apart from America’s immediate 
neighbours, no part of the world is as vul- 
nerable as is East Asia to a downturn in de- 
mand in the world’s largest economy. In 
non-Japan Asia, exports account for as 
much as 37% of regional GDP. Worse, 
much of the region relies heavily on sales 
to America’s technology industry. The 
bursting of that bubble has thrown work- 
ers out of jobs in Asia as well as in Silicon 
Valley. Malaysia is the worst affected: 
some 80% of its exports to America are in- 
formation-technology (1T) products. 

Economists now worry that two factors 
may make the present troubles more than 
a cyclical slump. The first is evidence that 
American firms have heavily over-in- 
vested in IT, so even if the American 
downturn proves short-lived, rapid recov- 
ery may not be accompanied by a similar 
revival in iT spending. Second, many an- 
alysts now expect the policies of Junichiro 
Koizumi, Japan’s new prime minister, to 
lead to a period of continued yen weak- 
ness, despite Japan's big current-account 
surplus with America. As was seen in 1997, 
a weak yen puts competitive pressure on 
other Asian currencies to depreciate. Since 
many companies in the region still have 
debts denominated in dollars, that is dan- 
gerous to corporate health. 

Nevertheless, these are reasons to 
worry about long-term economic perfor- 
mance rather than about an imminent cri- 
sis. And, as the Asian Development Bank 
argued at its annual meetings last week, 
there are many reasons why the region is 
much less vulnerable to a sudden financial 
shock than it was in 1997. Of its currencies, 
only China's, Hong Kong's and Malaysia’s 
are now pegged to the dollar and, of those, 
only Malaysia gives immediate cause for 
concern, though China has said that the 
weak yen threatens its own currency. All 
five “crisis” countries now run current-ac- 
count surpluses. None is as dependent on 
short-term bank loans. 


Some economists even see room for op- 
timism. Manu Bhaskaran of sG, a French 
securities firm, in Singapore, argues that 
the present shake-out in America may ac- 
tually be good news for the region’s ex- 
porters. He sees a strong correlation 
between lay-offs by American companies 
and American imports of Asian electron- 
ics a few months earlier. Companies re- 
place people with machines, and 
machines need electronic components 
made in Asia, so “bad news for American 
workers is good news for Asia”. 

Others look to another quarter alto- 
gether for hope: China. It is customary to 
see China as something of a threat to the 
rest of the region, because of its success in 
hoovering up nearly four-fifths of the for- 
eign direct investment that comes there. 
But it also offers an opportunity. Itremains 
relatively cushioned from the impact of 
the stuttering of other parts of the global 
economy, and its expected accession to the 
World Trade Organisation should open 
more of its market to Asian exporters. 

But China remains too small an econ- 
omy to do much to fill the gap left by falling 
American demand. Nor can Japan, still 
wading in stagnant economic waters, or 
Europe take up the slack. Moreover, re- 
gional integration, which has seen intra- 
South-East Asian trade climb to about a 
fifth of the total, makes a regional export 
slump somewhat self-reinforcing. 

The region’s leaders may be wishing 
they had done more to build the founda- 
tions of stronger domestic demand during 
the years when the American economy 
was cruising and pulling the rest of the 
world along in its wake. In particular, they 
may rue not having undertaken a more 
thorough restructuring of indebted com- 
panies, and of the banks that had lent 
them money. The necessary reforms al- 
ways entailed painful short-term econ- 
omic, social and political costs. But if they 
were difficult when the global economy 
was humming, they are very much more 
difficult now thatitis wobbling. = 
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George Bush’s legacy is already being picked apart—but it’s in Texas, not 
Washington, that the unravelling is being attempted 


| SAT in [Governor George Bush's] of- 


fice and I said, ‘You're going off to 
Washington and getting elected and you're 
leaving me with all this mess.’ ” Paul Sa- 
dler,a Democrat in Texas’s House of Repre- 
sentatives, is talking about a particular 
issue, “social promotion”, the practice of 
automatically graduating pupils at the end 
of each school year, even if they have not 
achieved the required academic standard. 
But he could be speaking of much of Mr 
Bush's record in his home state. 

The Texas legislature meets only every 
two years, and this is the first time law- 
makers have had a chance to consider Mr 
Bush's legacy. With the 2001 session about 
to end on May 28th, they seem to be unrav- 
elling it with a vengeance. Consider: 

* On May 11th, Rick Perry, the new gover- 
nor, signed into law the “James Byrd Hate 
Crimes Act”, named after a black man 
chained to a truck and dragged to his 
death. The law specifies harsh punish- 
ments for crimes committed against par- 
ticular groups of people. Mr Bush opposed 


it as governor and on the campaign trail. 

- The state’s House of Representatives has 
passed a bill that would set a two-year mo- 
ratorium on new charter schools (privately 
managed public schools, a Bush favourite), 
and voted to postpone by a year Mr Bush's 
planned abolition of social promotion. 

- The legislature is working on several bills 
to moderate death-penalty laws. One 
would provide better legal defence for in- 
digents (a bill Mr Bush had earlier vetoed). 
Another would extend the use of life 
imprisonment. A third would stop the exe- 
cution of mentally retarded murderers. 

* Both houses have voted to streamline 
Medicaid, helping poor children to get it 
(another proposal Mr Bush had opposed). 
- The House has voted against the state’s 
practice of allowing 700 ageing factories to 
volunteer to cut their pollution (only one 
has done so, surprise, surprise). 

- A proposal has appeared to repeal a 
property-tax cut that Mr Bush pushed 
through in 1997. This is going nowhere, but 
the fact that it was even considered is a 
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guage of the broader implications of the 
Texas debate. 

For Democrats, there is an obvious les- 
son to be drawn from all this. If Mr Bush’s 
agenda of tax cuts, education reform and 
business-friendly deregulation has proved 
too much even in a conservative bastion 
such as Texas, surely his attempt to repro- 
duce those policies on a national scale is 
doomed? In fact, Mr Bush's Texan legacy is 
more complicated. In terms of specific pol- 
icy issues, the current rebellion says very 
little about his national agenda. But, in 
terms of fiscal shortsightedness, the mes- 
Sage is much more worrying. 

At most, the attempt to roll back the 
Bush legacy is a limited one. As Mr Perry 
points out, a lot of the bills will not be- 
come law. Both the attempt to keep social 
promotion for an extra year, and the mora- 
torium on charter schools, are being held 
up in the Senate by one of Mr Bush's fer- 
vent supporters, who has the power to kill 
them. Many of the criminal-justice provi- 
sions will get through, but probably not 
the environmental toughening. 

Moreover, even if the education bills 
were to become law, it is an open question 
whether they should be considered ideo- 
logical reversals. The reason for keeping 
social promotion for an extra year is not 
really to do with the underlying debate 
about whether abolition would penalise 
poor pupils. The school year when social 
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promotion is due to end, 2002-03, is also » 





> the year when new school tests (tied to a 
new curriculum) will be introduced. Sup- 
porters of a moratorium worry that teeth- 
ing problems with the tests may under- 
mine support for another Bush 
hobby-horse, accountability. 

Something similar is afoot with charter 
schools. The original bill was pushed 
through in a fit of enthusiasm, with very 
little supervision of the people setting 
them up (for which Mr Bush must share 
the blame). Although a few charter 
schools have been educationally out- 
standing, far more have been egregious 
organisational failures. Schools have 
closed in the middle of term for lack of 
cash. Examples of embezzlement and in- 
competent financial control abound. The 
Texas Education Agency says that almost a 
quarter of the 100-odd charter schools it 
has studied were inadequate. 

In asense, this example, and that of the 
death penalty, suggest, in Mr Sadler's 
words, that “it’s not about dismantling the 
Bush legacy. It’s just part of the natural pro- 
gression of government.” Texas was at the 
forefront of some of the experiments in lo- 
cal government in the 1990s, and it is un- 
surprising that it is in Texas that problems 
have cropped up early. As Bruce Bu- 
chanan, a professor at the University of 
Texas at Austin, points out, the state is 
changing fast. The huge influx of Latinos, 
largely from Mexico, as well as the grow- 
ing number of technology firms, has made 
Texas more urban than it used to be, and 
less unique in terms of its political culture. 

Normally, such gradual changes would 
make policy reversals gradual as well. The 
swiftness largely reflects two other 
changes. The first was the national spot- 
light beamed on Texas by the presidential 
campaign. Al Gore spent around $300,000 
advertising Texas’s failures to the rest of 
America. This had its impact back home. 
“We thought of ourselves as a mega-state,” 
says Mr Buchanan. “But Texas was embar- 
rassed to become the poster child of indus- 
trial pollution and a butt of criticism 
because of our system of criminal justice.” 

The other change was personal. The 
current legislative session is the first to take 
place since the departure of Mr Bush and 
the death of Bob Bullock, his Democratic 
lieutenant-governor. Mr Bullock was leg- 
endary for his strong-arm politics. Mr Bush 
had a public-approval rating in his latter 
years as governor of more than 80%. 
When the two men co-operated (and they 
co-operated a lot), they could exert a far 
greater hold over the political process than 
the indistinct and hapless Mr Perry. 

To the extent that the legislature is de- 
livering a rebuff to Mr Bush, it is reverting 
to a norm, having been absurdly generous 
in the 1999 session. As Scott Hochberg, a 
Democrat in the House, puts it, “Two years 
ago, when we sneezed, the question was 
did it help or hurt Bush. Now that pres- 


sure’s off.” The 1999 session saw the pas- 
sage of a tax cut and several new spending 
programmes (such as a pay rise for teach- 
ers) in an atmosphere in which lawmakers 
were doing their very best to help Mr Bush. 
Rosy fiscal forecasts, which everybody 
knew to be bogus, were also accepted with 
barely a murmur. (Washington politicians, 
of course, are behaving much more re- 
sponsibly with Mr Bush's current tax cut.) 


The Texas tax-cut massacre 

It is at this point that the main charge 
against Mr Bush emerges. He failed to pre- 
pare Texas for the long-term task of reform- 
ing state finances, and thus left the main 
items of state spending—education, health 
and welfare—in a bind. 

The most dramatic example is welfare. 
The largest single source of money for wel- 
fare payments is a block grant from the fed- 
eral government. In the name of flexibility, 
Mr Bush used abouta sixth of this grant as 
a windfall to pay for programmes only tan- 
gentially related to welfare, such as family 
planning and the protection of abused 
children. This also made it easier for Texas 
to afford the tax cut Mr Bush pushed 
through in 1997. 

Now, after five years of decline, welfare 
rolls are starting to rise again. Patrick Bre- 
sette, of an Austin-based think-tank called 
the Centre for Public Policy Priorities 
(cpPpP), says that the block grant is already 
failing to keep pace with the increase in 
welfare demands and will fall into deficit 
if the rolls rise further. The money cannot 
simply be reclaimed from child-care pro- 
grammes, where the relevant agency now 
depends on that federal grant for a third of 
its budget. And the tax cut has eroded the 
surplus in the general account. 

The problem stretches well beyond 








welfare. Demand for social services of all 
sorts is rising faster than revenues, partly 
because Texas has one of the highest pro- 
portions of school-age children in the Un- 
ited States. 

Since the state must by law run a bal- 
anced budget, the contrast between lag- 
ging revenues and rising spending cannot 
show up as a deficit. Instead, it produces 
fiscal chicanery to balance the books. In its 
1999-2001 budget, the state financed only 
23 of the 24 months of Medicaid and other 
social services. 

To keep programmes at current levels 
for the next two years, the cPPP reckons, 
would need $300m more than expected 
revenues (which themselves would be re- 
vised downwards if growth were flat). 
And that excludes several spending mea- 
sures that are hard to put off. These include 
increasing Medicaid payments (most such 
services have not seen a rise for ten years 
and some doctors are refusing to offer 
them); the provision of health insurance 
for teachers (a few get it now through their 
school districts, but not all); and a pay rise 
for state employees. Texas is at or near the 
bottom of state and local government 
spending per head. There is a limit to how 
much more it can be squeezed. 

The underlying problem is the lopsided 
structure of the tax system. Over half the 
state’s revenues come from a sales tax on 
goods, which has not kept pace with 
Texas’s shift to a service-based economy. 
The cppp’s budget expert, Dick Lavine, cal- 
culates that tax revenues as a share of per- 
sonal income have declined from over 
9.5% in1994 to about 8.7% this year, and are 
still falling (see chart). 

The school-finance system is particu- 
larly skewed. It depends on local property 
taxes. There is a cap on these taxes; 20% of 
school districts are at the limit, and most 
others are near it. But school enrolment is 
soaring. Mr Bush promised to increase the 
state’s share of education spending to 60%; ` 
instead it has fallen to 44%. 


Ammunition from Austin 
It may seem unfair to blame Mr Bush for 
the mess. Underfunding and financial chi- 
canery long pre-date his governorship. 
And, to his credit, he tried to solve the 
structural problem by proposing to shift 
some of the burden of revenue-raising 
from property taxes to business taxes. 
Alas, he failed to persuade his own party, 
which vetoed the plan in the state Senate. 
The real accusation is that Mr Bush's 
later campaigns for tax cuts fed an illusion 
of fiscal prosperity that Texas is only start- 
ing to wake up to. In their next few ses- 
sions, the lawmakers will almost certainly 
have to cut tax exemptions, widen the tax 
base where they can, and even consider, 
horror of horrors, an income tax. And a tax 
rise in Texas really would hurt Mr Bush, as 
much in Washington asin Austin. & 





The economy 


Another shot in 
the arm 


WASHINGTON, DC 
The Fed’s latest rate cut may not stop a 
weak economy growing sicklier still 


ii WAS no surprise, but striking nonethe- 
less. On May 15th the Federal Reserve cut 
America’s short-term interest rates by an- 
other half point, to 4%. In the five months 
since January the Fed has cut rates five 
times, a total of two-and-a-half percentage 
points, the most dramatic rate-cutting 
spree in years. 

The Fed cited the continuing fall in capi- 
tal spending as its prime concern. It also 
worried about the risks of slower growth 
abroad and the effect on consumption of 
earlier drops in share prices. Its statement 
contained the familiar phrase about the 
risks of “economic weakness in the fore- 
seeable future” that suggests more cuts can 
be expected. Clearly, the central bank has 
no intention of slowing its concerted cam- 
paign to stop the economy sliding into re- 
cession. Will it work? 

Wall Street appears to think so. This 
week the Dow Jones Industrial Average 
rose back above 11,000. The optimistic ar- 
gument is that the American consumer, in- 
spired by an aggressive Fed and by the 
imminent prospect of a tax rebate, will 
keep spending, while the current bout of 
retrenchment and cost-cutting that has 
dragged down American businesses runs 
its (beneficial) course. 

At first sight, this view seems plausible. 
In stark contrast to the gloom surrounding 
businesses—industrial production fell a 
further 0.3% in April—recent evidence sug- 
gests that Americans are still keen to get rid 
of their money. Retail sales rose by a sur- 
prisingly strong 0.8% in April. Consumer 
confidence, as measured by the University 
of Michigan’s index, rebounded in May. 
The construction industry remains strong. 

Looking ahead, the optimists point to 
further interest-rate cuts (perhaps another 
half point during the next few months) 
and a tax rebate. Wall Street is keeping a 
close eye on the passage of President 
Bush's tax cut, particularly the $100 billion 
worth of immediate relief the package 
now includes. In principle, putting $100 
billion (approximately 1% of GDP) in con- 
sumers’ pockets quickly could have an 
even quicker impact on consumer spend- 
ing than the Fed’s interest-rate cuts. 

So far, the Bush administration’s deter- 
mination to get tax cuts through quickly 
seems to be working. Congress passed a 
budget resolution—a non-binding overall 
plan of taxes and spending—which con- 
tained $1.35 trillion of tax cuts over 11 years 
including the $100 billion in immediate re- 


lief. On May 15th, the Senate’s Finance 
Committee approved the tax-cut plan; the 
goal is to get final legislation to Mr Bush be- 
fore the end of May. 

Nonetheless, many old Washington 
hands doubt that such a big tax package 
can pass a narrowly divided Congress 
quickly. Nor is it certain just what the 
short-term relief will look like. Many poli- 
ticians, especially in the House, remain op- 
posed to rebates. Equally important, it is 
not clear how much of an effect a one-off 
rebate will have on consumption, or how 
quickly that effect will come through. Ex- 
perience suggests that rebates are mostly 
saved rather than spent. 

What's more, consumption may be in 
trouble long before the end of the year. On 
closer inspection, consumer spending is 
already less robust than it appears: April's 
rise in retail sales was offset by sharp 
downward revisions in February and 
March. Take all three months together and 
consumer spending is flat. Meanwhile, 
rapidly rising petrol and electricity prices 
are hardly boosting consumers’ spirits. 


Off the job 

But the biggest potential cause for gloom is 
the labour market: a consumer’s ability to 
spend depends overwhelmingly on his 
having a job. April’s unemployment num- 
bers were shockingly weak. The jobless 
rate rose to 4.5% in April as employment in 
private industry outside agriculture fell by 
223,000. And full-time workers, rather 
than just temporary workers, are feeling 
the pain. 

History suggests that this is just the be- 
ginning. Averaged over three months, 
America’s unemployment rate has now 
risen 0.4 percentage points. According to 
economists at Goldman Sachs, any in- 
crease of more than a third of a percentage 
point on a three-month average has al- 
ways signalled a recession. 

Add these risks to consumption to the 


Apology - American justice and the FBI 


In our last issue (“A covenant with 
death”) we may have given the impression 
that the conduct of the Federal Bureau of 
Investigation in the prosecution of 
Timothy McVeigh had been exemplary; 
that the trial of the Oklahoma City bomber 
had followed the legal textbook to the 
letter (“none of the usual tales about 
drunk lawyers and uncalled witnesses”); 
and that, “barring a miracle”, he would be 
executed on May 16th. However, the FBI 
having suddenly discovered 3,000-odd 
pages of evidence that Mr McVeigh’s 
lawyers should have received before his 
trial, and his execution having thus been 
postponed to June 11th (at least), we now 
accept unreservedly that we should have 
always known the Bureau was bound to 
cock it up in the end. 
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continuingly dismal news on capital 
spending, and it suggests that the economy 
may still be far from beginning a recovery. 
That, in turn, implies that interest-rate cuts 
are far from over. But, looking ahead, the 
Fed may find its room for manoeuvre lim- 
ited by the spectre of inflation. 

Despite the weak economy, many mea- 
sures of inflation have been rising over the 
past months. And there have been signs 
that markets see more to come: the yield 
curve, which shows the difference be- 
tween short- and long-term rates, has been 
steepening. These fears abated somewhat 
when data released on May 16th showed 
that consumer prices had risen by only 
0.3% in April, and by only 0.2% once vola- 
tile food and energy costs are stripped out. 
That was less than forecasters had ex- 
pected, and long bond yields fell substan- 
tially on the news. 

The Fed is also unequivocal about the 
lack of inflationary pressure. In its first di- 
rect reference to inflation in months the 
central bank noted that “with pressures on 
labour and product markets easing, infla- 
tion is expected to remain contained.” The 
central bank is leaving no doubts as to 
where its priorities now lie. The risk, how- 
ever, is that later in the year it will face a 
more pointed dilemma. m 








Energy policy 


Not half bad 





Leaving aside nuclear power, how good is the new Bush energy strategy? 


66 AMERICA in the year 2001 faces the 

most serious energy shortage since 
the oil embargoes of the 1970s,” declares 
the grand new energy policy unveiled by 
George Bush this week. That is surely an 
exaggeration, but it is one with which 
many Americans probably sympathise. 
Thanks to forecasts of $3-a-gallon gasoline 
and more blackouts for California (and 
maybe even New York) in coming weeks, 
energy has shot up to the top of the list of 
voter concerns. Increasingly, this looks like 
being asummer of simmering discontent. 

Even before the May 17th release of the 
energy report, prepared in secret by a team 
headed by Vice-President Dick Cheney, 
the subject had gained near official status 
as “the first domestic policy crisis” of the 
Bush presidency (just as the tangle with 
China was the first foreign one). Energy is 
an awkward issue for Mr Bush. Both he 
and Mr Cheney made their fortunes in oil 
and retain tight links with the energy busi- 
ness. Even before the plan was unveiled, 
Democrats were tarring it as a giveaway to 
his “price gouging and market manipulat- 
ing” pals. As Dick Gephardt put it, “this is a 
plan mostly engineered for and by the en- 
ergy companies.” 

In the event, though, the plan that Mr 
Bush’s team has come up with is not as 
outrageous as all that. It is true that it does 
place the strongest emphasis on boosting 
the country’s supply of energy. Environ- 
mental groups have seized upon the re- 
port’s support for opening up some federal 
lands, including the Arctic National Wild- 
life Refuge, to oil and gas exploration. But 


that is neither a surprise, nor is it self-evi- 
dently evil. Given dramatic recent ad- 
vances in drilling technology, it is 
reasonable to argue for a case-by-case 
analysis for such exploration. 

Similarly, the report also calls for lifting 
output of coal, nuclear and other tradi- 
tional sources of electricity. But it does not 
specify very many or very large subsidies 
(such as underhand investment or produc- 
tion tax credits). It puts its trust instead in 
sleeker approval processes. That may be 
disingenuous-—it’s hard to see how nuclear 
plants in particular could be encouraged 
without subsidies. But it is not as generous 
to the energy industry as critics had feared. 

The new energy plan puts a great deal 
of effort into busting bottlenecks in Amer- 
ica’s energy infrastructure. These are sure 
to stir controversy—but they do address 
the root cause of today’s energy “crisis”. 
For example, the Environmental Protec- 
tion Agency is considering simplifying 
how it regulates the refining of gasoline. 
Greens fear lower standards, but the cur- 
rent system is an awful mess: dozens of lo- 
cal variations have created a balkanised 
refining market and make shortages al- 
most inevitable. Making it easier for the 
government to seize land for power lines 
may annoy western conservatives; but as 
California’s mess shows, America needs 
more lines. 

Until recently, Mr Cheney gave short 
shrift to energy conservation. But protests 
have forced something of a U-turn. A sur- 
prising number of the report’s 100-odd 
recommendations focus on energy effi- 


ciency or renewable energy—areas that 
critics were sure would be neglected. 

Around $5 billion of tax credits are be- 
ing extended to renewable sources such as 
the use of solar panels and wind power. 
The report also calls for a fresh $4 billion in 
tax breaks for consumers who buy super- 
efficient cars using either hybrid-electric or 
fuel-cell technology. And the task-force 
even dares to mention the notion (fought 
tooth and nail by the big car firms) of rais- 
ing fuel-efficiency standards for new vehi- 
cles, possibly even including gas-guzzling 
light trucks and sports-utility vehicles. 

Whether all this will help Mr Bush to 
solve his first domestic policy crisis is an- 
other matter. Democrats have already 
piled in to denounce the plan. Gray Davis, 
California’s beleaguered governor, mocks 
even the greener components of the plan 
as just a “death-bed conversion”. These 
charges are exaggerations, but that does 
not mean that they will not stick. 

More awkward for Mr Bush is the fact 
that his plan will do nothing whatsoever 
to prevent either blackouts in California or 
soaring gasoline prices this summer. That 
too is laudable. Only heavy-handed mar- 
ket intervention or populist pandering 
would provide such short-term relief. Mr 
Bush, by contrast, has loftily refused price 
caps on electricity prices or rollbacks on 
the federal gasoline tax, and presented in- 
stead an energy plan focused on longer- 
term issues. Which is praiseworthy—but 
will it play in Peoria when the air con- 
ditioning fails? = 


Medical marijuana 


Please let us 


SAN FRANCISCO 
No, says the Supreme Court 


Tt light is dim, the air pungent, but the 
cheerful patter of bingo numbers 
hardly suggests a den of iniquity. At the 
San Francisco Patients Resource Centre 
(sEPRC), near Haight-Ashbury, cannabis is 
still being dispensed, and people who find 
it relieves the pain of Arps or cancer, or the 
unpleasant side-effects of medicine, are 
still smoking it. Indeed, says Sister Rose- 
marie, a nun who is one of the centre’s 
three directors, business has been brisker 
than usual since the Supreme Court's deci- , 
sion, on May 14th, that “medical necessity” 
provides no exemption from the law's ban 
on the distribution of marijuana. 

The case on which the court ruled origi- 
nated across the Bay with the Oakland 
Cannabis Buyers’ Co-operative. Like the 
SFPRC, this is one of the “buyers’ clubs” set 
up in California after 1996, when the >» 





> state’s voters approved an initiative, Pro- 
position 215, permitting the medical use of 
marijuana. The federal government, com- 
mitted to “the war against drugs”, has al- 
ways taken a suspicious view of such 


~ herbal remedies. Three years ago the Jus- 


tice Department sought, and won, an in- 
junction to stop the co-operative and five 
other clubs in northern California dispens- 
ing the drug. The injunction was reversed 
on appeal by the circuit court in San Fran- 
cisco in 1999. Now the Supreme Court has 
unanimously overruled the circuit court. 

The decision leaves things distinctly 
hazy. The Supreme Court did not invali- 
date Proposition 215, so growing and 
smoking pot for medical use remains legal 
so far as state law goes. Indeed, three jus- 
tices wrote a separate opinion from the 

main one in which they underlined that 
Y the court had not addressed the legality of 
medical use by individuals. But the Su- 
preme Court's ruling leaves no clear legal 
means of supplying cannabis systemati- 
cally to people who need it. 


Keep off our grass 

Local opinion remains on the side of the 
buyers’ clubs. The Oakland co-operative 
was set up with the endorsement of the 
city government and police, and almost 
three-quarters of Oakland’s voters sup- 


# ported Proposition 215. A jury in the city 


would be unlikely to penalise either smok- 
ers with a medical need or anyone who 
supplied them. Last month a jury in So- 
noma County, north of the Bay, acquitted 
a man who offered medical necessity as 
his defence against a charge of growing 
850 cannabis plants (worth remembering 
that, though it might not work so well in, 
say, Utah). 

The court's ruling has thrown the fu- 
ture of medical marijuana back into the 
political arena, where public opinion also 
matters. The court said that the law does 
not permit mass distribution of the drug 
for medical reasons. This leaves open the 
possibility that Congress could change the 
law to provide such an exemption. That 
may seem a faint hope—John Ashcroft, the 
new attorney-general, has expressed the 
Bush administration’s approval of the rul- 
ing—but acceptance of medical marijuana 
is spreading. Eight other states have passed 
laws similar to California’s since 1996. 

Most of these states are in the west, and 
unlike California some of them are 
strongly Republican. The struggle between 
state and federal law will sharpen if Ne- 
` vada and Maine pass proposed laws to 
have the states themselves set up distribu- 
tion systems for medical marijuana, rather 
than leaving it to private clubs. 

The smokers in the sFprc already live 
day by day. They will keep coming, they 
say, so long as the club is open. The club 
will remain open, says Sister Rosemarie, 
so long as they continue to suffer. m 


Alaska and the cruise ships 


The things they leave behind 


SEATTLE 


Black water, did you say? 


LASKA has only 630,000 people. But 
each spring it adds a floating city of 
50,000 people, more than the population 
of any of its towns bar Anchorage. These 
are cruise-ship tourists, who get on board 
in Vancouver and Seattle and then spend a 
week, or sometimes two, gazing in wonder 
at Alaska’s fjords, forests and glaciers. 

The tourists, who total more than 
600,000 by the end of the season in Sep- 
tember, are an economic godsend for 
Alaska’s coastal towns, many of which 
have been hard-hit by the decline of the 
logging business. They spend $90m a year 
in the city of Juneau alone. But they also 
leave behind a lot of waste, most of which 
gets tipped overboard. 

Tests conducted last summer on cruise 
ships in Alaskan waters showed alarming 
levels of fecal coliform, a bacterium found 
in human waste, in both treated sewage 
(known as black water) and untreated 
“grey water” from showers, dishwashers 
and laundries. Only one in 80 black-water 
samples met federal standards. Some grey- 
water samples contained 50,000 times 
more fecal coliform than the accepted stan- 
dard. “It looked as bad as raw sewage,” 
sniffs Michele Brown, the state’s environ- 
mental conservation commissioner. 

Tony Knowles, Alaska’s governor, is 
backing a bill that would give the state the 
same regulatory powers over cruise ships 
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Look out for the coliform 


that it has over supposedly dirtier indus- 
tries such as oil. The bill would set strict 
standards and then give state inspectors 
summary powers to board the ships to 
take samples. The cruise industry would 
rather police itself and stick to the existing 
laws. These are, basically, international 
maritime standards and some federal 
rules. Over the past three years the likes of 
Holland America Line and Royal Carib- 
bean have paid fines totalling $10m for 
polluting Alaskan waters. The cruise in- 
dustry has hired four of the state's five 
highest-paid lobbyists to make its point. 

They are earning their keep. First, atten- 
tion was distracted by a much milder Re- 
publican bill, which Mr Knowles (a 
Democrat) complained was a “licence to 
pollute”. In April, this rival measure had to 
be withdrawn after it emerged that one of 
its sponsors was married to somebody 
who worked for a cruise-ship lobbyist. 
Then a Republican state senator managed 
to bottle up Mr Knowles’s bill until the leg- 
islative session ended on May 8th. 

Now a furious Mr Knowles has called a 
special session of the legislature, due to be- 
gin on June 7th, solely to get his bill passed. 
The Republicans control both houses. On 
the other hand, Mr Knowles is a popular 
governor, and two things may work in his 
favour. 

The first is that Alaskans seem increas- 
ingly picky about their shipborne guests. 
Even in the coastal towns, the tourism in- 
dustry—with its noisy helicopter tours and 
brash T-shirt shops—arouses mixed feel- 
ings. In 1999, voters in Juneau approved a 
$5-per-passenger tax on cruise ships; there 
may be a statewide ballot for a $50-a-pas- 
senger tax later this year. 

The second is that the cruise ships’ 
counter-threat-that they won't come 
where they are not wanted—looks like 
pure bluster. The Alaskan cruise industry, 
which has trebled in size in the past de- 
cade, now accounts for $1 billion of the in- 
dustry’s $9 billion global revenue. And the 
shipping lines are already installing equip- 
ment to clean up their discharges better. 

Indeed, whatever happens to Mr 
Knowles’s bill, the cruise ships are now be- 
ing brought to heel. Officials in California, 
Washington, Florida and parts of the Ca- 
ribbean are also thinking about introduc- 
ing tougher rules—and taking a second 
look at just what, apart from retired Ne- 
braskans, comes out of those gleaming 
white liners. @ 
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Lexington God and man in Washington 


George Bush is redefining the religious right 
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E DON'T yet know whether George Bush will succeed in 

creating a more right-wing administration than Ronald 
Reagan’s, although he is clearly trying his hardest. But he is cer- 
tainly creating a more religious one. Mr Reagan, an easy-going 
divorcee, supported the church like a buttress, from the outside. 
Mr Bush, a born-again Methodist, is more a pillar in the nave. 

The president claims that Jesus Christ is his favourite political 
philosopher. John Ashcroft, his attorney-general, has daily bible- 
study classes in his office. “Faith-based organisations” are Mr 
Bush's weapons in the war on poverty; conservative lawyers 
(usually faith-based ones) are his sergeants in the war against 
“politicised” courts. The president's recent list of nominees to 
the federal judiciary includes several heroes of the religious 
right, most notably Michael McConnell. 

So is the religious right seizing the reins of government? 
There is no shortage of leftist groups that will tell you so, and in 
the direst possible terms. In fact, Mr Bush’s religious politicking 
is both more subtle and more ambitious than his critics think. 

Begin with the fact, little noticed by the left, that much of the 
old religious right is in a state of collapse. Jerry Falwell’s Moral 
Majority, which helped Mr Reagan to win the 1980 election, is 
defunct. Membership of the Christian Coalition, which pro- 
vided the foot-soldiers for the Gingrich revolution in 1994, is 
plummeting, its finances are chaotic, and its leader, Pat Robert- 
son, is under fire for appearing to condone China’s policy of 
enforced abortions. Evangelicals are splintering into myriad in- 
terest groups, from home-schoolers to abortion opponents. 

Moreover, many of the old-style religious rightists have been 
less than enthusiastic about Mr Bush’s faith-based programmes. 
Mr Falwell harbours “deep concerns” that government strings 
will come with government subsidies. Richard Land, a leading 
figure in the Southern Baptist Convention, has “grave reserva- 
tions” about the idea. Marvin Olasky, one of the architects of 
compassionate conservatism, fears that organisations which fo- 
cus on “conversion” will be short-changed. 

None of this seems to worry Mr Bush very much. This is 
partly because the old Christian right has nowhere else to go. 
Southern evangelical Protestants are not going to vote fora 
Democrat, whether Mr Falwell huffs and puffs or not. More in- 
terestingly, Mr Bush is also trying to broaden the definition of 


the religious right from that southern white Protestant base into 
something rather more ecumenical. 

The people he is chiefly aiming at are Roman Catholics, the 
biggest single religious group in the country and the most ripe 
for picking. Mr Bush easily won a majority of religiously active 
Catholics in last year’s election, the best showing by a Republi- 
can presidential candidate since 1984. Now he wants more. On 
Sunday, continuing a string of visits to prominent Catholic insti- 
tutions, Mr Bush is speaking at Notre Dame University in 
Indiana. The White House has a weekly conference call with an 
informal group of Catholic advisers, and the Republican Na- 
tional Committee has revived a Catholic task-force. The head of 
the office of faith-based initiatives is a Roman Catholic, John Dil- 
ulio. Mr Bush tries to include fashionable Catholic phrases, such 
as “the culture of life”, in his speeches. And, in Catholic circles at 
least, he plays down his party’s anti-government stance: Catho- 
lic voters are much more enthusiastic about government 
activism than are southern evangelicals. 

Mr Bush is also reaching out beyond Christians to other 
“people of faith”. He invited a Muslim imam to the launching of 
his faith-based initiative. He has appointed someone to work on 
“Arab-Muslim outreach”, and now routinely adds the word 
“mosques” to his lists of religious institutions. He has resisted 
demands from Christian conservatives to make Muslim orga- 
nisations ineligible for government grants. And he increasingly 
expresses his personal professions of faith in the generalised 
sort of language that is calculated to please everybody. 


Those hard-to-catch people of faith 

Does this all add up to sound politics? The data from last year’s 
election show that “value-based issues” helped the Republicans. 
And Mr Bush’s best chance of winning big industrial states such 
as Pennsylvania and Michigan, which he narrowly lost last year, 
probably lies in seducing blue-collar Catholics. But two things 
ought to give him pause for thought. 

The first is that last year’s election was something of a post- 
Lewinsky freak: the chances of the next election being a referen- 
dum on morality are small. The second is that religion is a much 
more difficult weapon to wield than Mr Bush imagines. 

Many religious groups remain firmly wedded to the Demo- 
cratic Party. Last year, 96% of black Protestant voters and 
three-quarters of Hispanic Catholic voters chose Al Gore. And 
the Democrats are getting better at playing the politics of reli- 
gion: look at Mr Gore’s decision to choose Joe Lieberman as his 
running-mate, and Bill Clinton’s ability to engineer huge turn- 
outs from black churches. More generally, people of faith have 
always had as much reason to dislike each other as they do peo- 
ple of no faith. And now Mr Bush has obligingly provided them 
with another reason: his faith-based initiative has set different 
religious groups squabbling about which of them are really 
qualified to call themselves religions. 

When it comes to the polling booth, Mr Bush’s dream of 
bringing all “people of faith” into a religious coalition may be as 
naive as the Democrats’ dream of bringing all “people of colour” 
into a rainbow coalition. When he tried for the presidency in 
1988, Jesse Jackson was moving through a crowd, urging people 
to vote for him. “I can’t,” replied one man, “I’m a Republican.” 
Mr Jackson stopped, put both hands on top of the man’s head, 
looked up to heaven and said, “Heal”. Mr Bush’s tactics may be a 
little more worldly, but converts are not guaranteed. = 
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Slowing economy, quickening politics 


MEXICO CITY 


Vicente Fox is still popular, but problems—and sources of discontent—are growing 


AY has not been easy for Vicente Fox. 

At Labour Day celebrations on May 
ist, Mexico’s president suffered his first 
public jeering in five months in office, from 
crowds angry at his plan to levy value- 
added tax (VAT) on food and medicines. 
That same day, he caved in to opposition 
pressure and removed four businessmen 
he had appointed in February to the board 
of Pemex, the creaking state oil monopoly. 
This week brought new figures showing 
that the economy had slowed more 
sharply than previously thought. Already 
the slowdown, along with lower oil reve- 
nues, has obliged the government to an- 
nounce budget cuts. All this coincides with 
the start of wage negotiations with the 
teachers’ union, an annual ordeal that has 
regularly brought strikes from Latin Amer- 
ica’s largest trade union. 

The slowing economy and the row 
over the proposed tax reform have made 
the first dents in the popularity that Mr Fox 
has enjoyed since his election victory last 
year ended seven decades of rule by the 
Institutional Revolutionary Party (PRI). 
After five months in office, the president's 
approval rating has slipped to 65% from 
over 70%, according to a recent poll. 

With nine-tenths of its exports going to 
the United States, Mexico is feeling the 
slowdown across the border, just as it had 
previously benefited from America’s 
boom. In the first three months of this 
year, GDP grew by only 1.9% compared 
with the same period last year (see chart). 


Manufacturing and agriculture shrank. 
Particularly hard-hit are car makers and 
maquiladoras, the manufacturing plants 
concentrated on the northern border that 
make goods from imported materials for 
re-export. Of the 144,000 formal-sector 
jobs lost so far this year, two-thirds were in 
maquiladoras. As fears of unemployment 
rise, consumers are growing cautious. The 
government has slashed its forecast for 
GDP growth this year from 4.5% to 2.5-3%. 
Some independent economists say 2%. 
Exporters’ woes have been aggravated 
by the strength of the peso, which this 
week hit its highest level since mid-1998. 
Paradoxically, that is tribute to Mexico's 
new-found economic stability: it has been 
a haven for short-term capital fleeing pro- 
blems in Argentina and Brazil. But inves- 


i Skidding to a halt 
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tors are becoming uneasy at the delay in 
Mr Fox’s tax-reform plans. “It is Mexico’s 
biggest structural flaw,” says Victor Her- 
rera, of Standard & Poor's, a credit-rating 
agency. At13.8% last year, Mexico's tax rev- 
enues as a proportion of GDP were the sec- 
ond-lowest among the 85 countries 
evaluated by s&p, behind even India’s. 

Mr Fox's reform is intended to increase 
that figure by two percentage points. Its 
passage without the varT changes would 
not be enough, say officials, but their ap- 
proval looks doubtful. Not only does the 
opposition object, but so, too, do many 
congressmen from Mr Fox's own National 
Action Party. The parties are trying to reach 
consensus on the tax bills, and are talking 
of holding an extraordinary session of 
Congress in June to discuss them. But the 
measures may have to wait until Congress 
resumes normal business in September. 

Delay might be expensive, for two rea- 
sons. First, S&P has made tax reform a con- 
dition for awarding investment-grade 
status to Mexico's bonds, which in turn 
would lower borrowing costs for compa- 
nies and the government. Second, Mr Fox 
needs the tax rises to pay for his other 
plans, such as increased spending on edu- 
cation, social services and infrastructure, 
as well as to revamp Pemex and reduce the 
government’s dependence on ever-uncer- 
tain oil income. 

Mexicans await such schemes to find 
out whether or not their president will 
bring the “change” he has so often prom- 
ised. So far his government's scorecard is 
mixed. It has been good at responding to 
events, less so at innovating or at dealing 
with Congress, where it lacks a majority. 

Mr Fox won plaudits for tactfully defus- 
ing disputes with pri diehards over state 
elections in Tabasco and Yucatan. In Yuca- 
tan, an election for state governor looks 
likely to go ahead calmly on May 27th, de- 
spite an earlier attempt by the incumbent 
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governor to defy the law and install a bi- 
ased electoral council. The president also 
dealt well with a march two months ago 
by the Zapatist rebels from Chiapas state. 
He managed to look as if he fully sup- 
ported their demands for an indigenous- 
rights bill, and let Congress take the blame 
for watering down the bill. Foreign rela- 
tions, at least with Mexico's main part- 
ners—in the Americas and Europe—are 
warmer and more active. Even the teach- 
ers, though calling as usual for huge pay 
rises, are being less belligerent. 

But the big tasks for Mr Fox are to build 
a solid governing coalition in Congress, 
rather than rely on his popularity with 
Mexicans at large, and to turn marketing 
slogans into far-reaching reforms of the 
country’s institutions. Without more tax 
revenue, the government risks being con- 
fined to doing little more than keeping it- 
self ticking over, especially as Mr Fox has 
promised to devolve more power and 
money to the states. The Pemex fiasco is a 
big setback. Nationalist politicians still 
block any private stake in the oil company. 
If itis not to become an even heavier brake 
on Mexico’s development, Pemex needs 
tough and business-minded operators to 
tackle its corrupt bureaucracy and moder- 
nise it. Wars on corruption and drug-traf- 
ficking have been launched with great 
show but, so far, few results. 

Change was never going to come over- 
night and most Mexicans still give Mr Fox 
the benefit of the doubt. But, some day, 
they will start expecting more of him. m 


Brazil and AIDS drugs 
A cure for high 
prices 


BRASILIA 
The United States and the drug firms 
have been worsted over patents 


OSE SERRA, Brazil's health minister, this 
week took his battle against the United 
States and multinational drug firms over 
phamaceutical patents to the World 
Health Organisation's annual assembly in 
Geneva. At the assembly, which runs until 
May 22nd, Mr Serra was due to propose a 
vote condemning the use of trade agree- 
ments to obstruct poor countries’ access to 
cheap medicines. This is aimed at the Un- 
ited States, which in January, at the multi- 
nationals’ urging, complained to the 
World Trade Organisation (wTo) about 
Brazil’s patent law. Brazil claims that the in- 
volvement of the wro threatens the 
country’s widely praised programme for 
the prevention and treatment of AIDS. 
Last month Brazil won a similar vote at 
the UN Human Rights Commission. The 
United States was the only country of the 
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53 represented not to support a motion 
urging governments to refrain from mea- 
sures that would limit universal access to 
AIDS drugs. A month earlier, Merck, an 
American company, had agreed to cut 
sharply the price it charges Brazil for efa- 
virenz, an AIDS treatment, after Mr Serra 
had threatened to break its patent. He is 
making a similar threat against Roche, a 
Swiss company, over another drug, nelfi- 
navir. Roche has agreed to talk. 

Brazil’s AIDS programme, which has 
helped to curb the mortality rate from the 
illness (see chart), includes free treatment 
with a cocktail of 12 drugs. The govern- 
ment says importing the two patented pro- 
ducts cost 39% of the $303m that it spent on 
AIDS drugs last year. The other ten, which 
are not patented in Brazil, are made locally 
and cheaply. Merck backed down when a 
Brazilian government laboratory showed 
it could make efavirenz cheaply, and thus 
that Mr Serra’s threat was no bluff. The lab 
is now busy copying nelfinavir. 

Brazil’s victories have been reinforced 
by the withdrawal last month of a court 
case in South Africa by 39 firms against a 
law allowing its government to ignore pat- 
ents and to buy Arps drugs from cheap, 
unlicensed sources. Both countries have 
won support from international poverty- 
relief agencies for their stance. “World 
opinion is on our side,” says Mr Serra. 

But American officials argue that Brazil 
is confusing the issue by claiming that the 
row is about Arps drugs. The Americans 
accept that WTO rules let Brazil break pat- 
ents if it faces a health emergency. What 
they dispute is a clause in Brazil’s patent 
law that lets it break a patent if the owner 
fails to make the product there. They fear 
that this will be copied by other develop- 
ing countries and will be used to break pat- 
ents on many other products. 

Brazilian officials admit, privately, that 
their campaign has broader motives. They 
yielded to American pressure and intro- 
duced patent protection in 1997, eight 
years earlier than they were obliged to un- 
der wTO rules. They are angry that the 
United States is now showing “ingrati- 


tude” by quibbling over a clause in Brazil's 
law that it has never even threatened to 
use. They are also furious at foreign drug 
firms, for not offering cheap “generic” ver- 
sions of drugs—for all sorts of ailments— 
whose patents have expired, even though 
they do this elsewhere. They also say that 
the companies broke a promise to invest 
heavily in Brazil once the patent law was 
passed. The drug firms insist that they 
have invested $1.7 billion since 1996. 
Whatever the rights and wrongs of the 
case, the victor so far has been Mr Serra. 
That does no harm to his quest to be a 
presidential candidate in an election next 
year. He can present himself as the man 
who faced down ruthless multinationals 
and a bullying Uncle Sam to bring cheap 
medicines to the sick and the poor. m 


Venezuelan politics 
Chavez signals to 
the left 


CARACAS 


The president is launching a new party 


UGO CHAVEZ flew off last week on a 

jaunt to six Asian countries and Rus- 
sia, leaving Venezuelans perplexed as to 
the future direction of their president's 
“Bolivarian revolution”. So far that revolu- 
tion, named after South America’s inde- 
pendence hero, has stayed just about 
within democratic confines. But it has not 
brought much change for the better to Ven- 
ezuelans. And Mr Chavez's frustration 
seems to be growing. 

Earlier this month, the president, a for- 
mer army officer, announced plans to re- 
launch the Revolutionary Bolivarian 
Movement (MBR), a conspiratorial mili- 
tary-civilian outfit that was behind an at- 
tempted coup he led in 1992. The MBR 
faded from view after Mr Chavez was con- 
verted to electoral politics. His political ve- 
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> last year was the Fifth Republic Movement 
(MvR), a much broader organisation. 

The new MBR, Mr Chavez suggested, 
would be a sort of umbrella alliance, “a 
movement of movements”. But he invited 
two veteran radical left-wingers to join 
him in heading it. One is Pablo Medina, 
who leads a small, leftist party which quit 
a pro-Chavez alliance last year. 

In the same speech, Mr Chavez said an- 
grily that he had “had it up to here” with 
corruption and was contemplating “ex- 
traordinary measures” to deal with it. A 
presidential adviser then revealed that he 
had been asked to study the declaration of 
a state of emergency, granting the presi- 
dent power to rule by decree. Since Vene- 
zuela’s new constitution already concen- 
trates power in the president, who has a 
huge majority in the legislature, that threat 
alarms the weak opposition. 

Mr Chavez seems to feel frustrated by 
the poor quality of the Mvr’s leaders, and 
to feel betrayed by growing evidence of 
graft in his government, especially in Plan 
Bolivar, a social programme run by the 
army. Critics predicted as much, given Mr 


Cuba's debt 


Chavez's undermining of Venezuela’s in- 
stitutional checks and balances by, for ex- 
ample, picking allies for the Supreme 
Court and the job of public prosecutor. 

The president’s speech went down 
badly with the moderate party in his alli- 
ance, the centre-left Movement to Social- 
ism (MAS). It should choose whether it 
was for or against the “revolution”, Mr 
Chavez replied. He said he would call ona 
previously unknown Political Command 
of the Revolution to determine the future 
of the alliance with the MAs. This turned 
out to be a reference to the clique charged 
with renovating the MBR. 

It is Mr Chavez’s habit to alternate in- 
cendiary talk with conciliatory gestures. 
For all its political changes, his “revolu- 
tion” has done little to interfere with the 
market economy—though nothing to pro- 
mote it either. Before setting off, the presi- 
dent denied that he was planning to 
impose exchange controls, and claimed 
that the row over a state of emergency had 
been stirred up by the media. But swaying 
from side to side is not the best way to 
move forward. @ 


Slippery, shapeless and slow to 


be repaid 


HAVANA 


Fidel Castro’s government wants a special deal from its creditors 


O THE casual visitor, Cuba's capital 

looks like a city on the up and up. New 
hotels are being built, foreign tourists 
spend their dollars and crumbling colo- 
nial buildings in old Havana are being re- 
stored. Not only has Fidel Castro's 
communist regime survived countless 
forecasts of its demise, but Cuba’s econ- 
omy, after years of hardship following the 
collapse of the Soviet Union, is growing 
again at a steady annual rate of around 5%. 

That growth owes much to foreign in- 
vestment, as well as to remittances from 
Cubans in the United States. But a lack of 
foreign financing—only partly caused by 
the United States’ trade and investment 
embargo against the island—still holds 
Cuba back. 

Boosted by receipts from tourism, 
which contributed around $2 billion, 
Cuba’s total exports of goods and services 


were about $4.8 billion last year. But partly * 


because of higher oil prices, imports of 
goods and services climbed, too, to $5.8 bil- 
lion. The result: a current-account deficit of 
$639m, or 2.7% of GDP according to an esti- 
mate by the Economist Intelligence Unit, a 
sister company of The Economist. 

That has increased Cuban eagerness to 
reach a deal on its foreign debt. Officially, 


this stands at close to $12 billion—roughly 
where it was in 1986 when the govern- 
ment defaulted on debt payments and sus- 
pended negotiations with creditors. But 
this figure is misleading. It excludes not 
just Cuba’s debt with Russia, but also that 
with China, Vietnam and the Czech Re- 
public, as well as more recent loans, such 
as $13m from South Africa for diesel en- 
gines bought in 1997 and $20m to Chile for 
mackerel imports. 

At the end of April, Cuba held much- 


Making the most of twilight in Havana 


postponed talks with a dozen members of 
the Paris Club of creditors. Many of them 
have already reached agreements about 
Cuba’s short-term debt. The talks are 
about $3.5 billion of medium- and long- 
term debt. But Cuban officials refuse to di- 
vulge details. Only reluctantly have they 
admitted that the talks took place at all. 

That secrecy is one of the obstacles to a 
deal. Cuba refuses to supply economic in- 
formation—for example, about its interna- 
tional reserves—to its creditors. Another 
complication is Cuba's debt to the former 
Soviet Union. Russia, which is now a 
member of the Paris Club, says the island 
owes it 20 billion convertible roubles 
($690m at today’s exchange rate, but $11.8 
billion in December 1991). But Cuban offi- 
cials dispute this: they say the country 
they borrowed from no longer exists, and 
that any debt should be offset against dam- 
age to the island’s economy caused by Rus- 
sia’s failure to honour Soviet export 
contracts to Cuba. 

A third problem concerns Cuba’s re- 
fusal to accept any conditions in return for 
debt relief. Although Cuba belongs to the 
World Trade Organisation, it is not amem- 
ber of any international lending body, 
such as the mF or World Bank. Though the 
government has stuck rigidly to its own 
target for the fiscal deficit (of less than 3% 


of GDP), Mr Castro refuses to contemplate 4 


any plan that would result in social-spend- 
ing cuts in a country proud of its education 
and health systems. 

Cuba also wants to pick and choose 
which countries it pays back. France, Italy 
and South Africa have recently cut off fur- 
ther credit to Cuba, in a bid to claw back 
some of what they are owed. Japan and 
Germany are receiving payments. 

Because of the lack of guarantees that 
loans will be repaid, those willing to lend 
to Cuba demand high interest rates. But 
some sort of deal may eventually be cut. 
Despite all the difficulties, some foreigners ¢ 
remain interested in gaining a toehold ina 
market from which American rivals are 
banned, and which is likely to open up 
once Mr Castro is gone. W 











Israel's army 


A new, perhaps dangerous, freedom 


JERUSALEM 


Ariel Sharon has given Israel’s army its head to take crucial fighting decisions 


RIGGER-HAPPY troops set loose? 

Questions about the response of Israeli 
soldiers facing Palestinian demonstrators 
are being asked, and not just by Palestin- 
ians. But suspicions about individual be- 
haviour are less relevant than the clear fact 
that the army, given its head by Ariel 
Sharon, has made a deliberate decision to 
take the fight to the Palestinians, even at 
the risk of escalation and of deepening Is- 
rael’s international problems. 

Palestinian-Israeli bloodletting can be 
savage, on both sides. But one incident, 
among several horrifying ones, is reveal- 
ing of the army’s new attitude and tactics. 
This was the killing on May 14th of five ju- 
nior Palestinian police guards at a quiet 
checkpoint on the outskirts of Bituniya, a 
village that lies on the edge of Palestinian- 
controlled Ramallah. Two of the police- 
men were on guard duty. Four others were 
inside their makeshift hut, either asleep or 
preparing a simple meal. Israeli forces 
briefly raked the area with machinegun 
and sniper fire. Five of the guards died in- 
stantly, and the sixth was taken to hospital 
in shock. 

The precise circumstances are still 
murky. The Israeli army’s first account said 
that the unit saw some mysterious figures 
“who were where they should not have 
been” and opened fire. Later, a govern- 
ment official conceded that the unit had 
been on a deliberate mission seeking out 
what the army believed was a squad from 


“Force 17”, the Palestinian presidential 
guard, which the Israelis claim had been 
using the checkpoint as cover from which 
to fire on nearby Israeli positions. “We're 
increasingly having to operate in whatisin 
effect an open battlefield situation, and in 
hostile zones any unidentified figures are 
automatically treated as foe with no ques- 
tions asked,” explained the official. 

Then, on May 15th, Lieut-General Shaul 
Mofaz, Israel's army chief, taciturnly told a 
Knesset committee that “the results of the 
operation were not as intended”. There 
will be a further army inquiry but, at least 
at this stage, General Mofaz offered no 
apology. “When the gloves come off, it 
seems that the hands become dirty very 
quickly,” observed Chemi Shalev, a well- 
informed columnist, in Maariv. 

The Israeli army, it seems, has blurred 
its previous distinctions between defence 
and attack as it redefines the conflict, seek- 
ing to wrest the initiative, and to pre-empt 
Palestinian tactics. This ties in with the ad- 
mission by Israel’s defence minister, Bin- 
yamin Ben-Eliezer, two weeks ago that he 
had given field commanders (even junior 
commanders) blanket approval in princi- 
ple to carry out incursions into areas in the 
West Bank and Gaza that are fully under 
Palestinian control. They no longer need to 
seek government approval for such viola- 
tions of Palestinian territory, said Mr Ben- 
Eliezer, provided that there was an ime- 
diate security need for offensive action. 


The Economist May 19th 2001 
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Military sources confirm that the army 
has eased some of its stringent regulations. 
It is also, like many other armies at a time 
of war, becoming increasingly economical 
with the truth. A couple of blatant lies 
were picked up by the international press 
on May 15th, the date when Palestinians 
mourn their displacement by Israel's cre- 
ation 53 years ago. It was a cruel day: four 
Palestinians were killed, and one Israeli 
woman, when her car was ambushed in 
revenge, said a Palestinian organisation, 
for the death of the five policemen. But 
bulletins put out by the Israeli army’s press 
office during the day could be seen by jour- 
nalists to be totally at odds with what was 
happening on the ground. 

Some Israelis are alarmed by the 
army’s new freedoms, seeing them as a 
recipe for coming disaster. They point out 
that an Israeli unit, pushing its way vio- 
lently into a Palestinian city or town, could 
become embroiled in a tight military situa- 
tion. Or that the results of such an opera- 
tion could escalate out of control beyond 
anything the military commanders might 
have imagined. 

Others worry about the lack of 
accountability. In the previous intifada in 
the late 1980s and early 1990s any deviant 
actions by Israeli troops generally led to 
the soldiers being called to account. But 
there has been precious little of that during 
the past seven months. 

There is also little public debate about 
operations that might once have been 
damned by many Israelis as excessive or 
errant. This in turn is seen as a product of 
the prevailing cast of mind: having deter- 
mined that the Palestinians were solely 
responsible for the failure of the peace pro- 
cess, Israelis hold them responsible for the 
ensuing conflict. This remains the consen- 
sus. Even so, bubbles of doubt are being ex- 
pressed at the results of army freedom. m 
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Sierra Leone’s civil war 
Peace-building or 
appeasement? 


MAKENI 


The rebels’ half-change of heart 


YEAR ago, the Revolutionary United 

Front (RUF), the main rebel grouping 
in Sierra Leone, was riding high. Although 
it had twice failed to seize the capital, Free- 
town, it controlled much of the rest of the 
country. Its leader, Foday Sankoh, had the 
status of vice-president. When 500 United 
Nations peacekeepers in rebel territory be- 
came too pushy, demanding the rebels’ 
guns, the RUF took the soldiers hostage. 

Now, Mr Sankoh languishes in prison. 
British troops, officially in Sierra Leone to 
train anew army, have helped push the re- 
bels deep inland. The expected fragmenta- 
tion of the RUF has not happened, and it 
still controls the diamond areas. But its 
atrocities are less common, according to 
human-rights groups. It has promised, 
again, to disarm, and is releasing child sol- 
diers. The UN peacekeepers, though still 
rather ramshackle, are once more daring to 
venture into rebel-held territory. 

In Makeni, a town in the centre of Sierra 
Leone and the scene of the UN’s humilia- 
tion last year, UN troops are back in place. 
Few of the rebels now carry arms around 
town, though the American-trained Nige- 
rian infantrymen who are there know per- 
fectly well that they have not even begun 
to disarm. Nervous of violent confronta- 
tion, the UN's peace-builders are obliged to 
trustin the rebels’ goodwill. 

Nearer the diamond fields, and where 
new fighting has broken out along the bor- 
ders with Guinea and Liberia, that good- 
will is in conspicuously short supply. For 
instance, at Bandajuma, a town in the east, 
an armoured Ghanaian patrol was last 
week forced to turn back from a mission. It 
was ferrying arms to pro-government mili- 
tias, claimed the RUF. The UN denied it. 
After all, supplying its own troops with 
equipment is difficult enough. 

So far, the rebels have done little to dis- 
arm. Some 1,000 men have entered a UN- 
backed demobilisation scheme this year. 
But numbers are dwindling as it becomes 
plain that there is little money on offer. 
Some who have been through the pro- 
gramme are said to be heading straight 
back to the RUF. 

Other rebels, however, may be serious 
about peace. This week, the RUF signed an 
agreement in Freetown promising to dis- 
arm if the pro-government militias do so 
too; earlier they had insisted on disarming 
only in tandem with the army. And in the 
ransacked store in Makeni’s high street that 
serves as their headquarters, middle-rank- 


ing RUF men talk of the need to get com- 
rades out of prison, without mentioning 
Mr Sankoh. 

The RUF even says it is ready for elec- 
tions, which may be heldin September but 
probably not until December at the earli- 
est. It has re-formed its political party, the 
RUEP, and recruited Omrie Golley, a Lon- 
don-trained barrister, to manage it. The re- 
bels’ leaders, who are known for chopping 
off limbs, may have a tough job establish- 
ing their popularity. But it is important 
that they should take part—even though 
the last time an election was held, in 1996, 
it provoked renewed fighting. 

The diminution of violence in Sierra Le- 
one is remarkable. But remember that 
many of the rebels have gone off to fight in 
Guinea and Liberia instead. = 


Angola’s civil war 


Never say never 


MAYUKWAYUKWA CAMP, ZAMBIA 
A U-turn by Angola’s government? 


T IS hard to imagine a sorrier lot than the 

15,000 Angolan refugees in Mayukway- 
ukwa refugee camp in Zambia. For almost 
20 years they were used by Jonas Sa- 
vimbi’s UNITA rebel movement, forced 
into carrying arms or mining diamonds. 
Anyone who resisted was killed. Then the 
government seized that part of rebel terri- 
tory and the slave-workers were chased 
out of their homes. Many who attempted 
to stay were executed by government sol- 
diers as enemies. But some of the others, 
before fleeing, pocketed a few of the dia- 
monds they had been digging for UNITA. 
Visitors to the camp find themselves ac- 
costed by starving fugitives, dressed in 
rags, offering top-quality gems for sale. 

It would be illegal to buy them. Since 
1993, the United Nations has slapped three 
rounds of sanctions on UNITA, making it 
illegal to fly into areas held by the rebels, to 
sell them weapons or fuel, or buy their dia- 
monds. The aim was to sever UNITA’S sup- 
ply lines, and so end the war. But, despite 
sanctions, UNITA managed to rearm itself 
during the four-year UN-sponsored “peace 
process” in the mid-1990s. And since the 
fighting restarted in 1998, sanctions have 
made the rebels’ lives more difficult, but 
have certainly not crippled them. 

The uN itself acknowledges that sanc- 
tions are not working. In the past two 
years, two expert committees have been 
appointed by the Security Council to ex- 
amine ways of enforcing them. The ex- 
perts have produced three reports. The 
latest, released in April, acknowledges that 
UNITA last year sold $100m-worth of dia- 





monds, that this year it will sell about the 


same, and that, even without selling dia- 
monds or buying arms, it will be able to 
continue guerrilla warfare “for a long 
time” because of its arms caches through- 
out the country. 

Yet the outside world has continued to 
rely on sanctions to end a savage war, 
which in the past two years alone has 
made almost 3m Angolans homeless. 
After the failure of its peace effort, the UN 
not only cast UNITA in the role of villain 
but completely ostracised it. The Angolan 
government, as the lesser of two evils, was 
supported in its stated refusal ever to nego- 
tiate with Mr Savimbi, and in its un- 
founded belief that with “one last war for 
peace” it could annihilate the rebels with- 
in afew months. 

But now, with UNITA clearly far from 
annihilated and under pressure from his 
domestic pro-peace lobby, President Jose 
Eduardo dos Santos may be preparing fora 
u-turn. In March, Mr Savimbi, in the first 
interview he has given since August 1999, 
called for a dialogue. Last month, Mr dos 
Santos unexpectedly agreed that the gov- 
ernment might indeed, at some point, ne- 
gotiate once more with Mr Savimbi. The 
rebel leader then increased the pressure in 
two ways: his forces launched a spectacu- 
lar attack on Caxito, a city just 65km (40 


miles) from the capital, Luanda. And he a 


wrote a letter to the Roman Catholic 
church in Angola, confirming his desire for 
talks, and asking the church to mediate. 
Huge stumbling-blocks remain. Both 
sides insist that the other stops fighting 
first. But there is at last a glimmer of hope 
for Angolans who now cannot walk to 
their fields without fear of stepping on a 
landmine, or falling into an ambush, or be- 
ing labelled an enemy and executed. m 








No diamonds in her dish 





Senegal’s new government 


A win for Wade’s men and women 


DAKAR 


Senegal’s president forges ahead after a parliamentary triumph 


AVING won a bigger parliamentary 

majority on April 29th than he dared 
imagine, Abdoulaye Wade, Senegal’s pres- 
ident and a member of the influential 
Mourides brotherhood, took his newly- 
elected MPs to the sacred city of Touba to 
give thanks to his spiritual leader, Khalif 
Serigne Saliou Mbacke. The khalif’s pre- 
election prayers, if not the only factor in 
the victory, were much appreciated. 

Mr Wade may need further spiritual 
sustenance in the months ahead. At 75, he 
is one of Africa’s oldest leaders and one of 
its newest. He took office last year, seeing 
off the country’s veteran Socialist presi- 
dent, Abdou Diouf, at his fourth attempt. 
Hemmed in by political alliances he did 
not want, and handicapped by a hostile 
legislature, Mr Wade nevertheless adapted 
well to the cares of office after close to 30 
years in opposition. A consummate com- 
municator, he successfully negotiated a 
difficult transition period, even persuad- 
ing his people to approve a new constitu- 
tion by referendum. 

He then dissolved parliament and 
called an election. Under the name of Sopi 
(change), a 40-party coalition led by Mr 
Wade's own Senegalese Democratic Party 
(pps), won hands down, taking 89 of the 
120 seats in the new National Assembly. 
The Socialist Party managed just ten. 
Moustapha Niasse, whom Mr Wade 
sacked as prime minister in March, is now 
the self-styled “leader of the opposition”; 
his party, the Alliance of Progressive 
Forces (AFP), won 11 seats. 

Mr Wade has named a new govern- 
ment, mixing technocrats with pps loyal- 
ists. Mame Madior Boye, a former justice 
minister who succeeded Mr Niasse as 
prime minister, has been reappointed, 
supposedly confirming the president's 
promise to bring women to the fore. His 
supporters are euphoric, talking of a new 
period of ambitious public works and vig- 
orous regional diplomacy. Youth unem- 
ployment will be tackled, they say, as will 
environmental degradation. 

Mr Wade has also promised to find a 
lasting settlement in Casamance, Sene- 
gal’s southernmost region, where separat- 
ist guerrillas continue to fight a low- 
intensity war against the government. The 
conflict, which complicates relations with 
Guinea-Bissau and the Gambia, has seri- 
ously damaged what should be one of the 
country’s most prosperous parts. 

The president, an indefatigable net- 


worker, is determined to push Senegal in 
new directions. This month he will be vis- 
iting Mauritania and Morocco; future trips 
to the United States, Europe and Asia are 
likely. The author of several books on law 
and politics, Mr Wade is also a driving 
force behind the “Omega Plan for Africa”, 
a hugely ambitious project that is set on 
making the continent more self-sufficient, 
breaking its dependency on the World 
Bank and IMF. 

Critics say that Mr Wade is good on 
ideas, poor on management. Ex-ministers 
from his first year talk of abstract agendas, 
unrealistic projects and lack of attention to 
detail. Mr Niasse laments the inexperience 
of the pps, arguing that “governing a coun- 
try is something you can learn only on the 
job, it doesn’t come out of a book”. 

But both the arr and the Socialists can 
do little but watch for the time being: they 





Oldest, newest networker 


have local elections in November to look 
forward to, but not much else. According to 
them, the president may now have too 
much power for his own good. “The man 
started out as a campaigner for democracy 
and now he has won everything,” says a 
former Socialist minister. “We will now 
see what kind of democrat he really is”. m 


Nigerian crime 

Beware the Bakassi Boys 

ONITSHA 

Vigilantes against crime in southern Nigeria 

Fr... a dank building known as the recently arrested in connection with the 
White House in the heart of Onitsha’s alleged murder of a politician. 

market, a group of young thugs known The Bakassi were got together in their 


as the Bakassi Boys hold sway over what 
was once southern Nigeria’s most viol- 
ent city. The Bakassi, wearing the black 
T-shirts and red bandannas of Los Ange- 
les rap singers, are vigilantes, brought in 
to clean up a dirty town. 

The methods they use to do this bear 
little relation to even nominal concepts 
of justice. If a local boy is suspected by 
others of crime, he will be brought be- 
fore the Bakassi and interrogated. If the 
crime is considered serious, the suspect 
may be subjected to ghoulish tests. One 
such is to hold a pair of machetes in the 
form of a cross in front of the face of the 
alleged wrong-doer. If his face is re- 
flected in the machetes, he is deemed 
guilty, and put to savage death. 

Though witnesses confirm their role, 
the Bakassi Boys deny involvement in 
such killings. They are, after all, financed 
by the governor of Anambra state, Chin- 
woke Mbadinuju, drive around in police 
vehicles he provides, and use weapons 
supplied by the state. One of them, how- 
ever, seems to have gone too far; he was 


present form in 1999 by the governor of 
Abia state, Uzor Orji Kalu. After they had 
been used to clean up crime there, Mr 
Mbadinuju called on their services for 
Onitsha.They arrived last summer. Since 
then, according to Roman Catholic 
priests working in Onitsha, they have re- 
duced the crime level, killing “many 
dozens” of people in the process. 

At first, they were welcomed by local 
people fed up with the high rate of 
crime, and the corruption and incompe- 
tence of the police who were supposed 
to fight it. But now doubts are emerging. 
The Bakassi have spread their role into 
areas of social and political control: they 
enforce debt payment, they chastise 
women who stray in marriage, and they 
menace critics of the governor. 

Other southern Christian governors 
have been firm in resisting pressure to 
hire them. But in the two states where 
they have been set up, the vigilantes’ 
power is spreading. They look like be- 
coming private armies for the governors 
who employ them. 
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determinable period for the Provision, installation, Operations and Management of X-Ray Scanning Equipment and computerized Risk 
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The Project involves: 


The Provision, installation, Operations and Management of: X-Ray Scanning Machines at the following six Seaports, four Airports and 
ur Border posts: 


SEA PORTS AIRPORTS BORDER POSTS E oe 
e Apapa * Ikeja, Lagos e Seme/Badagry 

¢ Tin Can Island e Port Harcourt * Idi Iroko 

e Port Harcourt * Kano e Jibiya 

¢ Onne e Abuja e Banki 

. Warri 

¢ Calabar 


b) The development, implementation and operation of a computerized risk management system to be used in conjunction with the X-Ray 
Scanning equipment for the locations identified above. ia 
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have demonstrable experience and capability in the provision, installation and operation of X-Ray Scanning equipment for A oo 
examination of goods; me 
have track record and capability in the development, implementation and operation of computerized risk management system for 
X-Ray scanning equipment, | 

be either a sole company or a consortium provided that it has the capability and experience referred to in (a) and (b) above. 
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Previous experience and track records on similar projects 
Financial.capability of the company/consortium | 
| Human Resources available from the proposed project Í | 4 
_... Survey report on all proposed locations 
~ Design and specifications for each location 
rogramme of provision installation and commissioning 
peration, management and maintenance plan 








The detail breakdown of survey, design, equipment costs, installation, operation, maintenance and management 
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) Ail bids must be scaled and dropped in the Tender Box, Room 135 of the Federal Ministry of Finance, Abuja, not later than 12.00 noon.on f &... 
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RA cons Federal Ministry of Finance 
_ Ahmudu Bello Way 
7 A Central Business District, Abuja 
0) The Federal Government of Nigeria is not bound to accept the lowest or any bid whether in whole or in part. 


1) Additional bidding information is available on and can be downloaded from www.bpeng.org 
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Italy's election 
Berlusconi wins. And now? 


ROME 


Silvio Berlusconi and his centre-right coalition won the Italian general election 
handsomely. Now the voters await handsome performance of the radical change 


he promised 


T WAS a clear victory and, as his centre- 

left opponent, Francesco Rutelli, 
promptly said, a legitimate one. Unboth- 
ered by international warnings about his 
past business methods, current legal tan- 
gles and continuing spectacular conflict of 
interest, Italian voters on May 13th gave Sil- 
vio Berlusconi the green light. Like him or 
not, here is Italy’s next prime minister. 
Much less usual, he has a solid majority in 
both houses of the Italian parliament, and 
may well last its full five years. 

His House of Freedoms coalition 
looked sure of a solid majority in the lower 
house, and gotit, with 367 seats out of 630. 
A Senate majority had looked less certain, 
but the coalition took that too, with 177 of 
the 315 seats (out of 324) that are elected. A 
further bonus for Mr Berlusconi was the 
poor showing of his troublesome allies of 
the Northern League, the once separatist, 
now mainly populist, “friends” who 
dumped him in 1994, during an earlier, un- 
happy stint as prime minister. While Mr 
Berlusconi’s own Forza Italia pushed up its 
share of the vote from the 21% of 1996 to 
30%, the League fell from over 10% to under 
4%-—the threshold for getting a share of the 
seats allocated by proportional representa- 
tion (a quarter of those in the lower 
house). Mr Berlusconi's other notable 


partner, the National Alliance, also saw its 
vote fall, if only from from 16% to 12%. 

Mr Rutelli’s Olive Tree coalition, in 
power for the past five years, held almost 
all of its share of the vote, going from 40% 
down to 39%, butit lost many seats, as hap- 
pens in first-past-the-post elections. Its 
candidates were swept away in most of 
northern Italy and in the south: in Lom- 
bardy the House of Freedoms took 70 of 
the 74 non-PR seats, in Sicily every seat in 
both houses. Within the Olive Tree, Mr Ru- 
telli’s own Daisy, anew umbrella group of 
four parties, did well, scoring 14.5%, a suc- 
cess that has allowed Mr Rutelli, who 
fought a lively campaign, despite limited 
finances and indolent partners, to become 
leader of the opposition. 

Smaller parties were squeezed out. 
Emma Bonino’s Radicals, Giulio Andre- 
otti’s European Democracy, Antonio Di Pi- 
etro’s Italy of Values, the Northern League, 
the Roman Catholic White Flower and the 
Greens’ Sunflower all failed to reach the 4% 
threshold. The Radicals are out of parlia- 
ment altogether. The Refounded Commu- 
nists shrank to 5%. Though the two big 
coalitions are indeed that, not parties, for 
the first time, after 14 elections since 1948, 
the new Italian parliament will look like 
the British or American legislatures. 


The Economist May 19th 2001 
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This is what Italy’s adoption of first- 
past-the-post for three-quarters of its seats 
was meant to achieve, but in 1996 did not. 
It is also just what Mr Berlusconi wanted, 
and he was delighted when he gotit. 

What now? Forming a government will 
take time—for procedural reasons, even the 
formal invitation to do so from President 
Carlo Azeglio Ciampi is not likely till early 
June—but it will not take the umpteen 
weeks of murky manoeuvre thatit used to. 
Then, what Mr Berlusconi's voters plainly 
most wanted—and reckoned il Cavaliere 
(the Knight) to be the one man who could 
deliver it—was change. Speaking on televi- 
sion from his palatial villa in Arcore, near 
Milan, after his victory, he reflected this 
mood. “Italy has turned a page,” he said, 
and added that “intend to win the respect 
of people who did not vote for me”—a re- 
spect denied to some previous prime min- 
isters even by those who had. 

Turning to foreign affairs, he had little 
new to offer. He was “proud to be in Eu- 


i Freedom beats olives 
Italy's lower house, seats in 2001 and (1996) 
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> rope,” he said, and he has had a letter from 
Romano Prodi, president of the European 
Commission—and a founder of the Olive 
Tree—congratulating him. He seems also to 
hope for some kind of special relationship 
with the United States. In home affairs, it is 
a different story. At his first cabinet meet- 
ing, said Mr Berlusconi, he would take 
steps to cancel the outgoing government's 
school reform, abolish inheritance tax and 
draft a new law to speed up contracts for 
large public works; all as set out in his 
“Contract with the Italians”, published in 
full-page advertisements during the cam- 
paign even in such unlikely-seeming (but 
in fact craftily picked) newspapers as the 
Gazzetta dello Sport. 

Supposedly, Mr Berlusconi has already 
chosen his future ministers, But just who 
they will be only he knows, though ru- 
mours abound; as they do for the one post 
not—it is said—yet filled, that of foreign 
minister. For it, three names lead: Pier Fer- 
dinando Casini, whose zeal for Mr Berlus- 
coni cost his own Christian Democratic 


Italy's voters and Italy's democracy 


Centre many votes; Renato Ruggiero, late 
of the World Trade Organisation; and Boris 
Biancheri, once a senior ambassador. 

One change that would have been wel- 
come on election day—as Italians mysteri- 
ously call it, in English—did not happen. 
Sundry familiar faces, not least ministers 
who lost their first-past-the-post constitu- 
ency seats, will still be there when parlia- 
ment reassembles on May 30th, thanks to 
the wonders of the party list and propor- 
tional representation. 

But the day did bring one, unexpected 
novelty—alas, one that voters could have 
done without: the near-collapse of the 
electoral machinery. As one in three of all 
polling stations had been scrapped, and 


more ballot papers were added (for may- 


ors, provincial councils and the like), vot- 
ers had to spend longer in the booth—and 
latecomers much longer waiting to get into 
it. In Calabria, the last voter marked his 
ballot papers at four in the morning, six 
hours after the polls’ official closing time. 
He is now a national celebrity. = 


Berlusconi or Brussels 


mocracy. The latest Eurobarometer, a 
pan-European poll conducted for the 
European Commission, shows how fed 
up: more so—though our chart shows 
only the countries—than people in 
any other of the 15 Eu members. 

In only two other countries, Greece 
and Portugal, do those unhappy with 
their local style of democracy outnum- 
ber those who are content. And lo, the 
Italians, Portuguese and Greeks, in that 
order, also head the list of those who 


want the Ev to play a greater role in 
daily life. On average, 46% of EU citizens 
say they trust the European Commis- 
sion. Yet 61% of Italians trust the 
commission—run, as it by 
Romano Prodi, a founder of the centre- 
left coalition they have just cut down. 
More Italians also sit the commission’s 
exam for entry to its bureaucracy than 
do people of any other nationality. 

A fine choice of saviours: Mr Berlus- 
coni or Brussels. The more ordinary pol- 
iticians in the Eu’s other big countries, 
three of them due to go to the polls quite 
soon, must be grateful their voters take a 
more ordinary view of the Eurocracy. 





Spain’s Basque election 
Aznar hurt, 
ETA clobbered 


MADRID 
The voters say no to both 


E GOT it wrong. But Spain’s prime 
minister, Jose Maria Aznar, is not a 
man who gives up easily. The Basque re- 
gional election on May 13th gave him his 
worst political setback since he came to 
power in 1996, but his reaction was charac- 
teristically defiant: “Our premise will not 
change. We're in for the long haul.” 
The premise of Mr Aznar’s electoral 
Strategy was straightforward: the way to 


smash the Basque-separatist gunmen of x 


ETA was to kick the non-violent Basque 
Nationalist Party (PNv) out of office. No 
luck. Mr Aznar had made the Basque re- 
gion and the defeat of ETA a top priority 
after his re-election as prime minister last 
year. He had sent in his ETA-bashing inte- 
rior minister, Jaime Mayor Oreja, to head 
the campaign. Yet even counting in the 
vote of the less-than-convinced Socialists 
(PSOE), with whom Mr Aznar’s People’s 
Party (PP) hoped to form a coalition, only 
41% of the vote went this way. The PNV, 
with a small ally, took almost 43%—the 
highest share non-violent nationalism has 
ever won in seven elections, and that in a 
high (80%) turnout, which the pp had mis- 
takenly thought would help itself. 

Something has to change. The prime 
minister might even try listening for a mo- 
ment to the regional premier, the PNv’s 
Juan Jose Ibarretxe, whom he has not met 
since last June. With its ally, the PNv now 
has 33 seats, six more than the two won in 
1998. Its claim to govern is beyond dispute. 
But-—still five seats short of an overall ma- 
jority—with whose support? 

The Socialists? The two have been in 
coalition in the past, and the PSOE never 
signed up to Mr Aznar’s strategy. But its re- 
gional branch, whose members, with pp 
ones, have borne the brunt of ETA’s recent 
violence, this week rejected an alliance 
with the PNv. Some in the party’s Madrid 
headquarters think differently, but they 
know that most Spaniards see the PNV as 
ambiguous in its attitude to ETA. 

So? The PNv’s most recent coalition 
partners were none other than Euskal Her- 
ritarrok (EH), ETA’s political wing. But that 
was at a time, in 1998-99, when ETA had 
declared a ceasefire and claimed itself 
ready to adopt peaceful means. And here 
comes the biggest lesson, a welcome one, 
of this election. Though Mr Aznar was 
hurt, EH was clobbered. Its vote fell from 
18% to 10%, its seats from 14 to seven. What- 
ever their differences, Basque voters gave a 
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What can he do, then? The PNv’s vet- 
eran leader, Xabier Arzalluz, argues that it 
could not reject EH support from outside a 
coalition. Mr Ibarretxe says he would not 
accept even that—but with a caveat: he 
would not, unless EH were to renounce vi- 
olence and distance itself from ETA. 

There may be far-off possibilities here. 
In many PNV eyes, the voting vindicated 


Mr Arzalluz’s attempt in 1998 to bring ETA 
to the negotiating table (and advance what 
he believes in himself) by having the PNV 
adopt an openly separatist line. EH itself, 
admitting that its results were “not good”, 
is pushing its familiar line of “sovereignty 
and peace”. Mr Arzalluz has called for talks 
on the Northern Irish model, involving all 
parties including EH. No way, says Mr Az- 
nar: Basques can pursue any political op- 
tion through existing institutions, and any 
other sorts of talks would be geared to- 
wards ultimate concessions on sover- 
eignty that are out of the question. 

But even if all the Basque nationalists 
and separatists, on their own, could agree 
on a non-violent push in that direction, 
they will not do so soon. Yet Mr Ibarretxe 
has to govern right away. In a minority, 
perhaps. But he would prefer something 
more solid and is consulting all round. 

Meanwhile ETA itself has shown what 
it thinks of the democratic process: it ex- 
ploded a hefty, though fortunately not fa- 
tal, car bomb in Madrid just before the 
vote, and wounded a Basque journalist 
with a letter bomb after it. m 





The German economy 


Sputtering, but not dying 


FRANKFURT 


The should-be motor of Europe is misfiring. A reason for other countries too to 
worry, but not to panic—and it could spring to life again 


A YEAR ago, the German economy 
seemed at last to have shaken off the 
sluggishness of the 1990s. Exports, notably 
to the thriving United States, were roaring. 
The prospect of tax cuts cheered compa- 
nies and consumers alike. Not today. As 
world stockmarkets fell, Frankfurt’s fell as 
hard as any. Business confidence has 
waned. Industrial output and orders have 
dropped sharply. Unemployment has 
risen a little every month this year. No 
wonder economists have been hacking 
back their forecasts for GDP growth. Some 
Jeremiahs have even spoken of recession. 
That is overdone. But last week’s quar- 
ter-point cut in euro-area interest rates, to 
4.5%, though helpful, will not stop the rot 
by itself, and another cutis not likely soon. 
The government has already reduced its 
forecast of this year’s growth to 2%. On 
present form, even that may be too high. 
The main source of trouble is the slow- 
down in the United States. Exports there 
account for only 3% of German GpP—more 
than in most European countries, it’s true, 
but no big deal. But Germany also sells a 
lot of intermediate goods—things, such as 
chemicals or bearings, that are used to 
make other things—to countries that ex- 
port to America. And as their exports slide, 


so do their imports from Germany. That is 
what is hitting German industry. Foreign 
orders for intermediate goods have fallen 
by more than 12% since the end of last year. 

Failing a swift American recovery, can 
demand at home take up the slack? The 
government may help a little, allowing its 
budget deficit to inch up, as tax revenues 
droop and spending on unemployment 
benefit and the like stays higher than it 
once hoped. The big hope, though, is con- 
sumer spending, which accounts for more 
than half of pp. Butis that hope justified? 

A cutin income tax, the first of three up 
to 2005, is putting extra money in people's 








pockets. But, with the other hand the gov- 
ernment is taking it back again, in higher 
taxes on fuel and cars, costlier radio and 
television licences. And inflation—2.9%, 
the highest for seven years—is eating away 
what's left. Besides, there’s the usual con- 
fidence effect: worried people save instead 
of spending, so helping to make their wor- 
ries come true. Retail sales fell by 1% in the 
first quarter of the year. 

Bad enough if this were solely Ger- 
many’s problem. It is not. Poland, the 
Czech Republic and Austria each send 
over one-third of their exports to Ger- 
many; several others less, but still plenty. It 
is hard yet to identify a specific German ef- 
fect. The global slowdown is already slow- 
ing the Netherlands and Denmark. France 
has enough oomph of its own, for now. 
But all European countries will eventually 
suffer, and some are suffering already. 
Economists at Bank Austria, that country’s 
biggest bank, last week cut their growth 
forecast from 2.4% to 2%, blaming Ger- 
many’s woes for about half the revision. 

The figures need perspective. Slow- 
down is not recession: German industrial 
production may shrink for a few months, 
but the economy as a whole should keep 
growing. And much of the recent weak- 
ness will not last. It is far less worrying 
than was the prolonged torpor of the 
1990s. The “motor of Europe” is indeed 
sputtering now, but it has been idling for 
years: not since 1992 has Germany grown 
faster than the rest of the European Union. 

Oddly, the present slowdown may 
mark a change—for the better. The worst 
anyone expects for GDP growth this year is 
1.5%. Desperate? No, it would match the 
average since the early 1990s. For a decade, 
one event after another—German unifica- 
tion, the Asian crisis, the EU’s Maastricht 
treaty, with its budgetary constraints—has 
held growth back. But the basic trouble lay 
in the structure of the economy. Now, at 
last, economic reforms are being put in 
place. Taxes have been cut, and will be cut 
again. Markets for labour, capital, goods 
and services work better than they did. 
There is still a lot to be done. But the Ger- 
man economy is better tuned than it was. 
Give it a steady supply of American fuel 
and it could spring to life again. m 
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Turkey’ i anette 
Harsh medicine 


ANKARA 
Fresh IMF money may save the 
economy, ata high social cost 


HANK you, IMF. On May 16th, Turkey 

won the Fund's signature to yet an- 
other rescue package—$8 billion, this one 
—to fend off hyperinflation and debt de- 
fault. Butit was a “last chance”, said mF of- 
ficials, and the Fund went ahead only after 
the Turkish parliament had passed radical 
laws to reform the corruption-addled 
banking sector and to privatise debt-laden 
state companies, starting with the landline 
telecoms monopoly, Turk Telekom. 

The Fund’s new $8 billion stand-by 
comes on top of some $11 billion already 
committed, and $5 billion drawn, under a 
previous anti-inflation programme, which 
collapsed after a financial crisis in Febru- 
ary. The World Bank is expected to cough 
up a further $2 billion. 

None of this springs from pure eco- 
nomics, nor yet disinterested goodwill. 
Turkey is not as vital a western ally as in 
cold-war days, but it still has NATO's sec- 
ond-largest army. Itis host to American air- 
craft which regularly patrol northern Iraq. 
It is also a good friend of Israel; the two 
countries’ armed forces collaborate. It 
hopes, one day, albeit distant, to join the 
European Union. And western banks’ 
Turkish exposure totals some $40 billion. 
Their governments could hardly stand by 
and just watch Turkey sink. 

So is it now back from the brink? Only 
just, says its economy minister, Kemal Der- 
vis, a former World Bank economist re- 
cruited in March to sort out the financial 
mess. He has spoken of vested interests 
seeking to upset his ambitious structural- 
reform programme, and has threatened to 
resign if they are allowed to succeed. 

If he gets his way, Mr Dervis will have 
revolutionised not only the way the econ- 
omy is run, but the way politics has been 
ever since a multi-party system was intro- 
duced in 1945. When he speaks of the need 
to “divorce politics from the economy”, 
what he means is stopping the country’s 
many crooked and mediocre politicians 
from buying votes and influence through 
jobs and handouts from state banks and 
institutions. This vicious cycle of patron- 
age and corruption lies at the root of Tur- 
key’s financial ills. 

No wonder that other ministers in the 
three-party coalition led by Bulent Ecevit, 
the leftish veteran whose unwise words 
set off the crisis in February, are feeling 
twitchy. The transport minister, from the 
far-right Nationalist Action Party, fought 
hard against the telecoms legislation. 


Some in that party accuse Mr Dervis of tak- 
ing orders from the ıĪmF and the Ameri- 
cans. A foreign agent, say others, alluding 
to his mother’s German blood. 

Yet, according to one poll, this is the 
man most Turks want to see as their leader. 
The same survey showed that 40% of them 
do not trust any of the main political par- 
ties, as well they might not; and that 80% 
would welcome a brand-new party on the 
political scene. How nice, for some politi- 
cians, if Mr Dervis could be eased out now 
that the mF has loosened its purse-strings. 
However, he has the backing of Istanbul’s 
leading businessmen and industrialists 
and—at least for now—of the ever-power- 
ful generals. And the img, which will pay 
out in stages, not all at once, would not be 
amused. 

The real risk comes not from vested in- 
terests hostile to Mr Dervis and his re- 
forms, but from the public reaction as the 
changes are rammed through and fol- 
lowed up. Over 500,000 jobs have been 
lost since February. More will surely fol- 
low. The IMF's targets require the govern- 
ment to rake in somehow an extra 3%, net, 
of GNP to bring some semblance of order 
to its books. Even given the turnaround 
that the 1mF “expects” to start in the third 
quarter, GNP is forecast to be 3% smaller 
this year than last. 

And then? Urban unemployment is al- 
ready high. The nightmare prospect is that 
Turkey’s farmers, about 45% of the nation, 
with no more state subsidies to keep them 
afloat, will flock to the cities, whose swol- 
len shanty-towns are already a fertile 
breeding-ground for extremists, be they Is- 
lamists, Kurds or others. Mr Dervis and his 
IMF-inspired medicine may work, but the 
patient will take a beating on the way. m 
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Pluralism in Russia 


The bill’s on me, 
says Berezovsky 


MOSCOW 
A fugitive tycoon becomes a civil 
libertarian—maybe 


EMEMBER Boris Berezovsky? Once ac- 

cused of personally undermining Rus- 
sian democracy, he has just reinvented 
himself as a champion of civil liberties 
and founding father of a new opposition 
to President Vladimir Putin. 

The tireless Mr Berezovsky, now hiding 
in Western Europe from a criminal investi- 
gation, is ready, he says, to share $25m 
among 163 Russian organisations cham- 
pioning causes from press freedom to 
women’s rights. Already a television chan- 
nel that he owns, Tv-6, has given shelter to 
the journalists who left the independent 
NTV channel after its recent takeover by 
friends of the the Kremlin. Now tTv-6 
seems likely to become—while it can—the 
voice of the new opposition that Mr Bere- 
zovsky says he will form and finance. 

Well indeed. Is this the former Kremlin 
power-broker, known mostly for political 
intrigues and murky business deals? It is, 
and when Mr Berezovsky last week called 
a press conference—by video-link from 
southern France—to name the lucky 163, he 
explained why: Mr Putin, whom he 
helped bring to power, is going back on his 
promises of further reform, and is squeez- 
ing Russia’s still weak attempts at a plural 
society. Some cynics wonder. 

Mr Berezovsky is amassing other peo- 
ple’s moral capital just as he used to amass 
the real stuff a few years ago. Nor does he 
show any remorse for the unsavoury hab- 
its of his past. He cheerfully admits that 
when he used his shares and influence in 
the biggest national television channel, 
ORT, to bring Mr Putin to power, “the im- 
age of journalism was destroyed so that re- 
forms could continue”. And for those who 
may still have doubts, he avers that all his 
actions were “deliberate and correct”. 

The recipients of Mr Berezovsky’s cash 
say the importance of their cause justifies 
accepting it. The museum housing the ar- 
chive of the Soviet Union’s most famous 
dissident, Andrei Sakharov, has taken 
$3m. His widow, Yelena Bonner, argues 
that oligarchs come and go, but the dissi- 
dents’ legacy stays. So why not take the 
money to support it? 

Pessimists reply that the name of Bere- 
zovsky has become a bad word in Russian. 
Promoters of real democracy in Russia 
have so far had little clout and less money, 
but lots of moral authority. Now they will 
be better off, but tagged as Berezovsky- 
sponsored—in a business where good 
name is everything. & 
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Albania’s prime minister has to lift his people out of the mire—and keep them out of regional violence 








E MIGHT have become a champion weight-lifter. Instead, 

Ilir Meta chose politics—in which, as prime minister of Al- 
bania, he needs much the same qualities: muscle, persistence 
and an ability to pick the right moment for an all-out effort. His 
job is to heave his hard-pressed country out of the clutches of 
traffickers in drugs, weapons and illegal migrants; and, now, to 
resist the extremists who are trying to create an ethnic-Albanian 
fief in neighbouring Macedonia. 

Mr Meta’s ex-communist Socialist Party is hoping to win a 
second four-year term in the elections in late June. It will remind 
the voters of the way it restored order, more or less, after months 
of anarchy following the collapse in 1997 of a series of fraudu- 
lent pyramid savings schemes. Mr Meta himself, only 18 months 
in his post, will point to his personal achievements during the 
Kosovo war, when, as deputy prime minister, working closely 
with international aid organisations, he handled the influx of at 
least 450,000 ethnic-Albanian refugees. The solid victory that 
seems likely would much strengthen him against Fatos Nano, a 
discredited former prime minister who has hung on as party 
chairman and still wields considerable influence. 


Starting young 

Mr Meta, now 32, is one of Albania’s first professional politi- 
cians. As an economics student at Tirana University, he helped 
launch the transition to democracy, taking a leading role in the 
demonstrations in 1991 that persuaded President Ramiz Alia to 
open up Albania’s borders after almost 50 years of self-isolation 
and abolish the one-party system. But rather than join the newly 
formed Democratic Party, he shrewdly preferred to help reshape 
the Socialists, and set up their pro-EU youth movement. 

Since his promotion to prime minister—his predecessor gave 
up after failing to unseat Mr Nano as party leader—Mr Meta has 
concentrated on improving co-operation with the western coun- 
tries whose help Albania needs to build up its crumbling 
infrastructure. Aid from Germany has surged since his govern- 
ment cracked down on imports of stolen Mercedes cars. 
Relations have also improved with Italy and Greece, Albania’s 
biggest investors and trading partners, and host to many Alba- 
nian migrant workers. 

The $500m-odd that the migrants send home every year is 


one reason for the boom in trade and construction that should 
help the economy to grow by 7% or more this year, for the third 
successive year. Foreign investors are starting to return. Greek 
companies have acquired Albania’s fast-growing mobile-phone 
operator and a licence to set up a second cellular network. An 
Italian group has leased the biggest chrome mine, and a Turkish 
outfit has started processing scrap metal at an elderly Chinese- 
built steel plant. Albania still has far to go, however. Its hopes of 
joining the queue of candidates for EU membership were 
dashed last year, when it failed to meet conditions to negotiate a 
stabilisation and association agreement. 

The rule of law is still less than solid. Mr Meta’s critics say the 
government's control of Albania’s traditionally lawless moun- 
tain regions ends at dusk. Drug smugglers are estimated to earn 
as much as the migrants send home. And the glitzy apartment 
blocks going up in the port of Vlore indicate that shipping illegal 
migrants across the Adriatic is still a flourishing business. West- 
ern diplomats praise Mr Meta’s efforts against crime, but say he 
should do more about civil-service corruption—easier said than 
done, when $650 a month is a junior minister’s wage. 


No Greater Albania for him 

Other Balkan leaders think well of Mr Meta. Ethnic-Albanian re- 
bels may battle in Macedonia, but he dismisses dreams of 
uniting all ethnic Albanians under a single flag. “Greater Alba- 
nia is a project that doesn’t exist even in our minds,” he says. 
“Our priority is to leave behind our historical backwardness and 
start closing the gap between Albania and the rest of Europe.” 
Visiting Kosovo last December, he carefully avoided talking 
about its Albanians’ dreams of breaking away from Yugoslavia. 
If Mr Meta betrays a trace of resentment towards the neigh- 
bours, it is envy of Macedonia’s success in signing its EU 
stabilisation pact in spite of that country’s increasing instability. 

This good sense may not prove a vote-winner. Some other 
Albanian politicians are less willing to ignore the idea of Greater 
Albania and worry about roads or water supplies; among them 
Sali Berisha, the mercurial former president from the north of 
the country who now leads the opposition Democratic Party. 
Unlike his predecessors, Mr Meta has avoided being drawn into 
an open feud with Mr Berisha. But as the election campaign 
heats up, candidates, especially in the northern and eastern dis- 
tricts adjoining Kosovo and the ethnic-Albanian region of — 
Macedonia, will be tempted to bang the nationalist drum. 

There are worrying reports too of guerrillas crossing into 
Macedonia from border areas. Extended families live—and guer- 
rillas recruit—on both sides of this mountainous frontier. Guns 
for the rebels in Macedonia pass across it. Even where the Alba- 
nian government's writ runs, which is not everywhere, its army 
and police, despite new equipment and training supplied by in- 
ternational donors, have trouble controlling the borders. 

Yet, given his aims, Mr Meta—willingly enough—has to resist, 
as best he may, the nationalist (or merely criminal) groups and 
the pressures of those who go along with them. West European 
governments and the United States were happy to side with Ko- 
sovo’s ethnic Albanians when that meant undermining Slo- 
bodan Milosevic. With his downfall, they have changed track. 
They do not want Macedonia split along ethnic lines, and would 
aid no Albanian government working towards that. Nor would 
the resultant chaos encourage the £u to admit any south Balkan 
country, let alone one that had helped to cause it. m 
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‘As a supply hub or for a hub supply’ — the Czech Republic will deliver. It's Skoda Plzen’s bearing that keeps London Eye turning. 


Because you can depend 

on suppliers in the Czech Republic. 

From a deep-rooted tradition of excellence in precision engineering, the 
Czech Republic now hosts more than 40% of Europe's leading automotive 
components firms and boasts an excellent electronics infrastructure. With 
vehicle manufactures along with consumer and business electronics 
companies facing ‘'hypercompetition’ more companies are sourcing in the 


Czech Republic, where the combination of major cost efficiencies, world: 


class quality and dependability, make the country the model supply base. 
And the Supplier Development Database prepared by Czechinvest, 
the country’s foreign invesiment agency, makes it easier for you 
lo source aulomotive, electronic and precision machined components, 
with confidence. Take a look at the profile of around 2,000 
companies — eager lo meet your sourcing / outsourcing needs - 


on www.czechinvest.org. We look forward to preparing 


a quote for you. 
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The enlargement of the European Union presents a big but necessary 


risk, says Gideon Rachman 


WO helicopters land on a muddy foot- 

ball field in north-western Bulgaria. 
Out clambers a small delegation from the 
European Union, watched by hundreds of 
onlookers. The visitors, led by Günter Ver- 
heugen, the commissioner in charge of EU 
enlargement, are swept off to meet local 
dignitaries. In the town hall, the mayor of 
Vidin, a small town near the Serbian and 
Romanian borders, recounts a sad tale of 
decline. Many local factories have closed 
since the fall of communism; the war in 
Serbia and the blockage of the Danube 
river have dealt further blows to the econ- 
omy; unemployment is at 25%. He con- 
cludes his talk with a plea: “You represent 
hope for us.” 

Mr Verheugen holds out the promise 
that impoverished Bulgaria will soon be 
able to join the European Union, Europe's 
richest club. He is careful to stress that join- 
ing the Ev will not be easy, and that it will 
not bring instant riches. But at each of his 
stops the softly spoken, cashmere-coated 
commissioner reiterates his belief that Bul- 
garian membership is inevitable, and that 
it will come sooner than many people 
think. Bulgaria, he says, could finish nego- 
tiations by the end of 2004. 

If and when Bulgaria joins, the EU will 
already have admitted a number of other 
new members. Ahead of Bulgaria and Ro- 
mania in the queue are Poland, the Czech 


Republic, Hungary, the three Baltic states 
(Estonia, Lithuania and Latvia), Slovenia, 
Slovakia, Cyprus and Malta. Turkey has 
also applied to join the Union, amidst 
much embarrassed coughing on the EU 
side, but membership for it could still be a 
generation away. The countries of Central 
and Eastern Europe are much closer to get- 
ting in. 

For more than 40 years, the iron curtain 
divided the continent of Europe betweena 
prosperous and free west and an impover- 
ished and oppressed east. The European 
Economic Community, originally made 
up of six members, gradually expanded to 
take in almost all of the western part of the 
continent. More recently, it signalled its 
growing integration by changing its name 
to the European Union. When commu- 
nism collapsed and the iron curtain came 
down in 1989, the Eu pledged to embrace 
the countries of the east by admitting them 
to its club. This, it was hoped, would 
spread the peace, stability and prosperity 
enjoyed in the west to the east and “re- 
unify” the continent. More than a decade 
later, the Union looks likely at last to make 
good on its promise. 

The enlargement of the Eu is intended 
to erase the east-west division left by the 
cold war, but it is also about binding the 
wounds remaining from the second world 


war. The creation in the 1950s of what be- » 
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> came the European Union was intended, 
above all, to make any further wars be- 
tween France and Germany unthinkable. 
But the second world war started in the 
east, with Germany’s invasion of Poland. 
For the Germans in particular, bringing Po- 
land “into Europe” is a historic task. 


Make haste slowly 

The Eu is often castigated for having been 
slow to admit the Central Europeans. Cer- 
tainly some rash promises have been 
made in the past. At one point Jacques 
Chirac, the French president, and Helmut 
Kohl, a former German chancellor, prom- 
ised that Poland would be in the Eu by 
2000. The applicant countries joke grimly 
that they have been promised member- 
ship of the EU within five years—every 
year since 1990. The suspicion remains 
that the EU does not really want a lot of 
poor new members, and may yet try to 
wriggle out of the deal. 

The applicants will certainly not be 
bringing a rich dowry. If all the candidates 
from Central and Eastern Europe were ad- 
mitted, the EU’s land-mass would increase 
by 34% and its population by 29% (to 
around 500m) but its GDP by only 5% at 
current exchange rates. The average GDP 
per head in the Ev would fall by 16% in pur- 
chasing-power terms. By contrast, the ad- 
mission of Spain, Portugal and Greece in 
the 1980s reduced the Eu’s average income 
by just 6% (see table 1). Laszlo Kover, the 
chairman of Fidesz, Hungary’s main gov- 
erning party, claimed last year that the EU 
was regretting its promises to the applicant 
countries “like a dog that has had a litter of 
nine”. In Poland in particular, there is a 
strong feeling that mean-minded West Eu- 
ropeans are in danger of forgetting the 
moral obligations they owe to the Poles, 
who suffered dire privations under the Na- 
zis and during the cold war. 

But criticising the Eu for its lack of gen- 
erosity is in itself rather ungenerous. The 
Union is not just another loosely knit in- 
ternational organisation. Its members 
make laws and policies that apply every- 


where within it, and transfer large 
amounts of money from one country to 
another. Citizens of any EU country have 
the right to live and work anywhere else 
within the Union, and are entitled to edu- 
cation and medical treatment there. Once 
the new members join, they will graduate 
from being neighbours to sharing the 
house. 

Given the depth of the mutual obliga- 
tions involved in EU membership, it is un- 
derstandable that the current members are 
treading carefully. And caution aside, join- 
ing the Ev is a vastly complicated business. 
All new members have to satisfy demand- 
ing criteria. Politically, democracy and the 
rule of law are mandatory. On the econ- 
omic front, applicants need to establish a 
stable market economy able to withstand 
competition with other EU states. And 
then there is the time-consuming task of 
adopting the whole body of current EU 
law—the acquis communautaire. 
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Furthermore, the oft-proclaimed bene- 
fits of enlargement—reunification, stabil- 
ity, prosperity—are not as straightforward 
as they appear. Enlargement of the Eu will 
unify some parts of Europe, but it will also 
open up new divisions further east. It 
should create stability by expanding the 
network of European countries commit- 
ted to democracy and co-operation, but it 
may also introduce new instabilities and 
political strains both among the current 
members and among the applicant coun- 
tries. By encouraging trade and invest- 
ment, enlargement will certainly 
contribute to prosperity. But by obliging 
the applicant countries to adopt laws that 
may be inappropriate for them, it could 
also neutralise that potential benefit. 

Even so, this survey will argue that the 
balance of arguments remains strongly in 
favour of enlargement. To this end, it will 
consider, first, why the current EU mem- 
bers promised to open the door to the Cen- 
tral and East Europeans, and what those 
old hands stand to gain and lose. Next, it 
will examine the issue from the viewpoint 
of the applicant countries, and consider 
ways of resolving some of the most diffi- 
cult issues—agriculture, financial transfers 
and free movement of labour. Lastly, it 
will look up from the mass of dossiers and 
negotiating positions currently littering 
the conference tables of Europe to ask 
where the process of EU enlargement will 
eventually stop. = 


~ Mediterranean 
Sea 





Reasons of state 


HE growth of the European Union has 

coincided with an unprecedented per- 
iod of peace and prosperity in Western Eu- 
rope. France and Germany, which fought 
three devastating wars between 1870 and 
1945, are now the closest of partners. 
Spain, Portugal and Greece have recovered 
from a long period of authoritarian back- 
wardness to join the European main- 
stream. Historians will debate just how 
much credit the Eu can take for this newly 
golden European age. Other factors— 
America’s military role in Europe, the 
growth in world trade and the end of com- 
petition between imperial powers—have 
all played their part. But to many of its 
member states, it is first and foremost the 
European Union that can take the credit for 
banishing the ghosts of history. 

Having buried old conflicts in the west 
of the continent, the EU now wants to re- 
peat the performance in the east. West 
European politicians make it clear that 
their desire to spread peace and prosperity 
eastwards is not solely—or even largely— 
motivated by altruism. Joschka Fischer, 
Germany’s foreign minister, put the argu- 
ment bluntly in a much-discussed recent 
speech on the future of Europe: 


Following the collapse of the Soviet empire, 
the eu had to open up to the east, otherwise 
the very idea of European integration would 
have undermined itself and eventually self- 
destructed... An EU restricted to Western Eu- 
rope would forever have had to deal with a 
divided system in Europe: in Western Eu- 
rope integration, in Eastern Europe the old 
system of balance of power with the perma- 
nent danger of nationalist ideologies and 
confrontations... In the long term this would 
make Europe a continent of uncertainty, and 
in the medium term these traditional lines of 
conflict would shift from Eastern Europe into 
the EU again. If that happened, Germany in 
particular would be the big loser. 


Mr Fischer’s compatriot, Mr Ginter 
Verheugen, to whom it has fallen to over- 
see the Eu’s efforts to enlarge to the east, 
lists three main reasons why the current 15 
members of the Union are keen on pursu- 
ing enlargement. The first is stability; the 
second is a moral obligation to help the 
victims of Nazism and communism; the 
third—mentioned almost  apologeti- 


cally—is the economic opportunity offered 
by the new markets of the east. But, he 
says, “The real point is the strategic point. 
Our experience is that the best way to pro- 
ject stability and democracy is through 
European integration.” 


It’s been done before 

It is, above all, the experience of integrat- 
ing Spain, Greece and Portugal that has en- 
couraged the current generation of EU 
leaders to believe Union membership can 
cement the transition from autocracy to 
democracy. Twenty years ago, it was still 
possible for gun-toting nationalist soldiers 
to charge into the Spanish parliament. A 
generation later, democracy in Spain is se- 
cure, and politicians from those three 
countries play leading roles within the EU. 
A Spaniard, Javier Solana, is the public face 
of the Eu’s foreign and security policy, and 
a Portuguese, Antonio Vitorino, is in 
charge of the sensitive job of creating a 
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European-wide justice system at the Euro- 
pean Commission. 

Inevitably, though, the implications of 
eastward enlargement are complex and 
sometimes double-edged. There is a risk 
that as well as exporting stability, the Euro- 
pean Union might import instability. Such 
instability could arise in one of four ways: 
in the borderlands of the new European 
Union; within the new members; within 
the current 15 members; and through the 
as yet unpredictable effects of enlarge- 
ment on the balance of power within the 
Union itself. 

The borderlands present an obvious 
new risk. Once enlargement is completed, 
the Ev will have frontiers with some pretty 
rough parts of the world. Eastward en- 
largement will take the Ev into the heart of 
the Balkans. Indeed, if Turkey ever joins, 
the EU will have borders with Iraq, Syria 
and Iran, among others. Thanks to Fin- 


land’s membership, the Union already has » 








> a long border with Russia. That will get 
longer still when the Baltic states join the 
EU—and there is an added complication: 
once Lithuania and Poland become mem- 
bers, a Russian enclave—Kaliningrad—will 
lie entirely within the borders of the EU. 
Further south, unless the Eu can broker a 
peace settlement in Cyprus, it may end up 
admitting only the Greek half of the is- 
land, thus placing itself in the middle of 
the long-festering conflict between Greece, 
which has been a member for some time, 
and Turkey, which is keen to join. 

One plausible fear is that in helping to 
stabilise its new members by incorporat- 
ing them into the Union, the EU may inad- 
vertently destabilise the countries on its 
new borders. For example, economic ties 
between Poland and the Ukraine could be 
badly damaged by the requirement that 
Ukrainian visitors to Poland—on the Un- 
ion’s new eastern frontier—must have vi- 
sas. The threat that the EU could become 
involved in new zones of conflict is one 
reason often advanced for trying to pro- 
vide it with a means of taking indepen- 
dent military action. 

New members too could cause trouble. 
Before the Eu will even open negotiations 
with an applicant, it has to be satisfied that 
the candidate country is a functioning de- 
mocracy. The idea of amember state back- 
sliding on democracy is a nightmare for 
the Ev, as illustrated by the mini-crisis pro- 
voked last year by the entry of the far-right 
Freedom Party into the Austrian govern- 
ment. If this sort of thing is possible in a 
mature democracy such as Austria, there 
must be a risk that it could happenin some 
of the new members of the Union, with 
shorter democratic histories and difficult 
economic transitions to go through. 

Yet of all the potential sources of insta- 
bility within an enlarged Union, the threat 
of political backsliding in the new eastern 
members is probably the smallest. Democ- 
racy seems secure in countries such as the 
Czech Republic, Poland and Hungary, 
which are likely to be early members of the 
Union; and countries that are less settled, 
most notably Romania, are further back in 
the queue. 

There is, however, a subtler political 
risk than that of a return to outright auto- 
cracy in the new member countries. Be- 
cause the nation-states of the European 
Union pool sovereignty and legislate 
jointly, members need to be able to trust 
each other. It is not enough for all of them 
to pass the 80,000 pages of laws and regu- 
lations known as the acquis communau- 
taire. They also have to be reasonably 
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confident that these laws and regulations 
will actually be monitored and enforced 
across the Union. 

This issue is already causing tension 
within the present-day EU. “Northern” 
members routinely accuse “southern” 
ones of having laxer standards of adminis- 
tration and honesty in public life. Some 
current members worry that this “trust 
gap” will become even wider once the EU 
admits a batch of post-communist coun- 
tries that are relatively new to the concept 
of an impartial and apolitical civil service. 
The Union has made membership contin- 
gent on the introduction of new adminis- 
trative and judicial structures, but it has no 
mechanism for judging the quality of an 
administration. 

Such a “trust gap” between new and 
old members might also undermine sup- 
port for the European Union within the 
current member states. One reason why 
the current 15 have moved so cautiously 
over enlargement is that it is a politically 
sensitive issue back home, particularly in 
Germany and Austria, where immigration 
from the east is quite widely feared and 
support for the enlargement process is rel- 
atively low (see chart 2). Jörg Haider of 
Austria’s Freedom Party, although now 
theoretically in favour of enlargement, has 
stirred up fear of foreigners in recent cam- 


paigns. Angelika Volle of the German 
Council on Foreign Relations in Berlin 
worries that enlargement might cause a 
“Haiderisation of European politics”. 

In response to these anxieties, the Euro- 
pean Commission has proposed a transi- 
tion period before allowing completely 
free movement of labour within an en- 
larged Union. This could last as long as 
seven years, although it will be reviewed 
after two and five years. Once again, Spain 
and Portugal have set an encouraging pre- 
cedent. They, too, started off with a seven- 
year transition period on the free move- 
ment of labour, but fears of a flood of 
migrants pouring into France and Italy 
were soon found to be misplaced, as were 
fears of a backlash against migrant labour. 

Lurid German newspaper headlines 
have suggested that Germany might face 
6m immigrants from the applicant coun- 
tries within a decade. But a recent study by 
the European Integration Consortium, a 
grouping of West European think-tanks, 
estimated that the current Eu-15 are likely 
to attract around 335,000 immigrants a 
year from the east once free movement of 
labour has been introduced. Given the la- 
bour and skills shortages in the present 
member countries, they should generally 
welcome an influx of eager new workers 
from the east. There may be frictions in 
pockets of high unemployment—such as 
in eastern Germany, where unemploy- 
mentis close to 20%—but since immigrants 
in search of work will tend to go to where 
the jobs are, these are unlikely to be severe. 


Gypsy caravan 

A bigger problem may turn out to be the 
6m or so Gypsies (or Roma) who currently 
live in Central and Eastern Europe. Most of 
them are grindingly poor, so they will 
have plenty of incentives to look for better 
opportunities in the west. Indeed, once 
complete freedom of movement has been 
achieved within an enlarged Eu, Gypsies 
will enjoy the same rights as any other EU 
citizens, including limited access to wel- 
fare benefits in other EU countries. But the 
shrill reaction to the present influx of 
Gypsy asylum-seekers in countries such as 
Britain, Germany and Belgium suggests 
that a broader movement of Gypsies into 
Western Europe could cause real political 
problems. 

For the moment, the Ev is treating the 
issue of the Gypsies as one of minority 
rights and economic opportunities within 
the applicant countries. Mr Verheugen and 
his colleagues usually make a point of vis- 
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* tries such as Bulgaria, Hungary and 
Slovakia. They hope that giving the Gyp- 
sies in Central Europe more opportunities 
and rights in their own countries will pre- 
vent unmanageable outflows to the west. 

The final category of enlargement-re- 
lated issues that worry the Eu’s existing 
members goes to the very heart of the Un- 
ion. The conclusion of the Treaty of Nice 
last December was in many ways a tri- 
umph for the cause of enlargement. The 
allocation to the candidate countries of 
voting rights in the Council of Ministers 
and seats in the European Parliament sud- 
denly made the process of enlargement 
seem much more real. It also removed the 
last formal institutional barriers to en- 
largement. But the acrimonious nature of 
the negotiations, and the difficulty of se- 
curing agreement even among only 15 
members, raised the question whether an 
EU of as many as 27 members would be 
able to operate at all. 

Partly for this reason, a lively debate 
about a future constitution for the EU is 
taking place alongside the enlargement ne- 
gotiations. Some argue that unless the veto 
rights of national governments over pro- 
posed Eu laws—most notably in areas such 
as taxation and regional policy—are cur- 
tailed further, the EU will become para- 
lysed. Others say that “one-size-fits-all” 
policies may become increasingly inap- 
propriate in an enlarged EU made up of 
countries of such different sizes and in- 
come levels. 

All this has led to growing demands for 
an “avant-garde” or “inner core” of EU 
countries that can press ahead with 
deeper integration if they wish. Variants of 
the idea have been promoted by Mr Fi- 
scher and Jacques Delors, an influential 
former head of the European Commis- 
sion. Butin the chancelleries of Central Eu- 
rope such notions are treated with some 
suspicion for fear they might relegate their 
countries to second-class membership. 


Money matters 

Much of the debate on how decisions are 
to be made comes down to money, par- 
ticularly in the tricky areas of agricultural 
and regional policies. Between them, agri- 
cultural spending and regional aid account 
for around 80% of the Eu’s annual budget. 
It is widely believed that extending the 
present system of guaranteed prices and 
direct payments to farmers in Central Eu- 
rope, particularly in Poland, would bank- 
rupt the EU’s common agricultural policy. 
Any compromise that is half-way fair to 
the applicant countries will mean finan- 
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cial sacrifices by the current member 
states, notably France, which has always 
done well out of the cap. When it comes 
to regional and structural funds, it is 
mainly Spain, Portugal and Greece that are 
likely to suffer, because they are the ones 
that get the most subsidies at present. 

The question remains whether all the 
current members will ultimately be will- 
ing to make the short-term sacrifices to al- 
low enlargement to go ahead. Most 
decision makers in the applicant countries 
are confident that their German counter- 
parts (though not necessarily the German 
public) are solidly behind the idea. But 
many fear that France, the traditional co- 
leader of the European Union, remains un- 
reconciled to enlargement. 

French reservations are easy to under- 
stand. For France, the main point of Euro- 
pean integration was to prevent Germany 
from again dominating Europe. Now it 
fears that a united Germany, at the geo- 
graphical heart of an enlarged European 
Union, will indeed emerge as the domi- 
nant economic and political force. Many 
French analysts assume that Central and 
Eastern Europe will form a natural Ger- 
man sphere of influence, which will make 
it hard for France to maintain its traditional 
leading role within the Eu. As a senior 
French official working for the £u puts it: 
“France still has not got over the psycho- 
logical shock of German unification. Pre- 
venting the rise of German power has 
been a French national goal almost since 
the time of Richelieu. Now France is 
searching for a new strategy, but I’m not 





sure it will find it.” 

The arrival of the applicants from the 
east is also hastening the ascendancy of 
English as the EU’s major working lan- 
guage, which has deepened French gloom. 
Moreover, there are fears in Paris that 
countries such as Poland will turn out to 
be exuberantly pro-American, undermin- 
ing another traditional French goal: to de- 
velop the Eu as a block to counter-balance 
the United States. Dominique Moisi of the 
Institute for International Relations in 
Paris says that some senior French dip- 
lomats see the applicants from the east as a 
“Trojan horse for the Atlantic alliance”. 

But the normally unflappable Mr Ver- 
heugen flushes with anger when asked if 
“certain countries” may yet seek to block 
enlargement, and dismisses the idea as 
“bullshit”. Enlargement, he points out, is 
one of the few policies that all £u leaders 
have endorsed—unlike, say, moves to- 
wards a single currency or a common secu- 
rity policy. 

Given the strong consensus among EU 
leaders that enlargement must come, it 
would be hard for France (or Spain, for that 
matter) to wreck the process, although 
they might be able to delay it. And even if 
French policymakers have misgivings 
about the consequences of enlargement, 
most seem to accept that it is both inev- 
itable and necessary. Goran Persson, the 
Swedish prime minister (and the current 
president of the Eu), leaves no room for 
doubt: “Any country that tried to block en- 
largement would bear a heavy and his- 
toric responsibility.” | 
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Poland’s office for EU integration, why 
his country wants to join the European 
club, and he laughs: “I haven’t thought 
about that for ten years.” Countries such as 
Poland, the Czech Republic and Hungary 
feel that they are culturally part of the 
west, and that it was only the tragic acci- 
dent of the cold war that cut them off from 
the past 50 years of economic and political 
progress. Their leaders believe that joining 
the Eu will anchor them in the prosperous 
stability of the west and allow them to 
turn their backs on the threat of chaos, ty- 
ranny and poverty to the east. 

When pressed, Mr Saryusz-Wolski will 
cite economic, diplomatic and strategic 
reasons for Polish membership of the Un- 
ion. But the ultimate argument—and the 
reason why Mr Saryusz-Wolski feels EU 
membership is not even worth debat- 
ing—is “civilisational”. As one of his col- 
leagues puts it: “Imagine there is a river 
running through Europe, dividing east 
from west. We have to make sure we are on 
the right side of the river.” 

But there are also more concrete rea- 
sons for joining the Eu, of which the econ- 
omic ones hold the greatest popular 
appeal. Opinion surveys show that for 
Poles, as for other Central Europeans, the 
promise of prosperity of the sort the west 
enjoys is one of the strongest motives for 


~ pursuing membership. Poland and Hun- 


_ gary suffered deep recessions in the after- 
math of the fall of communism, but have 

= since seen rapid economic growth. They 
are hoping that full membership of the EU 
= will keep that growth going, and eventu- 
ally allow them to close the wealth gap 
with their western neighbours. Whether 
such hopes are justified will be examined 
in more detail in the next section. 

Oddly, the new applicants also often 
cite European regulation (which some ex- 
isting members regard as a curse) as one of 
the attractions of EU membership. Even if 
they consider parts of the acquis commu- 
nautaire silly or inappropriate for them, 
many Central and East Europeans like the 
idea of rules imposed from Brussels to 
force the new members to maintain open 
government and a competitive business 
environment. They fear that without the 
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EU to keep order, their relatively new po- 
litical and economic arrangements could 
still be vulnerable to crony capitalism of 
the Russian sort. “All the intrusive regula- 
tion that most angers the Brits,” says one 
Warsaw-based commentator, “that’s ex- 
actly what we need in Poland.” 

Russia’s long shadow also makes EU 
membership a security issue. Poland, the 
Czech Republic and Hungary have already 
joined NATO, and nine other countries, in- 
cluding the Baltic states, are in the queue. 
But even though NATO is a security alli- 
ance and the Eu is not, the applicants feel 
that membership of the Eu confers an ex- 
tra level of security. It is simply inconceiv- 
able—isn’t it?—that Russia would dare to 
threaten a full member of the EU. 

As for Germany, the other historical 
threat to the countries of Eastern Europe, 
the European Union is specifically de- 
signed to water down the power of big 
countries. Poland, with a population half 
as big as Germany’s and an economy a 
tenth the size, will get 27 votes in the law- 
making Council of Ministers, against the 
Germans’ 29. And even tiny applicants 
such as Estonia (population 1.4m) or Malta 
(population 400,000) will secure a seat at 
the top table for their prime ministers, who 
will have as much right to speak and be 
heard as the prime ministers of the big 
powers of Western Europe. Indeed, mem- 
bership will be good for the candidate 
countries’ elites all round. A well-educated 
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Pole, Czech or Balt with a good grasp of 
English can expect all sorts of lucrative ca- 
reer opportunities in Western Europe. 

So dazzled have the applicant countries 
been by the strategic arguments for mem- 
bership that they have only just begun to 
notice the practical obstacles to getting in, 
and the difficulty of playing by the rules 
once inside. Some local commentators are 
beginning to worry that EU membership 
has been oversold as a panacea for all sorts 
of problems, and see a risk of a backlash. 


The small print 

Ivan Krastev of the Centre for Liberal Strat- 
egies, a Bulgarian think-tank, notes that 
the idea of EU membership is most popu- 
lar in those countries that are furthest 
away from joining. Support in Poland, the 
Czech Republic and Hungary is solid, but 
not overwhelming (see chart 3), whereas 
in Romania it is much higher and, says Mr 
Krastev, “I’m sure there is 100% support in 
Albania.” Recent visitors to Albania have 
indeed found the country full of fluttering 
EU flags, reflecting Albania’s belief that its 
role in the Kosovo war might prove a fast 
track to EU membership. 

In countries close to joining, the small 
group of people who follow £u affairs are 
often worried that the public remains un- 
prepared for the realities of being a mem- 
ber of the Union. Tibor Navracsics, a 
Hungarian academic, feels that because 
Hungary’s pro-European political parties 
have failed to initiate a real debate on EU 
membership, “The danger of the emer- 
gence of a strong Europhobic movementis 
quite high. The EU may come to epitomise 
a remote organisation demanding finan- 
cial restrictions and higher taxes, yet fail- 
ing to deliver improvements for ordinary 
people.” Similar concerns are being voiced 
in Poland. According to a recent academic 
paper presented to the Polish Senate, “The 
absence of a debate to confront various vi- 
sions of European political integration will 
have disastrous consequences when deci- 
sions have to be taken which the unpre- 
pared public will refuse to accept.” 

The Czech Republic is unusual in that 
some of its mainstream politicians are 
willing to give such anxieties a public air- 
ing. Vaclav Klaus, the leader of the opposi- >> 





> tion and a self-proclaimed Thatcherite, is 
openly critical of the “Brussels bureauc- 
racy” and the “scheming federalists” who 
would “enforce an artificial unification of 
Europe.” But even Mr Klaus stops well 
short of opposing Czech Ev entry. 

As negotiations have proceeded, the 
applicant countries have become more 
aware of anumber of specific problems as- 
sociated with membership. For example, 
the Eu’s opposition to state aid to industry 
has increased the pressure to close uncom- 
petitive state enterprises. Much of this sort 
of change would have been necessary 
whether or not countries were getting 
ready to join the EU—but it has done little 
to endear the £u to workers who have lost 
their jobs. 

Officials from applicant countries have 
also been startled to find that the EU is not 
always a force for economic liberalisation. 
The Estonians, who got free-market reli- 
gion in the post-communist era, grumble 
that they are now having to raise tariffs 
again to fitin with Eu policies. And whenit 
comes to agriculture, the Ev is still ad- 
dicted to central planning. Thus the Poles, 
having liberalised their agriculture after 
the fall of communism, will have to recruit 
12,000 new bureaucrats to administer EU 
agricultural policies. 


The big issues 

Agriculture is the worst headache for the 
applicant countries, and particularly for 
Poland. Whereas in the EU-15 the farm sec- 
tor employs around 5% of the population, 
in Poland the proportion is over 20%. Agri- 
cultural plots are small and yields are low. 
In parts of Poland the horse and cart has 
yet to give way to the tractor. Polish farm- 
ers are doing pretty badly anyway, and 
fear that if they have to compete with the 
efficient industrialised farms of Western 
Europe they will do even worse. 

The backlash against industrialised 
farming that has followed the BSE and 
foot-and-mouth epidemics has raised 
hopes that the increased demand for or- 
ganic food will miraculously turn to the 
advantage of Central and Eastern Europe. 
Something like half the land in Bulgaria, 
for example, has never had chemical fertil- 
iser put on it. Yet even the most optimistic 
forecasts put the share of organic produce 
in total EU food sales at no more than 20% 
a decade from now. And even if Polish 
smallholders can get themselves organ- 
ised for the export trade, they will find that 
obtaining the all-important “organic” label 
is not just a simple matter of doing with- 
out chemicals, but involves some horribly 
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complicated bureaucratic procedures. 

Central and East European farmers will 
be doubly handicapped when trying to 
compete with their western equivalents: 
not only are they much more backward, 
but they are also likely to miss out on much 
of the Eu’s elaborate system of agricultural 
support known as the common agricul- 
tural policy. Under current plans, this pol- 
icy will not be fully extended to the east. 
Romano Prodi, the head of the European 
Commission, explains that it would be 
simply too expensive. 

The eu has come up with some du- 
bious justifications for its plans. Direct 
payments to farmers, it says, are meant to 
compensate for falling agricultural prices; 
but eastern farmers have not been getting 
western prices for their produce anyway, 
so there is no need to compensate them. 
More recently, the EU has begun to move 
towards the idea of phasing in direct pay- 
ments to the applicants, in advance of a 
grand reform of the car which would be 
negotiated in 2005 and kick in after the cur- 
rent budget runs out in 2006. The Union 
has also realised that many of the farmers 
from applicant countries would not qual- 
ify for subsidies anyway because their 
plots are too small, so the numbers are not 
as scary as they look at first sight. Even so, 
agriculture remains probably the most dif- 
ficult issue to be settled in this current 
round of applications. 

However, what is known in Brussels 
parlance as “cohesion” and “structural” 
funds run it a close second. In the past, less- 
well-off members—notably Spain, Ireland, 
Portugal and Greece—have received gener- 
ous financial help from the eu through 
these funds, which dish out regional and 
infrastructure aid. Many motorways, 
bridges and buildings across southern Eu- 
rope should have “Thank you, Brussels” 
emblazoned across them. 

Yet the current wave of applicants fear 
that in future the Eu will be markedly less 
generous, for two reasons. First, the next 





round of enlargement will greatly increase 
the number of poor Ev citizens. One cal- 
culation for the European Commission 
showed that 51 of 53 regions in the ten Cen- 
tral European applicant countries have an 
average GDP per head below 75% of the EU 
average, which under current rules would 
automatically qualify them for regional 
aid. However, as with agriculture, the EU 
will probably try to find ways to massage 
down their entitlements. Second, the cur- 
rent beneficiaries of EU regional and struc- 
tural hand-outs are reluctant to give up 
their claims in favour of their new poor 
cousins. For example, Spain has been care- 
ful to retain a national veto over all eu de- 
cisions on regional aid. And as fate would 
have it, the country that will hold the EU 
presidency and therefore chair all the ne- 
gotiating sessions in the first half of next 
year—when a deal on regional and struc- 
tural funds is meant to be hammered 
out—is Spain. 

However, if the Union is too mean with 
the applicant countries, their current 
warm approval of EU membership could 
turn frosty. They are already beginning to 
discover that some of the obligations that 
EU membership will impose on them will 
be very expensive. According to the World 
Bank, full implementation of EU environ- 
mental law will cost the applicant coun- 
tries €50 billion-100 billion over the next 
decade. Some of the environmental 
changes would be desirable whether these 
countries join or not; others seem unnec- 
cessarily rigorous at their present state of 
development. 

The wealth gap between present and 
potential members also explains why an- 
other issue is proving so emotive in the ap- 
plicant countries: land. There is a deep fear 
across Central and Eastern Europe that rich 
westerners—particularly Germans—will 
buy up large chunks of their countries. The 
price of agricultural land in Poland can be 
as little as one-tenth that of equivalent 


land across the border in Germany. The » 





ame goes for houses. The problem is all 
he more acute because borders shifted 
fter the second world war, and millions 
of ethnic-Germans were expelled from ar- 
-eas that are now part of Poland or the 
a een Republic. 
-> In Polish border towns such as Stubice, 
a which lies across the river from Germany’s 
__ Frankfurt on the Oder, the Poles are very 
keen on co-operation with their German 
eighbours; the two towns even have a 
Mnt university. But Krzysztof Wojcie- 
howski, the administrative director of the 
niversity on the Polish side, points out 
iat he knows of only two Poles in Stubice 
vho were actually born in the town. The 
ocal community is made up of immi- 
rants who replaced the Germans forced 
ut after the second world war. Now 
nany of them are nervous that when Po- 
and joins the Eu the Germans will return, 
ither waving documents to reclaim their 
id homes, or simply waving wads of cash 
) buy up properties. Mr Wojciechowski 
egards such fears as needlessly alarmist, 
ta recent rally of the far-right NPD party 
nthe German side of the Oder did noth- 








ing to reassure the Poles. 

Because the land issue is so sensitive, 
the Polish government is asking for an 18- 
year moratorium before foreigners can 
buy land in Poland. The Czechs and Hun- 
garians, for their part, are asking for 10- 
year transition periods. These requests 
will not be easy to accommodate, because 
free movement of capital is one of the ba- 
sic principles of the internal market. 


The really important things in life 
But a backlash in the applicant countries 
could just as easily be provoked by some- 
thing much more trivial. Take cigarette 
prices. At present the EU is trying to agree 
on minimal levels of duty, if only to dis- 
courage cigarette smuggling. But one EU of- 
ficial has calculated that if standard Eu 
duties were applied to cigarettes in Roma- 
nia, the price of a packet would go up by 
600%. In a poor, hard-smoking country it 
is difficult to think of a better way of alien- 
ating the man in the street. 

Pay levels of Eu officials could also be- 
come a stumbling block. Even in the west, 
eurocrats are often considered pampered 


and overpaid, but in the east their remu- 
neration will be seen as positively outlan- 
dish. For example, the prime minister of 
Hungary, one of the most prosperous ap- 
plicant countries, is paid about $30,000 a 
year, whereas Hungary’s first EU commis- 
sioner will receive about six times that. 
Similarly, the pay and conditions of a 
member of the European Parliament are 
seen as so enticing that long queues of 
would-be candidates are already forming. 
It all seems a recipe for alienation between 
a euro-connected elite and a disgruntled 
general population. 

Yet despite the potential pitfalls, both 
sides are determined to press ahead. Ex- 
perience in Western Europe has shown 
that the general rise in living standards 
within the European Union has been more 
than enough to make membership worth- 
while. If eu enlargement can be seen to de- 
liver the top priority of ordinary people in 
Central and Eastern Europe—better oppor- 
tunities and greater prosperity—it will suc- 
ceed. Strategic reasons for joining are all 
well and good, but the economics of en- 
largement remain crucial. @ 





‘HE cities of Central and Eastern Europe 
are full of Irish pubs. But it is not just 
nkers hunched over their pints of Guin- 
ess who are dreaming of the Emerald Isle. 
n foreign and finance ministries too, a sur- 
rising refrain can be heard: “We want to 
be like Ireland.” . 

Ireland is held up as a model because it 
. has done astoundingly well since it joined 
the ev. In the early 1970s, just before it 
_ joined the European Economic Commu- 
nity (as it then was), the country’s GDP per 
_ head, measured on a purchasing-power 
basis, was only 61% of the £u-15 average; 
_ by 1990 it had reached 73%, and today it is 
115%. In only 30 years, the Irish caught up 

vith and then overtook the rest of the Eu. 
But EU membership is not a guarantee 
yr getting rich quick. When Greece joined 
the EEC in 1981, it had an income level of 
69% of the community average, but this 
as come down to about 67% now (al- 
though in absolute terms the country is 
uch better off). Spain and Portugal, by 
ontrast, have narrowed the gap with the 
EU average since joining, but are still some 




















way from closing it (see chart 4, next page). 

So what did the Irish get right, and can 
others repeat the trick? One reason that the 
Irish have managed such rapid growth in 
income per head is that there are not very 
many of them. In a country with a popula- 
tion of just over 3m, high levels of foreign 
direct investment can have a dramatic ef- 
fect. In the past decade in particular, for- 
eign investment in Ireland has surged. In 
this respect, Ireland’s story resembles that 
of Singapore or Hong Kong, which have 
also managed to use a business-friendly 
environment to attract high levels of for- 
eign investment, particularly in technol- 
ogy. Like Ireland, they have small 
populations that were rapidly made richer 
by a surge of foreign investment. 

Still, there are aspects of the Irish ex- 
perience that new members of the Euro- 
pean Union could learn from. Unlike the 
Greeks, the Irish made good use of the EU 
aid that flowed into their country, ensur- 
ing that it was well-administered and 
went into infrastructure projects of lasting 
value. They also attracted many foreign in- 


vestors who wanted to take advantage of 
the European single market by setting low 
levels of corporation tax and cutting bu- 
reaucracy. However, some of the things 
the Irish did—such as allowing some for- 
eign investors to pay lower taxes than do- 
mestic investors~are now illegal under 
European law. 


No golden hallo 
The main reason why joining the Eu will 
not provide the countries of Central and 
Eastern Europe with an economic boost of 
Irish proportions is blindingly simple. Un- 
like Ireland, Spain and Portugal, the appli- 
cant countries in the east have been given 
access to EU markets before they formally 
join the Union. Having concluded free- 
trade agreements with the Eu in the early 
1990s, they are already enjoying most of 
the economic benefits of membership, in 
particular free trade in industrial goods. 
There has already been a dramatic shift 
in trade patterns since the demise of the 
iron curtain. In 1988 the communist coun- 
tries of Central and Eastern Europe did » 
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> around a third of their trade with the EU; 
by 1998 this proportion had grown to 
around two-thirds. That gave the EU a 
healthy surplus with the applicant coun- 
tries, which leapt to $30 billion in 2000. 

Foreign direct investment has also shot 
up. According to a forthcoming report from 
the Centre for European Reform, a think- 
tank, foreign direct investment in Poland 
in the decade to 1995 amounted to less 
than $1 billion, whereas in 1999 alone the 
figure was $7.5 billion. For all ten appli- 
cants from Central and Eastern Europe, the 
stock of foreign direct investment nearly 
doubled between 1995 and 1998, from $33 
billion to $63.4 billion. Although these fig- 
ures are small in global terms, they are 
large enough to have a significant effect on 
the recipient countries. A recent study car- 
ried out by the European Integration Con- 
sortium, a group of economic research 
institutes, showed that total annual capital 
inflows into the candidate countries in 
1999 amounted to 6% of GDP and almost a 
quarter of fixed investment. 

Full membership will not change the 
applicant countries’ economic prospects 
immediately. Agricultural trade will be lib- 
eralised, but that is unlikely to be much 
help to them in the short term because 
their farm sectors are relatively backward 
and inefficient. There will be rather more 
EU aid coming in, but that, too, is unlikely 
to be a great bonanza, for the reasons out- 
lined in the previous section. Besides, even 
if there were plenty of money available, 
under EU rules no country can receive 
more than the equivalent of 4% of its GDP 
in EU aid. This is meant to ensure that 
countries are able to absorb whatever EU 
money is coming their way, but it will also 
guarantee that the poorest countries will 
receive the least aid in absolute terms. 

Thanks to the Eu’s internal market, 
however, the applicant countries will get 
more than duty-free access to the markets 
of other member states: they will also 
have to adopt the whole body of EU regu- 
lations and legal safeguards. This, they 
hope, will reassure and encourage inves- 
tors, who will no longer regard them as 
“emerging markets” with all the implied 
risks of corruption and ramshackle ad- 
ministration. The movement of goods 
across frontiers should become easier, and 
queues at the borders should disappear. 

Some businesses in the service sector 
will also be freed from irksome non-tariff 
barriers. For example, Vaclav Fischer, 
whose company, Fischer Travel, is one of 
the best-known business names in the 
Czech Republic, can point to a solid advan- 
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tage that his agency will gain when his 
country joins the EU. At present all of Fi- 
scher Travel’s flights to the Eu have to start 
from the Czech Republic itself. Once inside 
the Union, Mr Fischer could offer tours 
starting in other Eu countries but still keep 
his head office in low-cost Prague. 

However, adopting EU regulations— 
particularly in the social and environmen- 
tal fields—may prove burdensome for the 
new members and increase their costs. At 
present, average manufacturing wages in 
the eastern applicant countries are only 
15% of average levels in the EU-15. One emi- 
nent German commentator argues that 
German workers, rather than opposing en- 
largement, should be supporting it: “Once 
the applicant countries are in, they be- 
come less competitive because they have 
to keep to our social and environmental 
standards. It’s to our economic advantage, 
it’s not to their advantage.” 

And then there is the euro. All the can- 
didate countries have had to sign up to join 
the European single currency in due 


course. Many present members of the 
eurozone seem to think there will be along 
gap between the Central and East Europe- 
ans joining the Union and adopting the 
single currency, but they are probably 
wrong. A recent study carried out for the 
Dutch government concluded that most of 
the applicant countries are already fairly 
close to meeting the demanding “Maas- 
tricht criteria” on inflation, fiscal deficits 
and public debt. If some applicant coun- 
tries get into the EU in 2004, they should be 
able to join the euro as early as 2006. 

The thought of sharing their currency 
with Poles and Estonians may make the 
Germans and French queasy, but it is hard 
to see how they can avoid it. The applicant 
countries, for their part, are hoping that 
membership of the euro will provide them 
with an extra economic boost. Interest 
rates will fall, often very sharply; and cur- 
rency stability should persuade foreign in- 
vestors to buy shares and bonds in the 
new members states without demanding 
such a large risk premium. This should 
help the newcomers to tolerate inflation 
above the European average without en- 
dangering the stability of their economies. 

The main questions the applicants 
need to ask themselves about euro mem- 
bership are whether their banking systems 
can stand it, and whether they can live 
with the tight fiscal controls membership 
imposes. Members are supposed to limit 
their budget deficits to 3% of GDP, which 
some of the newcomers might find unduly 
restrictive at a time when they are aiming 
for high growth—though it should be 
noted that tight fiscal control was part of 
the Irish success story. 


Catch up, but when? 

How will all these factors balance out for 
the candidate countries? Will there be a 
fresh surge of investment and trade once 
full membership of the Eu is achieved? 
The recent report by the European Integra- 
tion Consortium points out that trade be- 
tween the applicant countries and the 
current members of the Eu is running only 
around half the “normal” level of intra-EU 
trade, but it also says that because “the 
conditions of trade with the Central and 
East European countries already resemble 
those applicable to other EU members... 
the further impact of accession on the 
trade potential is likely to be fairly moder- 
ate.” The consortium’s report is more op- 
timistic about the scope for future 
investment. On the basis of statistics on 
trade and investment within the Ev, it sug- 
gests that: “Capital flows to the Central and » 























zast European countries may double inthe 
ake of accession.” 

-That would represent a considerable 
‘boost to the new members’ economies. 
But businessmen on the ground are less 
sanguine. PricewaterhouseCoopers, a con- 
sultancy, recently talked to senior execu- 
tives at over 40 companies with an interest 
n the region and concluded that: “Very 
ew of our interviewees believe that there 
e significant benefits still to come from 
he enlargement process... this is because 
most, if not all, of the benefits are already 
ivailable.” pwc also points out that al- 
hough foreign direct investment per head 
n the applicant countries is still well be- 
ow that in the current EU members, “to a 
arge extent this reflects differences in in- 
‘ome per head and, hence, market poten- 
ial.. Relative growth of Fp1 will be 
radual, rather than dramatic.” 


'ENTION of the Eu’s negotiations 
with the candidate countries brings 
: derisive snort from Daniel Gros, head of 
y€ Centre for European Policy Studies, a 
russels think-tank. “What negotiations?” 
asks. “They haven’t even started yet.” 
Curiously enough, despite all the huff- 
ng and puffing about enlargement, and 
espite the EU’s stated ambition to admit 
ye new members in time for them to take 
rt in the 2004 elections to the European 
arliament, Mr Gros has a point. The really 
ough negotiations—on agriculture, struc- 
ural funds and the free movement of peo- 
_ ple and capital—have not even begun. 

- — The explanation lies in the way the ac- 
cession process is structured. To be al- 
_ lowed through the European Union’s 
_. pearly gates, a candidate has to pass a se- 
ries of tests. Before negotiations of any sort 
can start, it has to satisfy the Union that it 
ias met the political prerequisites of “de- 
mocracy, the rule of law, human rights 
nd... protection of minorities.” Turkey has 
yet to meet these political criteria, so it can- 
not even begin talks with the Eu. But12 ap- 
‘plicants have got as far as starting 
‘discussions with the Ev. Poland, the Czech 
Republic, Hungary, Estonia, Slovenia and 
Cyprus got the go-ahead in 1997; a second 
roup—Latvia, Lithuania, Malta, the Slo- 
ak Republic, Bulgaria and Romania—fol- 















Gradual rather than dramatic will prob- 
ably also be the watchword for general 
economic convergence between the 
present and the new members of the Un- 
ion. Greece apart, the history of the EU 
since 1957 suggests that member states’ in- 
come levels do gradually converge, al- 
though some will always be higher than 
others. The European Integration Consor- 
tium suggests that: “On the basis of the 
convergence rates observed in the £U in 
the post-war period, the half-life of the 
Central/East European-EU income gap 
would amount to more than 30 years.” Dif- 
ferent countries would converge at differ- 
ent speeds. Extrapolating from recent 
growth rates, Slovenia might take only ten 
years to catch up, whereas Romania might 
face a 600-year haul. 

Still, the prospect of economic conver- 
gence with the wealthy west—even if it 


lowed in 1999. 

Twelve sets of bilateral negotiations be- 
tween the Eu and the applicant countries 
are now in progress. The acquis commu- 
nautaire, the existing body of Eu law, is 
chopped up into 31 different chapters, 
covering everything from agriculture to 
the environment and the free movement 
of labour. To complete the obstacle course 
of accession talks, a country has to “close” 
all 31 chapters successfully. The simplest 
way of doing this is to pass all the relevant 
EU laws. But often one side or the other 
will seek a temporary modification of the 
acquis, a “transition period”. Most of the 
requests for transition periods come from 
the applicants (eg, Poland’s request for a 
moratorium on the purchase of land by 
foreigners), but occasionally the EU makes 
demands of its own (eg, to delay the free 
movement of labour). 

The negotiations are about trying to 
narrow the differences between the EU 
and an applicant country so that a chapter 
can be closed. The Union’s strategy has 
been to deal with the easiest and least 
controversial chapters first, which has re- 
sulted in the satisfying sound of dossiers 
being snapped shut all over Brussels. By 
the end of March 2001, Cyprus, Estonia 
and Slovenia were ahead in the chapter- 
closing race, with a tally of 18 completed; 








takes time—is a mighty prize to dangle be- 
fore the applicant countries; all the more 
so because most of the countries of Cen- 
tral and Eastern Europe are only now 
emerging from the huge economic disloca- 
tions that accompanied the fall of commu- 
nism. By 1998 only two of those applicant 
countries—Poland and Slovenia—had re- 
gained the output levels they had reached 
in 1989, just before the iron curtain came 
down. The loss of jobs in heavy industry 
and in state-run enterprises has left some 
countries with high levels of unemploy- 
ment. But with some exceptions~Roma- 
nia being the most notable—the applicant 
countries are now enjoying more rapid 
economic growth than the current EU-15 as 
a whole. If they can keep it up, they should 
eventually draw level with the present 
members. But first they need to get into the 
club. @ 





Hungary had finished 17, the Poles 15 and 
Romania a mere six, which put it last. Mr 
Gros’s gibe that real negotiations have not 
yet started is correct in the sense that most 
of the chapters closed so far have involved 
satisfying the Eu that the necessary legisla- 
tion in a given field has been passed. Talks 
on the really tough chapters—agriculture 
and regional aid—are not scheduled until 
the first half of next year. That will be the 
time when the process of political give- 
and-take will start in earnest. 

Doing the easy bits first allows the Eu to 
hold out a realistic hope that a large num- 
ber of countries will have concluded nego- 
tiations by the end of next year, and will be 
ready to join the Union by the beginning 
of 2004. But it also carries the risk that if 
the negotiations hit trouble, the whole 
timetable will be set back. 

One possible solution doing the rounds 
in Brussels would be to delay long-term re- 
form of both agricultural and regional pol- 
icy until after enlargement is completed. 
There is enough money in the current EU 
budget, which runs until 2006, to cobble 
together an interim solution. A grand re- 
form of agriculture and the budget could 
then be tackled once the new members 
have got their feet under the table. But this 
is arisky strategy. Many current members 
are reluctant to sanction enlargement until pp 
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There will be slaughter when they start talking about farming 


its budgetary implications are nailed 
down. Moreover, it would further delay a 
comprehensive reform of agricultural pol- 
icy that is already long overdue. A recent 
study for the Dutch government argued 
that deferring reform of the CAP and re- 
gional-aid policies until after enlargement 
is an invitation to subsequent “severe po- 
litical crises”. On the other hand, allowing 
enlargement to be sunk on the rocks of ag- 
ricultural reform would also provoke a se- 
vere political crisis. 


Who and when? 

The most popular parlour game in the 
strange world of EU enlargement politics 
might be called “Who and when”. Who 
will be allowed into the club first, and 
when will it happen? 

Officially, the EU maintains that this 
will be determined by objective criteria. 
Whichever countries satisfy all the criteria 
first will get in first, and it will happen 
when it happens. In reality, though, every- 
body knows that enlargement is ulti- 
mately a political issue, and politicians on 
both sides will have to strike a bargain. 

Their answer to the “who” question 
has two popular variants, known collo- 
quially as the “big bang” and the “little 
bang”. Supporters of the little bang argue 
that in the end the Eu will decide that the 
big countries—particularly Poland—will 
not be ready to sign a deal by the end of 
2002. But to demonstrate that the enlarge- 


ment process is not just a gigantic tease, it 
will allow in some of the smaller countries 
that carry less economic and political 
weight. The smallest possible bang might 
take in Slovenia and Estonia. A more credi- 
ble little bang would include Hungary and 
probably the Czech Republic. 

But how plausible would it be to leave 
Poland out? The Eu’s most recent report on 
Polish readiness, issued towards the end of 
last year, was encouraging, but the Poles 
have set ambitious targets for closing chap- 
ters in the first six months of this year that 
will not be met. They grumble that the Eu 
has been slow to get its act together; the EU 
counter-grumbles that Poland is guilty of 
the same offence. One commentator who 
follows the issue closely likens Poland to 
“the fat boy in the middle of the class who 
keeps failing to hand in his homework on 
time”. 

Even so, the political dynamics of en- 
largement suggest that the fat boy will just 
scrape through. Whatever its failings in 
matters of detail, itis hard to argue that Po- 
land is in worse economic and political 
shape than countries such as the Czech Re 
public and Estonia, which currently ap- 
pear to be ahead in the race. Poland also 
has powerful friends, above all Germany. 
As one Nordic ambassador to the EU puts 
it: “For Germany, the whole point of en- 
largement is Poland. It is just inconceivable 
that it would allow a first wave of enlarge- 
ment that did notinclude the Poles.” 





Once the Poles are in, the attractions of 
a really “big bang” will increase. Politi- 
cians will ask: can we really let in one Bal- 
tic state (those goody-goody Estonians) 
and leave out the other two? Can we really 
let in the Czechs and keep out the Slovaks? 
The answer on both counts is likely to be 
no. In this respect the enlargement process 
may come to look like the argument over 
who could join Europe’s single currency. 
The Ev'’s first instinct had been to adopt a 
strict interpretation of the Maastricht crite- 
ria, which would have limited the number 
of countries joining the euro, but the politi- 
cal difficulty of saying no proved over- 
whelming. Something similar is likely to 
happen with enlargement. The most prob- 
able outcome, therefore, is that eight to ten 
of the applicant countries will become 
members in 2004 or 2005, with only Bul- 
garia and Romania certain to miss out on 
the first wave. 


The ratification game 

But enlargement will not end with the an- 
nouncement of the lucky winners and 
their entry dates. It will still have to be rati- 
fied by the parliaments of all the existing 
members as well as by those of all the new 
members. Most of the new members will 
also hold referendums. The outcome is not 
a foregone conclusion; indeed, there is po- 
tential for considerable trouble. 

Take the applicant countries first. Some 
referendums could easily go wrong. Cur- 
rent opinion polls in Malta, for example, 
suggest that the little island may actually 
reject EU membership even if offered it. 
This may not have much geopolitical ef- 
fect, but not being good enough for Malta 
might deal a blow to the Ev’s self-esteem. 

Much more serious would be rejection 
by one of the big countries of Central and 
Eastern Europe. As noted earlier, support 
for EU membership has tended to decline 
in all the applicant countries as the pros- 
pect has become more real. In Poland and 
Hungary support is still a little above 50%, 
with substantial numbers of “don’t 
knows”. The chances are still that these 
countries will say yes to the Eu. Butif they 
felt that they had been given a bad deal in 
the negotiations, they might conceivably 
end up Saying no. 

However, if a deal on enlargement 
were to blow up, the explosion would be 
more likely to happen in the existing mem- 
ber countries. Opinion polls suggest that 
support for EU enlargement among west- 
ern voters is subdued, and that the issue is 
regarded as a low priority. At the moment 
there is a cross-party political consensus in >» 





avour of enlargement in almost all the 
U-15 countries. But what if a mainstream 
Austrian or German political party were to 
fasten on the prospect of immigrants from 
_ the east, or if a Spanish or Portuguese 
__. party were to decide that the financial sac- 
- Yifices for their country were just too great? 
_. Some of the existing members may 
even have referendums on enlargement, 
because it will involve changes to the EU’s 
reaties. Such referendums can easily be- 
ome hostage to general feelings of hostil- 
ty to the European Union. One early test 
f this will come on June 7th, when Ireland 
; due to vote on the Nice treaty, concluded 
ast December, that adapted the Ev’s insti- 
itions to allow for enlargement. Ireland is 
enerally regarded as reliably pro-Euro- 
ean. But the EU and all its works are not 
articularly popular there at the moment 
yecause of a recent reprimand from Brus- 
els over Ireland’s budgetary policy. Opin- 

















ion polls suggest that a no vote is possible. 
That would plunge the enlargement pro- 
cess into an early crisis. 

Lastly, there is the issue that some ob- 
servers regard as the unexploded bomb 
beneath the whole enlargement process: 
Cyprus. At present, the island is divided 
into a Turkish-occupied and a Greek-occu- 
pied part. The EU is negotiating only with 
the Greek part, but has made it clear that it 
is extremely reluctant to admit a divided is- 
land to membership. The hope is still that 
the prospect of enlargement will spur a 
Cyprus settlement, allowing the Union to 
welcome a reunited island as a member. 
But so far there is no sign of progress in the 
peace talks. 

This confronts the Union with a di- 
lemma. Admitting a divided island would 
enrage and possibly destabilise Turkey, an 
important strategic partner. That is reason 
enough for many existing members to op- 


pose the idea; indeed the Dutch Parlia- 
ment has passed a resolution saying that it 
would vote against any enlargement that 
included a divided Cyprus. But the Greeks 
are equally adamant that their bit of Cy- 
prus must be allowed into the Union. The 
Greek Parliament would very likely veto 
any enlargement that keeps Cyprus out. 

The top ranks of the £u are utterly di- 
vided on what to do. One senior Ev official 
says that, faced with the certainty of a 
Greek veto of enlargement, the EU would 
have to let in a divided Cyprus because 
“we simply cannot let the whole of Central 
Europe be held hostage by the Cyprus 
question.” Across the road, another top of- 
ficial says it is “inconceivable” that the EU 
would letin a divided Cyprus. 

Either way, the Cyprus issue begs the 
question of relations with Turkey. And 
that, in turn, raises the ultimate issue of EU 
enlargement: where will the EU stop? @ 





A. SUCCESSFUL conclusion of the cur- 
.rent enlargement negotiations will al- 

most double the number of European 

Jnion members. The Europe of 15 will be- 
ome the Europe of 27. Many Ev politi- 
ians and policymakers will want to call a 
walt there: they already harbour serious 
loubts about the union’s ability to cope 
vith even 12 new members. But drawing a 
ine may prove impossible. 

The first and most pressing issue will be 
Turkey's application to join the Union. The 
Turks have been kept waiting for decades. 
They signed an association agreement 

_ with the EEc—widely seen as a first step on 
_ the road to membership—back in 1963, 30 
long years before the Czech Republic 
signed a similar agreement. Turkey’s for- 
‘mal application for membership was sub- 
mitted in 1987, seven years before Poland’s 
nd Hungary’s. If and when the countries 
f Central and Eastern Europe are admit- 
d, the question of what to do about Tur- 
‘key will become acute. 

=- But Turkey will not be the only country 
hammering at the door. Almost all the Bal- 
kan countries also aspire to join the Union. 
he EU is encouraging them to think about 
nembership, in the hope that the prospect 
vill improve stability and respect for hu- 
nan rights. On April 9th Macedonia, still 




















on the brink of a civil war, became the first 
Balkan country to sign a “stabilisation and 
association agreement” with the Ev, hold- 
ing out the prospect of eventual member- 
ship. Croatia is already in discussions 
about signing a similar agreement, and Al- 
bania, Bosnia and Yugoslavia are other po- 
tential candidates. 

If the Balkan countries can join, what 
about Russia's partners in the Common- 
wealth of Independent States (cis)? And 
come to think of it, what about Russia it- 
self? Opinion polls show that over 50% of 
Russians think it would be a good idea for 
them to join the Ev. But policymakers in 
the Eu do not return the favour. Russia is 
just too big and too different, they say, and 
would be too difficult to absorb. The pro- 
blem, though, would be to find an objec- 
tive reason for keeping Russia (or any other 
future applicant) out should it ever decide 
to put in a bid for membership. The Ev is 
meant to be a liberal organisation, based 
on rational, non-discriminatory princi- 
ples. It cannot say (to Turkey): “We won't 
let you in because you are mainly Mus- 
lims,” or (to Russia): “We won’t let you in 
because we don’t trust you.” It has to apply 
objective criteria. 

And if, eventually, future applicants 
were to satisfy the EU’s political and econ- 


omic requirements? Then let them in, 
some would say. After all, if Ukraine, or in- 
deed Russia, had a well-established de- 
mocracy and a functioning market 
economy, there would be no need to 
worry about it becoming a member. The 
Brussels-based Centre for European Policy 
Studies has already published a paper 
spelling out voting weights and numbers 
of MEPs in a future European Union of 50 
members (echoing, not entirely coinci- 
dentally, the number of states in the USA). 
Others shake their heads and say that 
the Union must find objective criteria to 
support what at heart everybody feels: 
that some countries can never become 
members. But what might these criteria 
be? Geography won't do. After all, if Tur- 
key is deemed to be part of Europe, then 
surely Russia is too? Culture is equally 
tricky. Most EU leaders are understand- 
ably reluctant to define some sort of core 
European culture that goes beyond liberal 
democratic principles. Religion is a par- 
ticularly sensitive area. Mr Verheugen at 
the commission argues that Turkey can 
hardly be excluded for being Muslim 
when millions of Muslims are already citi- 
zens of the Ev. But religion clearly plays 
some part in his thinking about European- 
ness. Later in the conversation, when dis- p 
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cussing the claims of Armenia and Geor- 
gia to eventual membership, he points out 
that their people were Christians when 
the West Europeans were still pagans. 

For the moment, however, the question 
of EU membership for countries such as 
Armenia remains academic. Itis a different 
matter for Turkey, whose application is al- 
ready on the table. To date it has not been 
allowed to press ahead with negotiations 
because it is not yet deemed to have satis 
hed the political criteria for membership. 
Earlier this year Turkey presented the EU 
with a proposed programme of political 
change to meet the Union’s main con 
cerns. But many in the EU reckon that it 
could still take decades before the Turks are 
able to meet crucial political demands, 
such as full respect for the rights of the 
Kurdish minority and an end to the politi 
cal role of the armed forces. 

It is already clear, however, that even if 
Turkey does eventually meet the political 
criteria for membership, an important fac- 
tion within the Eu will continue to oppose 
its membership. It already has a larger 
population than any EU country bar Ger- 
many (64m against 80m), and forecasts 
suggests that within a generation it could 
overtake Germany too. The idea that Tur- 


Thus far and no further? 


key could be the most populous nation 
within the £u, with all the associated vot- 
ing power in the Council of Ministers and 
the European Parliament, is too much for 
some. Ulrike Guerot, head of Eu research 
at the German Council on Foreign Rela- 
tions, says simply: “You cannot have a situ- 
ation in which the country with the 
biggest weight in the Ev is also the poorest, 
is on the geographical periphery of Eu 
rope, is not a founding member of the 
European Union and has no history of 
European integration.” 

American foreign-policymakers have 
often argued that Turkey should be al 
lowed into the Eu for strategic reasons, 
and Ms Guerot believes that in granting 
candidate status to Turkey the EU was cav 
ing in to American pressure. “These Ameri- 
cans have no conception of what EU 
membership entails,” she fumes. “Yes, 
there is a security aspect; but if you want 
the Eu to be a strong partner, you cannot 
have Turkey inside the Eu, destabilising it.” 
Hers is not a lone voice. Helmut Schmidt, a 
former German chancellor in a Social 
Democrat-led government, and Edmund 
Stoiber, one of the leading figures on the 
German right, have expressed similar res- 
ervations recently. 


A survey of European Union enlargement 1: 


The Turks are already angry about the 
EU’s plans to form a European defence arm 
that would include Greece but not Turkey. 
They are threatening to use their leverage 
within NATO to prevent the proposed EU 
force from being given automatic access to 
NATO assets. But Turkish anger about the 
EU's military plans would be as nothing 
compared with the fury that would be pro- 
voked by an Ev decision to admit the 
Greek half of Cyprus to membership. If at 
the same time the Turks were to conclude 
that the EU was giving them the run 
around over enlargement, things could get 
nasty. The pro-western camp in Turkey has 
consistently argued that EU membership 
is essential to the country’s well-being. If 
relations with Europe go sour, other 
voices—for example, those of militant na- 
tionalists and Islamic fundamentalists— 
might get more of a hearing. 

The whole Turkish dilemma is an ex- 
ample of how the Evu'’s efforts to bring sta- 
bility to the countries inside an enlarged 
Union risk destabilising the countries that 
will find themselves left out. Nor is Turkey 
the only one. The outlook for Ukraine, for 
example, could go from bad to worse if the 
country’s economic and political ties with 
Poland were to be weakened by new Pol- 







































ish visa requirements and stronger border 
controls. 

And what of the Russians? Itis certainly 

-conceivable that EU enlargement could re- 
-activate strategic rivalry with the former 
superpower. For the moment, however, 
> Russia seems oddly relaxed about it. The 
Putin government has made it clear that it 
opposes the extension of NATO to the Bal- 
ic states, but is in favour of their prospec- 
tive EU membership. Russian officials 
‘have even whispered that they regard the 
u as the best safeguard for the rights of 
Russian minorities in the Baltic states. 
But there is no guarantee that the Rus- 
-sians will remain so relaxed about enlarge- 
‘ment. The Kaliningrad enclave (a bit of 
Russia entirely surrounded by what could 
-become Ev territory) offers an obvious po- 
‘tential flashpoint. More generally, 
-whereas diplomats in the EU may talk of 
creating new forms of governance and in- 
ernational order, the Russians take a tradi- 
ional “realist” approach to foreign policy. 
f an enlarged EU were to develop a genu- 
ne defence arm, a common foreign policy 
worthy of the name and a more integrated 
olitical structure, a “realist” might regard 
that as a threat. 

-© Both the Turkish and the Russian ques- 
ions suggest that the EU now needs to 
hink about developing a foreign policy for 
ountries that may remain outside the Un- 
on. Christoph Bertram, director of the Stif- 
tung Wissenschaft und Politik, a 
Jerlin-based think-tank, argues that the EU 
as developed only one foreign-policy 
ool, the offer of enlargement. “It has 
proved a really excellent way of persuad- 
ing countries to behave in the ways that 
rou want,” he says. “But sooner or later the 
U has to be able to draw a line and work 
ut new forms of relationships with coun- 
tries that are not going to join the Union.” 
= With Russia, that could involve a free- 
_ trade agreement, as well as the develop- 
- ment of close co-operation and consulta- 
tion on a range of subjects, from 

environmental clean-up to the fight 
wainst crime. Turkey already has a free- 
rade deal with the European Union and 
may yet join the gu itself, but if not, the EU 
will have to come up with new and imagi- 
lative ways to maintain a good relation- 
hip with the country. That might involve 
llowing the Turks access to some EU insti- 
tutions, such as the defence arm, as well as 
-a built-in right of consultation over any EU 
‘legislation that may affect them. 
~- . The most important questions posed 
-by enlargement are about stability. How 
will an enlarged EU maintain internal sta- 














bility in its institutions and external stabil- 
ity in its relations with the outside world? 
The questions seem different, but the an- 
swers may be connected. 

For years, debates about the future of 
the EU have revolved around the choice 
between widening and deepening. Wid- 
ening (meaning enlargement) has often 
been advocated by those who feared deep- 
ening (meaning a move towards an ever 
closer federal union), in the belief that a 
larger union would also be a looser one. 
For the same reason, many integrationists 
have feared enlargement. As widening has 
drawn nearer, however, the federalists 
have changed their argument. They are 
now saying that closer union is needed to 
ensure that an enlarged £U can still work. 
If there are too many national vetoes, they 
suggest, the EU will be unable to take deci- 
sions. In a variant of this argument, some 
of them appeal for a closer union restricted 
to an inner core of members. 

But neither camp offers a real solution 
to the internal dilemmas posed by enlarge- 
ment. A tighter federal union that at- 
tempted to impose more and more 
common rules on 27 countries at different 
stages of development, each with its own 
national traditions, would almost inev- 
itably create a backlash. Before long, an 
empire run from Brussels would be having 
to quash rebellions in the provinces. The 
idea of an inner core at least recognises 
that different countries want and need dif- 
ferent things from the EU. But defining the 
inner core will be difficult. Some in Brus- 
sels reckon that membership of the single 
currency will come to define the difference 
between “inner” and “outer” members of 
the club. But, as noted earlier, the new Cen- 
tral and East European members may join 
the euro sooner than expected; and an in- 
ner core of 16 or 17 countries would still be 
very hard to manage. 

Fortunately, a better solution seems to 
be emerging of its own accord. The Ev is 





gradually turning into a series of overlap- 
ping clubs. Some rules, in particular those 
governing the internal market—which is 
still the EU’s most important feature—will 
have to be adopted by all members. But 
membership of other clubs will be op- 
tional. For example, some countries, such 
as Britain, may choose to play a leading 
role in foreign policy and defence, but stay 
out of monetary union. Others may stay 
clear of tighter defence co-operation, but 
go along with closer co-operation on tax- 
ation or internal policing. Such flexibility 
should allow the new member states from 
Central and Eastern Europe to choose the 
type of EU membership that meets their 
needs and allows them room to breathe. 


Less can be more 

Advocates of a federal arrangement will 
complain that an Eu of overlapping clubs 
will lack coherence, and will find it hard to 
act as a powerful force on the world stage. 
But that may be all to the good, because a 
looser, less coherent Ev is more likely to be 
regarded as a force for peace and stability 
around the world. Any nation-state seek- 
ing to enlarge its territory in the way that 
the European Union is doing would long 
since have been accused of imperialism 
and made enemies for itself. The remark- 
able thing about the current round of EU 
enlargement is how little opposition it has 
aroused in the outside world. Indeed, most 
of the EU’s potential strategic rivals are in 
favour of enlargement, because they re- 
cognise that whereas the European Union 
has played an important role in creating 
peace and prosperity, itlooks unlikely ever 
to develop a nation-state’s ability to pro- 
ject power. 

Ultimately, the enlargement of the Eu 
is about preserving and enhancing stabil- 
ity across Europe. It can achieve that aim, 
but only. if it recognises that an enlarged 
European Union should not aspire to be ei- 
ther a superpower or a superstate. W 
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The politics of Bedpan man 


ST ALBANS 


The result of the general election will be decided in the suburbs, where Labour’s 


prudence has played well 


N THE 1980s, “Basildon man”, the up- 

wardly mobile, skilled-working-class Es- 
sex male, was held responsible for keeping 
Margaret Thatcher in power. In the 1997 
election, it was “Worcester woman”, a 
middle-aged, middle-class lady from mid- 
dle England, who was believed to have 
turfed outJohn Major's government. 

In a sense, these stereotypes are silly. 
None of the election victories of the last 20 
years was secured by winning over a par- 
ticular group of voters. They were won by 
gaining support from voters of all kinds. 
But Basildon man and Worcester woman 
did have something important in com- 
mon: they both lived in constituencies that 
changed hands. And whoever won them— 
and Tony Blair won them both in 1997- 
won the country. 

This time round, Mr Blair's hopes of 
winning a comfortable second term ma- 
jority depend on how many of the 90 seats 
most vulnerable to a swing back to the To- 
ries he can hang on to. These seats are con- 
centrated in the suburbs and shire towns 
of England. Most of them voted Labour for 
the first time in a generation or more in 


1997. Almost three-quarters of them con- 
tain an above average proportion of 
owner-occupiers. 

Hence the importance of the otherwise 
unassuming constituency of St Albans, 
just north of London in Hertfordshire. This 
is the heart of the commuter belt, on the 
line from Bedford to St Pancras station 
known not very affectionately as the “Bed- 
pan”. This is where Tony Blair kicked off 
Labour’s campaign last week, unveiling 
his party's five new electoral pledges. All 
of Labour’s top brass will be speaking here 
during the campaign. And this is where 
William Hague started his party’s “Save 
the Pound” campaign last year. 

On the face of it, St Albans should be a 
solid Conservative seat. Originally a small 
cathedral city, it has become a prosperous 
dormitory town. A third of the constitu- 
ency’s workers are managers or profes- 
sionals. Some 18,000 commuters use the 
station every day to get into London. 
House prices are among the highest in the 
country, and 70% of people own their 
homes. There is virtually no unemploy- 
ment. Fewer than 1% of residents are 
brown or black. 

Yet in 1997, St Albans did the unthinka- 
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ble and voted Labour in for the first time 
since 1945. Other Bedpan seats, such as 
Welwyn Hatfield, Watford, Hemel Hemp- 
stead and Stevenage, also fell to Labour. 
Only very posh Harpenden, just to the 
north of St Albans, escaped the massacre. 

These seats are at the core of what is 
“new” about New Labour. That is why the 
Tories are desperate to win them back. As 
the young, boisterous Tory candidate, 
Charles Elphicke, puts it, “if we win back St 
Albans, it will be a vital step to winning 
back the trust of middle England.” And if 
not, something really serious has hap- 
pened to the Conservative vote. 

It is important for the Liberal Demo- 
crats too. The party does well in local elec- 
tions, but tactical voting drove them to a 
poor third place in 1997. St Albans will 
show whether they can attract real votes in 
middle England, or whether they are still 
just a stick to beat the Tories with. 

There is no great mystery why Labour 
now does well in seats like St Albans. This 
is a constituency where schoolchildren at »» 
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> the local state secondary school are picked 
up in mum’s open-top Mercedes sports 
car. As Kerry Pollard, the mp, says, “the 
mortgage-rate is the pulse issue round 
here.” He believes that by delivering low 
inflation and low interest rates, Gordon 
Brown has delivered suburbia. Voters who 
may have voted Labour for the first time in 
1997 see no reason to change now. 

St Albans illustrates why public ser- 
vices are central in this election. They have 
not coped well with the flow of people 
into the area. The state schools are not only 
among the best in the country, but also the 
most crowded in Hertfordshire. The doc- 
tors are over-stretched, there is a row over 
the lack of accident and emergency provi- 
sion in the city and chaos on the railways 


Campaign diary 


On the trail 





Prescott of the week 

On a bad day for ministers, when Tony 
Blair was barracked outside a hospital, 
and Jack Straw, the home secretary, was 
slow-handclapped by the policemen he 
professes to champion, John Prescott, the 
hapless deputy prime minister, predict- 
ably had the worst of it. On a visit to 
North Wales, a man threw an egg at him, 
and Mr Prescott, quite reasonably, 
punched the chap, before being wrestled 
on to his back. 


Defector of the week (1) 

In the first big celebrity endorsement of 
the campaign, Geri Halliwell, a former 
Spice Girl, appeared in a Labour advert, 
serving tea to pensioners. Ms Halliwell’s 
political opinions have evolved since 
1997; then in her Thatcherite phase, she 
said that Tony Blair’s hair was all right, 
but “he’s just not a safe pair of hands 
with the economy”. Britney Spears has 
also declared for Labour. 





~ 
>- 


i 
ai - 


has aggravated commuters. 

So roles have been reversed. The Tories 
are campaigning on the inadequacies of 
public services, while Labour is boasting 
about the strong economy. The Tories be- 
gan their campaign by leafleting commut- 
ers on the station platforms: this is their 
chosen battleground in St Albans. 

But this is also unfamiliar territory. In- 
deed, all Mr Elphicke can say with any cer- 
tainty is that voters may loathe the party 
less than they did last time round. “People 
are now prepared to listen. In 1997, they 
did not even open the door.” But, as a local 
Tory schoolmaster admits, it is still 
“embarrassing to be seen to be a Tory”. If 
that is true of Bedpan man, it bodes ill for 
the Tories in the rest of middle England. = 


Defector of the week (2) 

Shaun Woodward, who crossed the floor 
to join Labour in 1999, secured his nomi- 
nation in a safe northern seat, St Helens 
South. At least, it used to be safe. Some 
of the working-class constituents are 
sceptical about their new candidate, 
who is married to an heiress, has a but- 
ler and visited the constituency for the 
first time last week. Still, Peter Mandel- 
son has settled into Hartlepool. 


Education, education, education 
William Hague visited Wales, the land 
of his wife’s birth and the domain over 
which he once ruled as secretary of 
state. Alas, a hoped-for Tory recovery on 
the Celtic fringe was derailed, when the 
error-strewn Welsh-language version of 
the Conservative manifesto had to be 
pulped. Mr Hague stuck to English. 


Confidence votes of the week 
“Given the size of Labour’s majority, it'd 
be a miracle if William could defeat 
them after one term.” 

William Hague’s father, Nigel, on the 
Conservatives’ chances 
“Bit worried. Bloody bad business with 
those polls.” 

Denis Thatcher, ditto 
ial a tall mountain to climb, but I never 
ost”. 

Lady Thatcher, easing the pressure on 
the Tory leader 


Role model of the week 
“We will make the trains run on time. 
Me and Mussolini.” 

Julia Stephenson, socialite and Green 
Party candidate, explains her party’s as- 
pirations 
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Poll 
Wrong issues, 
wrong leader 


A poll for The Economist suggests that 
Labour’s lead is increasing 





HE Conservative Party is campaigning 

on the wrong issues and with the 
wrong leader. As a result, it is now 28 
points behind Labour, four points more 
than at the beginning of the campaign. 
This is the damning verdict of a MORI poll 
conducted for The Economist at the end of 
the first week of campaigning. 

According to our poll, 54% of people in- 
tend to vote Labour. With support for the 
Tories down to 26%, they could face a de- 
feat on the scale that Labour suffered in 
1983, when it got 28% of the vote. 

The Tories’ big idea has been tax cuts. 
But voters are not particularly interested. 
Even those who are interested are far from 
sure that the Conservatives have the best 
policy. As the chart on the next page 
shows, tax comes fourth in voters’ prior- 
ities, behind all three of the subjects on 
which Labour focused in its manifesto 
launch on May 16th—health, education, 
and law and order. Even among those who 
think tax is important, only one in three 
believes the Conservatives have the best 
policy, putting them just three points 
ahead of Labour on that issue. 

The picture is pretty much the same in 
the crucial marginal seats the Conserva- 
tives have to win back from Labour. Voters 
there also put health and education well 
ahead of tax. Swing voters—those who the 
politicians are chasing, because they say 
they may change their minds—care even 
more about health and education than 
does the rest of the population. 

Meanwhile, William Hague’s rating as 
“most capable leader” is, at 13%, as low 
now as it was in 1999, and only just above 


the 8% rating he got when he took over. >» 
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l It's the public services, stupid 


Q: What do you think the main issues in the election 
campaign will be?.... should be?, %* 
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P Again, voters in marginal seats take the 


same view. Labour’s campaign, by con- 
trast, appears to be pressing all the right 
buttons. The party is almost as popular on 
health as it was four years ago, reversing 
most of its mid-term decline. On educa- 
tion, its position is even stronger than it 
was in 1997. 

Most astonishing is Labour's success on 
two issues on which it used to be weak. It 
has drawn the sting from the Conserva- 
tives’ attacks on law and order. A year ago 
it was well behind on this issue. Now it is 
neck and neck with the Tories. Meanwhile 
Tony Blair has, as he claims, persuaded 
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voters that Labour can manage the econ- 
omy. No less than half of those who con- 
sider this important put Labour ahead—up 
from a quarter in 1997. 

Despite its huge lead, Labour could yet 
make further gains from the Tories. Among 
the one in four Tory supporters who say 
they might yet change their mind, as many 
say they could switch to Labour as say 
they might vote for the Lib Dems. 

But most Labour supporters who might 
change their minds favour the Lib Dems. 
So perhaps Tony Blair should stop worry- 
ing about William Hague and concentrate 
on Charles Kennedy instead. m 





Self-help books 


The road well trodden 


How to succeed in publishing 


66 C'ELF-HELP books are a new form of re- 

ligion,” according to Bridget Jones, 
the fictional archetype of neurotic, self- 
critical young women. As if to prove her 
point, “Bridget Jones’s Guide to Life” hit 
British bestseller lists last month. 

The guide is a parody, but Bridget has a 
point. More and more Brits are buying 
manuals like “What Men Want”, “What 
Men Really Want”, and “What Men Don't 
Want Women To Know”. In response to 
soaring demand, Pearson Education, a 
publisher owned by Pearson, part-owner 
of The Economist, is launching an imprint 
dedicated to “personal development” on 
May 21st. The publisher has clearly got into 
the spirit of the business. “Momentum,” 
says the blurb, “is a completely new pub- 
lishing philosophy that revolves around 
one thing: you.” 

Self-help publishing is hardly new: the 
Bible is arguably the biggest-selling self- 


help title of all. But the modern phenome- 
non took off in America in 1937 with the 
publication of Dale Carnegie’s “How To 
Win Friends and Influence People”, which 
sold more than 15m copies. In 1999, $588m- 
worth of self-help books were sold in 
America. “Who Moved My Cheese”, a par- 
able about two mice and two men stuck in 
a maze, has been on the New York Times 
bestseller list for 77 weeks. 

The British self-help market is tiny by 
comparison, but is growing fast. In 1998- 
2000, sales rose from £13.2 ($21.9) to 
£24.2m. It is difficult to track a market that 
classifies “Men are from Mars, Women are 
from Venus” and “How to Make Anyone 
Fall in Love with You” as social science. But 
self-help titles lead their categories. More 
than a million Brits have bought the “Little 
Book of Calm”, which is Britain’s top-sell- 
ing “psychology” book. 

Peter York, a social observer who wrote 


“The Sloane Ranger Handbook”, believes 
that “self-help books are fantastically im- 
portant because they tell you what Amer- 


ica or Britain is worrying about.” 
Everything, by the look of it: jobs, family, 
sex, body, soul, the lot. Most buyers, ac- 
cording to Rowena Webb, who has been 
publishing self-help books at Hodder & 
Stoughton for eight years, are women, al- 
though men too “are much more open 
now” particularly to books which might 
advance their careers. 

According to Belinda Budge, publishing 
director of Thorsons, Britain’s biggest self- 
help publisher and part of Harper Collins, 
sales of books about yoga and reiki, an 
Oriental healing system, have exploded in 
the past 18 months. “Our readership is 
very broad: even women in their seventies 
are taking up yoga.” She expects a boom in 
spirituality. “There’s much more openness 
around all these issues: tantric sex is one of 
our bestsellers.” 

Most British bestsellers are American 
imports. On the Hodder list, American au- 
thors outsell British authors by almost 
eight to one. This may be partly due to the 
“guru” effect. The most successful authors 
become international celebrities. John 
Gray, author of “Men Are From Mars, 
Women Are From Venus”, “is almost a 
brand in his own right”, says Ms Budge. 

But Britain does not just slavishly fol- 
low America. The craze for pilates, an exer- 
cise routine, began in Britain. Brits seem to 
be more interested in pragmatic advice 
than psychobabble. One of the most pop- 
ular British authors is Dorothy Rowe, a 
clinical psychiatrist who writes about de- 
pression and other problems. She is critical 
of the self-help industry, because she 
thinks that “unhappiness has become un- 
acceptable.” Her “Guide to Life” says it 
aims to make self-help books redundant. 

Which is, presumably, what the self- 
help book market should do to itself. After 
all, if you buy a book to fix a problem, and 
it works, you don’t need another book. 
Fortunately for Britain’s publishers, the 
sales graph in America (and the state of the 
American psyche) suggests that that is not 
a serious danger. ® 





Bagehot Promises, promises 


Two make-believe manifestos, and one plea for a chance to start all over again 





O NOW at last, with the publication of all three of the main 

parties’ manifestos, the people of Britain know what sort of 
choice they have to make when they vote on June 7th. They 
know at last, because the 20-page manifesto says so, that the Lib- 
eral Democrats stand for “Freedom, Justice, Honesty”. They 
know, because its 46-page manifesto declares it, that the Conser- 
vative Party thinks it is “Time for Common Sense”. As for 
Labour—well, according to the manifesto Tony Blair unveiled 
this week in Birmingham, the Labour Party has “Ambitions for 
Britain”. Indeed, it has a whole 44 pages of ambitions for Britain. 
Such is the scope of his vision, says the prime minister, that his 
party kindly requests another ten years in government. 

Must a conscientious voter read all 110 pages? Here, as a ser- 
vice to readers, are four excuses not to. 

First, manifestos seldom tell you what a party will do in of- 
fice. The Labour manifesto of 1983 was an exception. One glance 
at its promises to save Britain from capitalism, NATO and the 
Common Market was enough to convince the average voter to 
re-elect the Conservatives. But such forthright statements of in- 
tent are rare. The manifesto that got Margaret Thatcher elected in 
1979 contained almost no indication of the pro-market revolu- 
tion that was to follow. The Labour manifesto of four years ago 
barely hinted at Mr Blair's plan to give independence to the 
Bank of England, as he did within a week of victory. The new 
one says nothing solid about when Britain will join the euro. 

Second, manifestos are stuffed with long strands of what ge- 
neticists would call introns—the junk DNA that crops up in genes 
but carries no useful information. Each of the parties tries to ex- 
plain how its values differ, and each has made them sound just 
the same. For all the sense any of them make, Mr Blair could just 
as well have added his rivals’ slogans to his own and called La- 
bour’s manifesto “Time for Freedom, Justice, Honesty, Common 
Sense and Ambitions for Britain”. A political oenophile who 
blind-tasted these documents would struggle in places to iden- 
tify their provenance. “Now is the time to renew our civic and 
social institutions, to deliver improvements in education, health, 
safety, transport and the environment.” Labour, Liberal Demo- 
crat or Conservative? Or just some nonsense phrases strung 
together at random by The Economist? 

Third, some big issues in this election have been deliberately 


skipped over in the manifestos. One example is the debate, such 
as it is, about the size of the state. On paper, Labour and the 
Conservatives look close on this. The Conservatives fancy them- 
selves tax-cutters, but their manifesto says only that they would 
spend £8 billion ($11.4 billion) less than Labour would by 2003, 
a small difference at less than 1% of GDP. In private, however, 
some top Conservatives wink that that £8 billion is only the thin 
end of a wedge that could grow much wider after 2003. That is 
all very fine, if you believe in rolling back the state, as the Con- 
servatives still say they do. But they refuse to specify which 
areas their state would then roll back from. On the contrary, 
their manifesto promises to match all of Labour's spending in- 
creases on health, education and crime. 

Last, two of these manifestos were written by parties which 
know that they will not be in government any time soon. This 
adds to their freedom but subtracts from their seriousness. For 
example, the Liberal Democrats have stuck to their longstanding 
promise to raise the basic rate of income tax by a penny in the 
pound and increase the rate for high earners. This is not only, as 
they claim, because they could thus raise more money for 
schools—they are in no position to raise any money for schools— 
but for branding purposes: the penny is the one thing they are 
known for, and they calculate that the call for higher taxes lends 
them a gravitas that other parties lack. Likewise, the Tories’ 


pledge to renegotiate the Nice treaty looks less like a serious plan 


than a formula to conceal their theological schisms on Europe. 


Haven’t we been here once already? 

In this, at least, Labour's manifesto is different. Mr Blair had a 
bumpy week: on the day of its launch he was scolded on televi- 
sion by the relative of a cancer patient, and his deputy, John 
Prescott, clobbered a man who had thrown an egg. All the same, 
the polls show that he is coasting to re-election, which makes his 
manifesto less of a plea for votes than a list of measures the gov- 
ernment will soon be under pressure to live up to. 

But what a familiar list. Labour promises once again that it 
will spread wealth more widely, but also, again, not to raise the 
basic or top rates of income tax. It promises, again, to give MPS a 
free vote on the banning of foxhunting. It says nothing new on 
Europe and as little as possible about further constitutional re- 
forms. If there is a hint of radicalism, it comes from Mr Blair's 
plans to endow Britain with “world class” public services and, 
in particular, his acknowledgement that extra money is not 
enough to create them. For that, he says, Britain will need funda- 
mental reform of its key public services, sometimes against the 
will of the people who provide them, and even if the private 
sector needs to play a much bigger part: “There should be no 
barriers, no dogma, no vested interests that stand in the way of 
delivering the best for our people,” he says. 

Stirring stuff from a Labour prime minister, most of whom 
tend to confuse the producer interest in the public services with 
the interests of consumers. Mr Blair should be applauded—and 
would be, on first hearing. But this has, after all, been his theme 
for at least three of his four years in government. Remember 
those valiant prime-ministerial struggles against “the forces of 
conservatism” and the “scars on his back” from epic struggles 
against obstinate public workers? It may not be only Conserva- 
tives who will conclude, with William Hague, that Mr Blair is 
asking not for a second term but for a second chance. What is 
more, he will get it. m 
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The once-promising field of business-to-business exchanges isin turmoil. Buta 
genuine transformation is going on nevertheless 


66 TF YOU build it, they will come.” That 

seems to have been the mantra of the 
hundreds of public business-to-business 
(B2B) exchanges that popped up during the 


y” Internet boom. The idea was that such 


marketplaces would act as matchmakers 
between buyers and sellers in particular 
industries, and take a small fee in return. 
As business-to-consumer websites strug- 
gled to make money, B2B exchanges be- 
came all the rage. Many were built. Share 
prices soared. But almost nobody came. 
Ventro, a B2B pioneer based in Moun- 
tain View, California, is a case in point. The 
firm, formerly known as Chemdex, set up 
public B2B exchanges for the life-sciences 
and medical-equipment industries and 
was the first such marketplace to receive 
venture capital. After a flotation in July 
1999, its shares rose from $15 to a high of 
$240. Its revenues in 1999 were $30.8m. 
Mary Meeker, Morgan Stanley Dean 
Witter’s bullish Internet analyst, predicted 
that revenues in 2000 would reach $129m. 
Such optimism proved unfounded. 
This year, Ventro’s revenues are likely to be 
rather lower: zero, to be precise. On April 


30th, it reported its second consecutive 
quarter of no revenue, and admitted thatit 
did not expect any revenue in the next two 
quarters either. Ventro’s marketplaces 
have been shut down, three-quarters of its 
staff have been sacked and its shares are 
now trading below $1 (see chart on next 
page). The company is running through its 
remaining cash as it struggles to reinvent it- 
self as a provider of B2B-exchange soft- 
ware, rather than an exchange operator. 

The outlook is equally bleak for other 
public exchanges. According to Interna- 
tional Data Corporation, a market-re- 
search firm, of the thousand or so B2B 
exchanges launched in the past 18 months, 
only about 100 are handling any genuine 
transactions. Instead, the action in B2B 
turns out to be elsewhere: in industry-spe- 
cific consortia and in private exchanges op- 
erated by large companies. Here, too, 
things have not turned out quite as ex- 
pected. There is definitely money to be 
made in B2B exchanges, but the field will 
be slower-moving and less lucrative than 
was once thought. 

With hindsight, it is not hard to see why 
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public exchanges have done so badly. 
Signing up suppliers and putting software 
in place was not enough; the missing ele- 
ment was liquidity. In contrast, when sev- 
eral large companies form a B2B consort- 
ium and commit themselves to using it, 
some liquidity is guaranteed. Covisint, a 
car-industry B2B consortium whose mem- 
bers include General Motors, Ford, Daim- 
lerChrysler, Renault and Nissan, is 
expected to handle $750 billion in annual 
purchasing when it is up and running (sev- 
eral months later than first planned). 

Consortia have other advantages. Un- 
like independent public exchanges, they 
have the clout and the backing to define 
and impose standards. And their mem- 
bers, which tend to be large companies, 
can force their suppliers to sign up or risk 
losing business. 

But consortia have drawbacks, too. For 
a Start, they raise the prospect of collusion 
between members, to the disadvantage of 
their suppliers—even if B2B is still so em- 
bryonic that there is little to worry about 
just yet. They are also unlikely to make all 
that much money. And to the extent they 
do, a chunk of their profits may come at the 
expense of their owners. 

In some industries, firms used indepen- 
dent public exchanges briefly and then 
opted to set up consortia instead, with a 
view to lucrative flotations. At one time, 
some industry exchanges were expected 
to be worth more than their parent compa- 
nies. Instead, says Henry Elkington, an an- 
alyst at Boston Consulting Group,» 
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> consortia are now seen as boring but im- 
portant utilities, akin to the bodies set up 
by banks to handle cheque clearing. 

Perhaps the biggest drawback of con- 
sortia, however, is that, if several compet- 
ing firms in a particular industry agree to 
team up, all will benefit from being able to 
deal with their suppliers more efficiently— 
but none will gain any advantage over its 
competitors. Firms are also wary of reveal- 
ing proprietary information to their rivals 
through such exchanges. This is where the 
third approach to B2B—private exchanges— 
comes in. 

Unlike public exchanges and consortia, 
which bring together many buyers and 
sellers, private exchanges allow a single 
firm to deal with its customers or suppliers 
directly, and to control who sees what. 
There is still plenty of scope for improving 
efficiency. IBM, for example, estimates 
that it saved $377m last year by using its 
private exchange, through which it can re- 
veal sensitive price and inventory in- 
formation to chosen customers and 
suppliers. Private marketplaces also have 
the advantage that they allow firms to sell 
products based on features other than 
price, by providing additional information 
to potential buyers. Such subtleties tend to 
be lost on public exchanges. 

The likely outcome is that firms will use 
a mixture of public and private exchanges. 
A company may, for example, establish a 
relationship with a supplier through a con- 
sortium, and then invite that supplier to 
use its private exchange. The key, writes 
Mr Elkington in a report published this 
week, will be to exploit public exchanges 
to create private sources of advantage. 


Getting beyond simple 

So far, however, few companies have done 
this. Instead, most are concentrating on the 
simplest aspect of B2B: online procure- 
ment of office supplies. According to Keith 
Krach of Ariba, a leading B2B-software 
vendor, online procurement reduces trans- 
action costs and paperwork, provides 
economies of scale through consolidated 
purchasing and reduces the level of unap- 
proved “maverick” purchasing. This is all 
true, but it suggests that B2B boils down to 
a cheap way to order envelopes. 





The challenge is to get from online pro- 
curement, which is easy, to a vibrant priv- 
ate exchange that can be integrated with 
existing supply-chain management sys- 
tems. The good news for B2B vendors is 
that large companies are serious about tak- 
ing their purchasing online; unlike other 
supposedly revolutionary software strate- 
gies, such as data-mining or customer-rela- 
tionship management, B28 is not regarded 
as a fad. According to Boston Consulting 
Group’s forecasts, by 2004 one in three 
transactions between companies will be 
conducted online in America, and one in 
five in Europe. 

The bad news is that the adoption of 
B2B will take several years, since compa- 
nies will first have to put the Internet at the 
heart of their day-to-day operations. And 
at that point, the distinction between B2B 
software and other e-business software 
starts to blur, which puts sellers of B2B soft- 
ware, such as Ariba and Commerce One, 
in a difficult position. 

Firms that specialise in B2B software 
might be pushed aside by larger software 


Spain's Zara 
Floating on air 


companies, such as Oracle, IBM and SAP, 
which are adding online procurement and 
other fancy 828 functions to their existing 
e-business software—and offering the lot 
at a knock-down price. As a result, the out- 
look for B2B specialists is uncertain. Wor- 
ries about a forthcoming report on the 
subject by David Hope-Ross, an analyst at 
Gartner Group, caused Ariba’s share price 
to fall by 15% last week; Mr Hope-Ross is ex- 
pected to predict that specialist B2B soft- 
ware firms will be extinct by 2004. 
Ironically, it now looks as though the 
greatest beneficiaries of B2B will be large 
old-economy firms such as GE (see page 
79), which will use online purchasing to 
squeeze their suppliers; and established 
software firms, which will sell them the 
software to do it. Most independent public 
exchanges are dead already, and things are 
not looking good for fledgling B2B soft- 
ware firms either. So much for the dream 
of friction-free capitalism levelling the 
playing field between large and small 
firms. Contrary to expectations, the lesson 
of B2B seems to be that big is beautiful. = 


A mixture of vertical integration and street smarts has transformed a small Spanish 


clothing chain into a global success 


OST fashion retailers discreetly tuck 

their price tags inside their garments. 
Not Zara. Its sales tickets are big and col- 
ourful, emblazoned with the flags of a 
dozen countries, each accompanied by a 
local-currency price that is the same for 
that item around the world, from Madrid 
to Riyadh to Tokyo. 

In an industry traditionally geared to 
local tastes, this United Nations approach 
exemplifies the centralisation and integra- 
tion that have turned Zara into the world’s 
fastest-growing retailer. Over the past five 
years, the number of its stores has risen 
from 180, mainly in Spain, to 450 in 30 
countries. Revenues have grown by an av- 
erage of 27% a year since 1998. 

Founded in 1963 as a maker of ladies’ 
lingerie in the Galician town of La Coruna, 
Zara today is the centrepiece of Inditex, a 
holding company for five fashion chains 
that is planning an initial public offering 
on the Madrid bourse on May 23rd. The flo- 
tation is expected to value Inditex at as 
much as €9.3 billion ($8.2 billion) and ce- 
ment the standing of its reclusive 65-year- 
old chairman and majority shareholder, 
Amancio Ortega Gaona, as Spain’s richest 
man. Mr Ortega started the business with 
just 5,000 pesetas ($83). 

At the heart of Zara’s success is a verti- 


cally integrated business model spanning 
design, just-in-time production, marketing 
and sales. This gives the group more flex- 
ibility than its rivals have to respond to 
fickle fashion trends. Unlike other interna- 
tional clothing chains, such as Hennes & 
Mauritz (H&M) and Gap, Zara makes more 
than half of its clothes in-house, rather 


than relying on a network of disparate and “ 


often slow-moving suppliers. H&M, for in- 
stance, buys clothes from more than 900 
firms. “Vertical integration has gone out of 
fashion in the consumer economy,” says 
Richard Hyman of Verdict, a retail consul- 
tancy in London. “Zara is a spectacular ex- 
ception to the rule.” 

Starting with basic fabric dyeing, al- 
most all Zara’s clothes take shape in a de- »» 
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> sign-and-manufacturing centre in La 
Coruna, with most of the sewing done by 
seamstresses from 400 local co-operatives. 
Designers talk daily to store managers, to 
discover which items are most in demand. 
Supported by real-time sales data, they 
then feed repeat orders and fresh designs 
into the manufacturing plant. This, in turn, 
ships the desired items directly to the 
stores twice a week, eliminating the need 
for warehouses and keeping inventories 
low (see chart on previous page). 

The result is that Zara can make a new 
line from start to finish in three weeks, 
against an industry average of nine 
months. It produces 10,000 new designs 
each year; none stays in the stores for over 
a month. Jose Maria Castellano Rios, the 
firm’s chief executive, who rather prosai- 
cally compares the shelf life of a new frock 
to that of a tub of yoghurt, says constant re- 
freshment of the store offering creates a 
sense of excitement that attracts new 
shoppers and ensures that old ones return. 

Moreover, Zara’s business model 
makes it highly price-competitive, allow- 
ing it to offer mid-market chic at downmar- 
ket prices. And it protects against slip-ups, 
too. Whereas most retailers have commit- 
ted 60% of their production at the start of a 
season, the figure at Zara is 15%, so it is eas- 
ier to dump a range that turns out to be un- 
popular—and Mr Castellano admits that 
Zara, like everybody else, makes mistakes. 

It tries to minimise them, however, by 
pushing its designers on to aeroplanes to 
search out new trends. Constant travel, cat- 
walk shows and even music videos help to 
bring new ideas—a look seen on MTV can 
bein the stores within a month. 

This is underlined by Zara’s expansion 
plans. At a bad time for many interna- 
tional retailers—Marks and Spencer is re- 
trenching overseas, while both Gap and 
H&M have issued profit warnings—Inditex 
plans to open 150-200 new shops in each 
of the next three years and to plant its flag 
in Switzerland, Italy, the Czech Republic 
and more of Latin America and Asia. Most 
of the new stores—and the accompanying 
$1.1 billion of capital spending—will be for 
Zara, which contributes almost four-fifths 
of Inditex’s €2.6 billion annual sales. 

There is nothing wrong with taking ad- 
vantage of rivals’ weakness to grab market 
share, but Zara’s (still entirely Spanish) 
management will have to be careful not to 
indulge in the over-expansion that floored 
so many of its rivals. The further the group 
gets from its heartland, where it has faced 
only modest competition, the more its 
model will be stretched, given its lack of lo- 
cal distribution. It is also unclear how suc- 
cessfully Inditex can apply the Zara 
approach to its smaller chains, some of 
which it acquired rather than built itself. 
But these are niggles. For the moment at 
least, there appears to be one United Na- 
tions that works. & 


Consumer electronics 


Let the games 
begin 


SAN FRANCISCO 


More is at stake in the battle of the 
consoles than mere video games 


HE plot could itself be turned into a 

video game. On one side are two burly 
Samurai, the elder called Sony, the youn- 
ger Nintendo. On the other, there is a mus- 
cle-packed baseball champion going by 
the name of Microsoft. The prize in the first 
round is the holy grail of electronic gam- 
ing. In the second, it is no less than the top 
spot in home entertainment. 

The e’ Expo, a showcase for electronic 
entertainment held in Los Angeles this 
week, saw some heavy posturing. On May 
15th, Sony unveiled several alliances to 
strengthen its PlayStation 2 game console: 
one of these was with AOL, an online 
giant, another with RealNetworks, a pro- 
vider of software for downloading music 
and video. The first deal will give users of 
the machines access to e-mail and other 
online services. The second will allow 
them to download songs and movies 
when they tire of shoot-em-up games. 

The baseball champ did not wait long 
for the chance to hit back. The day after 
Sony’s deals were unveiled, Microsoft re- 
vealed more about the Xbox, its first foray 
into the console market, saying the mach- 
ine would go on sale, for $299, on Novem- 
ber 8th. At the same time, Nintendo, the 
firm behind the Game Boy, said it will 
launch its new console, the Gamecube, on 
November sth. 

It is easy to see why these firms are 
spoiling for a fight. Microsoft sees the 
video-game market as a huge opportunity. 
In 2000, consoles and games generated 
some $15 billion-20 billion in sales world- 
wide, and the market is growing by more 
than 10% a year. Sony, for its part, would 
love to get a big piece of the pc market. 

The battle of the consoles is not just 
about games and computers, however. It 
also reflects the continuing convergence of 
digital devices, which is blurring the lines 
between pcs, video games and other 
entertainment gadgets. Analysts increas- 
ingly consider game machines to be “Tro- 
jan horses” that are poised to take over the 
living room, as a carrier of all kinds of 
entertainment and interactive services. 

Both sides in the battle have strengths 
and weaknesses. Sony has shipped 10m 
PlayStation 2 machines, for which hun- 
dreds of games are now available; these 
numbers are likely to more than double by 
the end of this year. What is more, the firm 
can now exploit AOL's 29m subscribers 
and offer RealNetworks’ software. But 
PlayStation 2 games are difficult to de- 


velop, and Sony’s proprietary technology 
can be a drawback. The initial difficulties it 
had ramping up production of its new con- 
sole were mainly due to problems in the 
manufacture of its in-house chip. 

Microsoft's weakness is different. It ex- 
pects that only 15-20 games will be avail- 
able when the Xbox is launched. Still, the 
software giant knows better than anybody 
how to attract developers and customers. 
The Xbox uses standard pc technology, 
such as a fast Intel chip and an operating 
system based on Windows 2000, so it is 
technically more advanced than Sony’s of- 
fering and boasts more features. 

Yet Microsoft might lose, for the same 
reason that no software maker has suc- 
ceeded in dethroning Windows. Like the 
market for PC operating systems, the 
video-game market exhibits strong net- 
work effects that protect incumbents. The 
more games there are for a console, the 
more attractive it is for consumers, making 
it even more appealing to game develop- 
ers. And here, Sony has a huge lead. 

It is, though, always dangerous to un- 
derestimate Microsoft, as many a broken 
software firm can attest. Sony would do 
well to study the fates of Apple and Lotus, 
which had first-mover advantage in PC op- 
erating systems and spreadsheet programs 
respectively, but nevertheless ended up 
losing to Microsoft, mostly thanks to their 
own mistakes. If, on the other hand, the 
Xbox fails, it will go down as one of the 
more remarkable flops in high-tech his- 
tory: Microsoft has hinted that it will 
spend $500m over the first 18 months on 
marketing alone—more than it has 
splashed out on any other new product. m 
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REOS drugs 
Protection racket 


Brand-name drug makers are going to 
great lengths to spin out their patents 


66 TF YOU can’t beat them, bribe them” is 
an age-old business tactic, but it is 
coming under fire in the pharmaceutical 
industry. On May 14th, 15 American states 
sued Aventis, a Franco-German drug 
group, and Andrx, an American generic- 
drug maker. The suit claims Aventis paid 
Andrx almost $90m to delay the introduc- 
tion of a cheaper, generic version of one of 
Aventis’s bestselling heart drugs when its 
American patent expired in 1998. The 
states are claiming $100m in compensa- 
tion for the higher prices they have had to 
pay in the absence of generic alternatives. 
Last month, the Federal Trade Commis- 
sion (FTC) concluded that the arrange- 
ment between Aventis and Andrx had 
blocked others’ entry to the market. 

The FTC has several other drug compa- 
nies in its sights. It has filed suit against 
Schering-Plough and two generic-drug 
companies for similar machinations to de- 
lay the launch of generic versions of K- 
pur, another patented heart medicine. It is 
investigating possible collusion between 
Bristol-Myers Squibb and American Bio- 
science over Taxol, an anti-cancer drug. 
And itis preparing to launch a wider probe 
into anti-competitive practices among 
brand-name and generic-drug makers, 
which could put as many as 90 American 
drug companies under the microscope. 

For Aventis and other firms in the risky 
business of developing new drugs, patents 
are crucial to both present and future 
profitability. In the industry’s lucrative 
western markets, patents last for 20 years 
from the date of filing (although it can take 
half that time to get a drug to the market). 
While their product is patent-protected, 
drug companies can charge whatever the 
market will bear, in the hope that they can 
recoup the vast sums—$500m, on aver- 
age—that go into making the drug in the 
first place, and still have enough left over 
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to invest in developing new drugs and to 
give attractive returns to shareholders. 

Once the patent expires, however, ge- 
neric versions are allowed on to the mar- 
ket, usually at a heavy discount. The first 
generic rivals in America, for example, 
usually cost two-thirds of the price of their 
branded counterparts, and they eventu- 
ally fall to a fifth of the price of the pat- 
ented original. Not surprisingly, generic 
drugs are popular with private insurers 
and state health-care systems: generic 
medicines account for 42% of all prescrip- 
tions dispensed in America (see chart). 

Given that drugs with annual sales of 
roughly $28 billion are due to go off patent 
in America by the end of 2005, it is not sur- 
prising that the big firms want to stretch 
their patents out. Some are more desperate 
than others: around 40% of AstraZeneca’s 
total sales, for example, come from a single 
drug, Losec, whose American patent is 
scheduled to expire this year. 

Apart from the dubious methods cited 
in the lawsuits, drug firms have a variety of 
legal means to spin out their patents in 
America. Some come from exploiting 
loopholes in the Hatch-Waxman act, 
which regulates the marketing of copycat 
drugs. For example, when a generic-drug 
maker submits an application to launch a 
medicine with America’s drug regulator, 
the FDA, the patent-holder is entitled to file 
an infringement suit that automatically 
delays the release of the generic version by 
30 months. Such lawsuits are strengthened 
if the brand-name drug company files a 
new patent covering, say, the colour of the 
pill bottle just before the main patent is 
about to expire. A bill recently introduced 
in Congress may well close these loop- 
holes. William Nixon, head of America’s 
Generic Pharmaceutical Association, 
agrees it is time to end such “systemic mis- 
chief”. 

But as Martyn Postle of Cambridge 
Pharma Consultancy points out, patent- 
holding firms have a variety of other fixes 
at their disposal. Technical tinkering, such 
as changing the formulation of a drug 
from a fast-acting pill to a slow-release sys- 
tem, is acommon tactic. Also popular with 
cunning firms is an FDA provision that al- 
lows a six-month patent extension on pro- 
ducts to encourage firms to test the safety 
and efficacy of their drugs in children. 

Balancing the interests of industry with 
public-health needs is no easy task. Ac- 
cording to Stephen Rosenfeld, a lawyer 
with the Prescription Access Litigation Pro- 
ject, which has launched a class-action suit 
against AstraZeneca and Barr Laboratories 
over Tamoxifen, an anti-cancer drug, de- 
lays to generic drugs mean that 42m Amer- 
icans who lack health insurance pay a high 
price, and may not get essential medicines 
at all. It is not only Africa, it would seem, 
that has a problem with access to high- 
cost, high-tech drugs. = 








Coffee-shop chains 


Abuzz 


SAN FRANCISCO 
Upmarket coffee is all the rage. Can the 
big chains conquer the world? 


S THE dotcom tide rolls back, washing 
the hyperactive geeks out with it, one 
thing is left forever changed by the “new 
economy”. Once a simple treat for cops on 
patrol, coffee and doughnuts have become 
an elaborate morning ritual for America’s 
jumpy workers. And the companies that 
sell the stuff are buzzing. 

In contrast to the dotcom duds, shares 
in Krispy Kreme, a doughnut chain based 
in North Carolina that went public in April 
last year, have stayed steadily afloat at 
around three times the offer price, making 
it one of the best rros of last year. Peet’s 
Coffee & Tea, based in Berkeley, California, 
went public on January 25th, hoping to 
emulate Krispy Kreme's success. Star- 
bucks, the biggest American coffee-shop 
chain, has been public for nine years of 
rapid growth, and is planning to expand 
into continental Europe. So far, coffee re- 
tailing has beaten the market downturn. 
As the industry grows, however, it faces 
challenges on several fronts. 

Starbucks descends from Peet's: its 
founder left the Californian firm to set up 
in Seattle in 1971, promising his former col- 
leagues that he would leave the San Fran- 
cisco Bay area to them for 21 years. 
Starbucks has long since outpaced its pro- 
genitor, with over 4,000 stores worldwide 
and a turnover of $2.2 billion in 2000. 
Peet’s has 59 stores, and its turnover last 
year was $84.3m. 

Unlike the other 500-pound gorilla » 






> from Seattle, however, Starbucks does not 
arouse the enmity of smaller rivals. On the 
contrary, Chris Mottern, chief executive of 
Peet's, acknowledges the good that Star- 
bucks’ aggressive marketing has done in 
awakening Americans’ taste for better cof- 
fee. In 1993, the coffee market in America 
was worth $13.5 billion; most of this came 
from cheap robusta beans of the sort sold 
in tins in supermarkets. The “speciality 
coffee” market for stronger, arabica brews 
that are sold by Starbucks and Peet’s was 
worth less than $1 billion. By 1999, the total 
market had expanded to $18 billion, of 
which $7.5 billion was speciality coffee. 

Within the quality-bean segment, firms 
also specialise. Starbucks mostly sells 
drinks in cafés, which produce 85% of its 
revenues. Peet’s has cafés too, but has con- 
centrated on selling beans in bags to take 
home. Green Mountain, another special- 
ity firm, has made office catering its target. 

The economic slowdown has not hurt 
sales much so far. Sales at Starbucks’ stores 
in California, where a power crisis is inten- 
sifying the gloom, have been growing at an 
even faster rate than those in the rest of the 
country. Any worries about rising bills for 
the power used in roasting coffee are offset 
by the on-going slump in raw-bean prices, 
which are at their lowest in ten years. 

The smaller firms are content to grow 
- within America for the time being. Peet's 
has sent coffee to a homesick Stanford stu- 
dent in Mongolia, and will take interna- 
tional mail orders on its website, but it has 
no immediate plans for a push overseas. 


Only Starbucks, which is on track to open 
more new stores this year than McDon- 
alds—the first time any restaurant or café 
chain will have done this for decades—is 
pushing beyond America. 

It opened its first Asian stores in 1996, in 
Japan and Singapore, and in 1998 it bought 
Seattle Coffee Company, a British copycat 
firm, and converted its 60 outlets into Star- 
bucks shops. This year it is turning to the 
rest of Europe, with plans to open in six 
countries over the next two years. The first 
continental European Starbucks café, 
which opened in Zurich in March, is doing 
brisk business. American style appeals in 
coffee as much as in movies. 

Wooing other continental Europeans 
will take more than just good coffee, how- 
ever. Unlike Britons and Americans, they 
are already used to it, and have their own 
strong café cultures. Indeed, the inspira- 
tion for Starbucks’ shift from selling beans 
torunning cafés was a trip by its chief exec- 
utive to Italy. 

Italian coffee may yet have its revenge, 
by sneaking into America with help from 
none other than McDonalds, which now 
owns several coffee-and-sandwich chains, 
including Britain’s Pret à Manger. The 
hamburger giant opened its first McCafé in 
America on May 2nd, in Chicago, after de- 
veloping the concept in Australia. Selling 
pastries and arabica espresso from Italy, 
the chain is a shot at the giant of the coffee 
world by the only firm with a long enough 
reach to take it on across its home turf. And 
you thought cafés were for relaxing in. m 





Polish superstores 


Hype on the Vistula 


WARSAW 


Poland is awash with foreign-owned hypermarkets. Will they survive? 


I’ A repeat of the megastore frenzy that 
gripped France 30 years ago, giant hyper- 
markets—this time all foreign-owned- 
have been springing up in Polish towns 
and cities. Lured by a lax planning regime 
in the early post-communist years, the big 
chains are shaking up a notoriously frag- 
mented retail sector and pulling in crowds 
of shoppers. 

With its inviting demographics—some 
37% of the population is under 24—and 
soaring private consumption, it is not sur- 
prising that Poland is host to more foreign 
retailers than any other country. Since 
Austria’s Billa (now owned by Germany’s 
Rewe) burst on to the scene in 1990 witha 
then-revolutionary supermarket on the 
banks of the Vistula in Warsaw, dozens of 
retail giants, including Germany's Metro 
and France’s Carrefour, have set up shop. 


Located on the outskirts of towns so as 
to avoid property bottlenecks in city cen- 
tres, most hypermarkets act as magnets for 
trendy shopping malls. These are chipping 
away at Poland's traditional retail struc- 
ture, with its ranks of tiny shops and ba- 
zaars. Hypermarkets, malls and discount 
stores already account for 11% of total retail 
sales, and have 25% of the food market. 
This may reach 40% by 2003 if hyper- 
markets continue their rapid expansion. 

A French-style spanner, however, has 
now been thrown in the works. In re- 
sponse to growing complaints from small 
shopkeepers that they are being squeezed 
out, conservative lawmakers pushed 
through their own version of France’s 
controversial 1973 Royer law last July. This 
granted local authorities the power to ap- 
prove or deny planning bids for large shop- 








A miss with some 


ping centres. The government is also under 
pressure to clamp down on predatory pric- 
ing and has stepped up trading and labour 
inspections of hypermarkets. 

This get-tough approach persuaded 
some big chains and discount-store firms 
to band together as the Polish Organisa- 
tion of Commerce and Distribution (po- 
HID), partly in a bid to “demythologise” 
the role of foreign hypermarkets. Maria 
Andrzej Falinski, head of POH», scoffs at 
complaints that Polish goods account for 
barely half the chains’ supplies (the real 
figure is close to 90%) and laments opinion 
polls that claim 70% of Poles think the 
chains threaten small shops. 

Retail analysts are not sure what the 
fuss is about. The top five retailers in Po- 
land—all foreign-owned—account for only 
12% of the market, according to Magda 
Zimna of CAL, a Warsaw consultancy, far 
below the 60% share that the top five have 
in Germany or Spain. Moreover, urban 
Poles tend not to be one-stop shoppers, in- 
stead (for now) preferring daily purchases 
at neighbourhood shops. 

Although small shopowners are likely 
to benefit in the short term from restric- 
tions on suburban malls, they have wona 
pyrrhic victory, according to a study of Pol- 
ish retailing by McKinsey, a consultancy. 
City centres, where small shops still thrive, 
supported by subsidised rents, risk becom- 
ing deserted, as hypermarkets stretch their 
lead in price and service. In any case, the 
big chains, especially France’s veteran op- 
erators, saw the clampdown coming, and 
got planning permission for further stores 
prior to the ruling. For all the local opposi- 
tion to their plans, they are determined to 
turn Central Europe’s most populous 
country into a hypermarket heaven. = 





Face value Foundry father 


Morris Chang, the master of contract chip manufacture, is blasé about the semiconductor crash 





OW would seem to be an awful time 

to be a microchip manufacturer. Less 
than a year ago, the industry could barely 
keep up with the demands of its high-fly- 
ing, high-tech customers—makers of 
mobile phones, computers, Palm Pilots 
and other fancy gadgets. Now those cus- 
tomers are flying low: with piles of 
semiconductors in stock, they are under- 
standably loth to order any more. 
Suddenly, the world’s chip factories 
(known as “fabs”, or fabrication plants) 
stand almost idle. 

The pain is showing. The world’s 
third-biggest contract manufacturer of 
chips, Singapore’s Chartered Semi- 
conductor Manufacturing, slipped into 
loss in the first three months of this year. 
In the same quarter, the net profits of the 
second-biggest, United Microelectronics 
Corporation of Taiwan, and the biggest, 
Taiwan Semiconductor Manufacturing 
Company (TSMC), fell by 13% and 17% re- 
spectively compared with the same 
period last year. TSMC reckons that its 
profits for the full year could be down by 
some 60%. 

Reason enough, it might seem, for 
Morris Chang, founder and chairman of 
TSMC, to worry. Not quite. To be sure, Mr 
Chang sees nothing positive about the 
present slump. But then again, he has 
been in the industry since 1955 and has 
already lived through eight cycles. Of 
those, he thinks, this downturn will be 
the worst, because it follows not an up- 
turn but a mania. But it, too, will pass. 
And Mr Chang, perhaps more than any- 
body else in his industry, has reason to 
look forward to what will happen then. 

This is because the downturn could 
prove little more than a lull before the ul- 
timate vindication of an idea that Mr 
Chang had in 1985. By then, he had been 
a top semiconductor manager at two 
American companies, Texas Instruments 
and General Instrument, and, in his 50s, 
was weary of the rat race. He was rich 


enough to retire, but was worried that he 
would find that boring. In any case, the 
Shanghai-born Mr Chang was sentimen- 
tal about his native Chinese culture. So he 
moved to Taiwan, then an up-and-coming 
Asian tiger, to work for a local research in- 
stitute. His brief was to convert know- 
ledge into profit. 

That suited Mr Chang, as thinking is 
something that he does quite deliber- 
ately, and enjoys. His ability to grasp 
complexity helped him become one of 
the 1,000 best contract-bridge players in 
America and attracted Bobby Wolff, a ten- 
time world champion, to be his playing 
partner. And in Taiwan in 1985, his think- 
ing led to inspiration. 

The inspiration was this: the semi- 
conductor industry, Mr Chang under- 
stood, was in fact not one but two 
industries, and it would be best to sepa- 
rate them out. One industry is about 
designing chips, which requires lots of tal- 
ent but little capital. The other is about 
making chips, which requires more capi- 
tal than talent. A fab costs between $2 
billion and $3 billion to build. 

At the time, huge so-called integrated 
device manufacturers (IDMs), such as In- 
tel, did both the designing and the 
manufacturing under one roof. There 
were only about 20 fabless chip-design 
houses, and these depended on the IDMs 
to lease them capacity in their fabs. The 
IDMs Often made this unattractive by in- 
sisting that the fabless share their designs. 

Mr Chang’s solution was the foundry. 
A foundry would specialise in capital-in- 
tensive manufacture and do none of the 
design. It would then sell capacity to 
many customers—not only chip designers 
that had no plants but also roms when- 
ever they hit production bottlenecks—and 
thus achieve economies of scale and bet- 
ter returns on big capital investments. For 
designers, foundries would lower barri- 
ers to entry by offering them a factory for 
hire, while keeping their intellectual prop- 
erty secret. 

In 1987, Mr Chang founded TSMC as 
the world’s first foundry. To begin with, 
the 1pMs did not take it very seriously. 
They gave it some business, but on the 
whole considered the idea crackpot—to 
this day, Intel, the largest 1pM, maintains 
that chip design and manufacture belong 
together. The fabless designers loved the 
idea, of course, and flocked to TSMC. 
New design houses mushroomed, not 
least in Taiwan itself. By the late 1990s, 


the foundry had firmly taken root. United 
Microelectronics, Chartered Semiconduc- 
tor and other start-ups flattered Mr Chang 
by imitating him. 

Foundries were, however, still consid- 
ered the poor relations of the glamorous 
IDMs. Technologically, they had always 
been a step behind—never quite manag- 
ing, for instance, to etch the circuit lines 
on a chip (a popular measure of techno- 
logical prowess) as narrowly as the top 
IDMs. Yet Mr Chang cracked this nut last 
year, on the eve of the slump, when 
TSMC finally surpassed the industry stan- 
dard in circuit-line width. 


Fab or fad? 
This lends credence to Mr Chang’s origi- 
nal hypothesis: that the trend is to 
specialise. Last year, foundries had a16% 
share of the global chip market. TSMC 
had a 41% share of the foundry market. 
By 2010, reckons Mr Chang, half of all 
chips will be made in foundries, and by 
2020 virtually all will be. “Our strategy 
depends on that happening,” he says. 
The semiconductor crash is undenia- 
bly a nuisance. But it will not stop Mr 
Chang, who turns 70 in July, from pursu- 
ing his long-term projects. Indeed, with a 
bit of twisting, he might even find a 
bright side to the slump. Capacity utilisa- 
tion in rsMc’s fabs is down, hurting 
profits and the share price. But at least this 
means that Mr Chang does not need to 
spend most of his time worrying about 
how TSMC could crank out enough chips, 
as he did during the boom. Now he has 
plenty of time to sit and think. Who 
knows? He may even find inspiration 
once more. W 
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China’s state banks 


An outbreak of honesty 


HONG KONG 





Bad news, from one of China’s big state-owned banks, is actually good 


IU MINGKANG, who heads the Bank of 
China, one of the country’s four state- 
owned giants, is the polished, interna- 
tional face of one of the world’s worst 
banking systems. Speaking flawless Eng- 
lish and dressed in a pin-striped suit, he 
joked to an audience of business leaders in 
Hong Kong recently that “China is like a 
castle besieged: those outside want to get 
in, and those inside want to get out.” 

The outsiders are foreign banks keen to 
do business in China; and Mr Liu, for one, 
thinks that partnering as well as compet- 
ing with them would be good for Chinese 
banks. The insiders are people such as 
himself—Mr Liu intends to list his bank’s 
Hong Kong operations in the territory later 
this year—who want to compete overseas, 
and to observe international standards in 
accounting and transparency. This gives 
Mr Liu something rare in Chinese banking: 
credibility. 

That is why his confession this week 
that nearly 30% of the Bank of China’s loan 
book is non-performing caused such rip- 
ples. The number is so awful that it might 
even be true. Two years ago, the govern- 
ment tried to clean up the big four banks 
by transferring their bad loans—one-fifth 
of the total—to so-called asset-manage- 
ment companies (AMCs), which had a 
mandate to recover whatever they could. 


For the Bank of China, which is easily the 
least bad of the four, to admit now to a 
fresh batch of dud loans on its balance 


sheet amounts to a recognition that, in ef- 


fect, at least half of China’s banking assets 
were bad to begin with. 

That may sound dreadful, but it is 
broadly in line with what independent 
voices have been saying all along. It 
means, among other things, that the big 
four are technically insolvent. The gover- 
nor of China’s central bank, Dai Xianlong, 
conceded as much when he said last week 
that three of them—presumably the Agri- 
cultural Bank of China, the Industrial & 
Commercial Bank of China and the China 
Construction Bank—fail to meet interna- 
tional levels of capital adequacy even un- 
der present, lax accounting rules. 

All of a sudden, honesty seems to have 
broken out in Chinese banking. Harrison 
Young, a banker at Morgan Stanley who 
has dealt with crises in America, Japan, 
South Korea and Thailand before turning 
to China, says that to come clean is a “spiri- 
tual watershed for the government.” 

China needed it. The state banks’ bad 
loans are a symptom of a deeper malaise 
among China’s state-owned enterprises 
(sors). Some four-fifths of the banks’ 
loans are to such enterprises, and lending 
is still driven as much by politics as by 
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credit considerations. Official accounts 
now report an improvement in SOE profit- 
ability: a majority are said to have made 
money last year. Yet by international stan- 
dards, large numbers would not only still 
be losing money; they would be insolvent. 
Real banking reform therefore rests upon 
SOE restructuring, which more hard- 
nosed lending should hasten. 


The good, the bad and the ugly 
Transferring bad loans to the asset-man- 
agement companies is not turning out to 
be much of a solution. The idea, as in other 
countries with banking troubles, was to 
create “good banks” and “bad banks”: the 
good banks (ie, the big four) would get a 
clean start, while the bad banks (the 
AMCs) would sort out the mess. In China, 
neither is happening. Some two-fifths of 
new lending by the “good banks” is to con- 
sumers in the form of, say, mortgages: a 
welcome change of habit. All the same, 
three-fifths still goes to the same cash- 
Strapped sors as before, usually in the 
form of working capital. The government 
cannot countenance cutting credit lines to 
all at once. So the big four are constantly 
adding new bad loans to their old ones. 

The “bad banks”, meanwhile, cannot 
do their job either. In America, during the 
savings-and-loan meltdown of the 1980s, 
the Resolution Trust Corporation recov- 
ered as much as possible by forced liquida- 
tion. China’s AMCs, however, have all but 
given up on that. It would require a fire- 
sale of much of the state sector, and the 
country’s fledgling bankruptcy courts are 
already out of their depth. 

By default, the AmMcs have therefore 


been swapping debt for equity in the SOEs. » 
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As owners, overstretched and under- 
trained, they are no better than the incum- 
bent managers at improving corporate 
governance and profitability. The AMCs 
now talk about auctioning bad loans to 
foreign investors, but they are likely to balk 
at the prices on offer. 

A reckoning will come. “One of the 
dark little secrets of the AMCs is that they 
have no money,” says Nicholas Lardy at 
the Brookings Institution, a Washington 
think-tank. The AMcs “bought” the bad 
loans by issuing bonds to the banks; inter- 
est now has to be paid on these. The cash 
for this, less what can be raised at auction, 
can only, eventually, come from the tax- 
payer. Seen in this light, the issue becomes 
one of internal debits and credits in gov- 
ernment accounts: a fiscal problem, in 
other words. Some analysts, such as Mor- 
gan Stanley’s Asian economist, Andy Xie, 
are sanguine, since China’s “national” bal- 
ance sheet looks solvent. Others, such as 
Mr Lardy, predict large budget deficits and 


worry that China might run into trouble is- 
suing enough new bonds. 

The biggest risk for China is nothing as 
dramatic as a financial meltdown. Rather, 
it is continued inefficiency in banking ser- 
vices and in the allocation of capital. 
China has vast domestic savings, but these 
are stuck earning measly interest in the 
banks. The central bank still fixes the price 
of money. Indeed, as a sop to the big four 
banks, plans to liberalise interest rates 
within three years have been delayed. 

A big chunk of people’s deposits ends 
up funding soes that make goods nobody 
wants to buy, build offices nobody wants 
to occupy, and so forth. And what the 
banks do not squander in loans, they 
waste on unneeded staff. The big four 
banks have 1.5m employees between 
them, a mere 6% below the 1997 level. For 
China’s Communist leaders, who have 
nailed their political survival to the cross 
of market reforms, the biggest threat might 
be more years of waste. m 





Wall Street 


Mopping up the mess 


NEW YORK 


Anumber of investigations into Wall Street shenanigans are under way 


FTER the party, the hangover. Investi- 
gations into possible misdeeds on 
Wall Street during the great bull market are 
multiplying. Accounting fraud, market 
manipulation and insider trading are 
some of the charges that are flying about. 
There is now a new bull market, for law- 
yers who specialise in white-collar crime. 

This week the Securities and Exchange 
Commission (sEc) charged former execu- 
tives of a big appliance maker, Sunbeam, 
as well as the auditor who signed off its 
books at Arthur Andersen, with rigging 
the company’s financial reports in order to 
make sales seem more robust than they 
were. This follows the announcement of 
an insider-trading case against a Mexican 
family that allegedly profited mightily 
from an insider’s tip about the takeover of 
an Illinois chemical company. And titbits 
emerge almost daily about two investiga- 
tions, by the sec and federal prosecutors 
in New York, into the once feverish market 
for initial public offerings (1P Os). 

The sins are not new—but they have be- 
come more sophisticated. The insider- 
trading case announced on May 9th fol- 
lows the trail across half-a-dozen borders 
and a raft of complex corporate structures. 
Jose Luis Ballesteros Franco, a prominent 
Mexican businessman who has since died, 
attended a board meeting in June 1999 of 
Nalco Chemical, where he heard about an 


acquisition offer by a French company, 
Suez Lyonnaise des Eaux, for a great deal 
more than Nalco’s then-market price. 
Over the next week, he and his brother 
went on a spree, regulators allege, acquir- 
ing shares in Nalco that they sold the fol- 
lowing month for a profit of over $3m. 
Nothing unusual so far. The challenge for 
investigators, though, was to link the 





Paper trail 


trades to a guilty party. According to the in- 
dictment, orders were placed with Bankers 
Trust in New York and Citibank in Mexico 
on behalf of four Irish investment firms, 
each controlled, in turn, by trusts whose 
beneficiaries were the alleged insider deal- 
ers. Trades were placed through Swiss ac- 
counts run from Jersey. Other companies 
were registered in the West Indies. 

Now, some of the Ballesteros clan have 
settled with the sec. Regulators and pros- 
ecutors will not provide details about 
sleuthing techniques. But the sec’s head 
of enforcement, Richard Walker, says it is 
investigating a record number of cases in- 
volving insider trading in American shares 
by people outside the country. 

The Sunbeam case bids fair to becomea 
staple of business-school accounting 
classes. In 1996 Al Dunlap (“Chainsaw Al”, 
because of his fondness for firings) was 
hired to run Sunbeam, an appliance maker 
in deep trouble. According to the SEC’S 
complaint, Mr Dunlap’s first step was to 
declare unnecessarily large losses for 1996, 
providing a “cookie jar” of reserves to 
boost profits in 1997. Sunbeam then 
shipped out more in 1997 than merchants 
could sell, a practice known as “channel 
stuffing”. That boosted revenues that year, 
but had a terrible effect on results for 1998. 
When goods were returned, efforts were 
made to disguise the impact. “Increasingly 
desperate measures” were then taken in 
1998 to “conceal the company’s mounting 
financial problems”, including more at- 
tempts artificially to boost sales. 

Lulled by reported numbers that did 
not reflect the company’s deteriorating 
situation, investors piled into Sunbeam 
shares. Bosses would have made a fortune 
had a buyer been found for Sunbeam, but 
no deal materialised, and by June 1998 the 
board had launched an investigation and 
fired Mr Dunlap. The sec is charging him 
and other Sunbeam executives, as well as 
the partner at Arthur Andersen who ap- 
proved the company’s financial state- 
ments, with fraud. 

Meanwhile, in an investigation attract- 
ing lots of publicity, prosecutors in New 
York and from the sec are looking at the 
behaviour of big investment banks that 
underwrote 1POs during the bull market. 
Two separate cases are being pursued: the 
first involves allegedly excessive commis- 
sions, the second requirements by invest- 
ment banks that customers given shares in 
particularly hot deals should buy still 
more in the aftermarket—in effect, rigging 
that market. Last month Credit Suisse First 
Boston placed on paid leave two brokers 
from its successful department underwrit- 
ing technology shares, for violating com- 
pany policy on the allocation of ros. 

Only a year ago, law firms complained 
they were losing their brightest to Wall 
Street. Now, presumably, the ones who 
stayed can represent their old chums. m 





Foreign listings in America 
A long arm for 
securities law 


WASHINGTON, DC 
Anew move to use securities disclosure 
to enforce sanctions abroad 


HE Securities and Exchange Commis- 

sion (SEC) has just announced new dis- 
closure rules that expand its scrutiny of 
foreign firms. It will require companies 
seeking to sell securities in the United 
States to disclose their activities in coun- 
tries subject to American government 
sanctions—places like Cuba, Iraq and Su- 
dan. Depending on how fund managers 
and allies react, says Roger Robinson, head 
of the William J. Casey Institute, the initia- 
tive could have “ground-breaking foreign- 
policy implications”. His think-tank has 
long agitated to have problems of national 
security, human rights and religious free- 
dom treated as investment risks. 

The new interpretation changes the 
way in which the sec enforces its require- 
ment to disclose anything that makes an 
offering risky or speculative. In the past, 
that has applied to, say, environmental 
risks or lawsuits, but not to political risk or 
national security. Now it will. 

The change was announced in a pecu- 
liar way: in a letter from the sEc’s acting 
chairman, Laura Unger, to Frank Wolf, 
who chairs the House subcommittee 
responsible for the sec’s annual funding. 
Mr Wolf was furious that PetroChina, one 
of China’s national oil companies, was 
able to seek a New York listing last year ata 
time when it was selling oil to Sudan. Mr 
Wolf thinks this helped the Muslim gov- 
ernment to carry out atrocities against 
Christians in southern Sudan. 

A slippery slope, it seems. America 
might seek to extend its sanctions re- 
gimes—such as the controversial Helms- 
Burton act—in an extraterritorial direction, 
in effect, by imposing capital controls on 
companies that congressmen dislike. It is 
unclear what the sec will do with in- 
formation that a firm trades with, say, Su- 
dan or Iraq. It would rather pass this hot 
potato to an inter-agency group that 
would include the State Department and 
the Treasury to deal with hard cases. Such 
a group could recommend that the presi- 
dent use his powers to halt listings on 
grounds of national security. 

The new rules could affect foreign firms 
in a more evolutionary way. They may 
force American portfolio managers to take 
account of newly revealed political risks, 
or face lawsuits from aggrieved sharehold- 
ers. If so, market caution could end up ex- 
tending America’s sanctions regime in a 
way that no amount of government pos- 
turing could achieve. m 


Securities settlement in Europe 
Clearstream and 
muddy waters 


FRANKFURT 
A whiff of scandal at one of Europe’s 
clearing organisations 


HAS been a bad year for Clearstream 
International, one of Europe’s biggest 
clearers and settlers of securities trades. 
First, it was found to have overstated the 
assets it held in custody by €1.7 trillion 
($1.5 trillion), the result, it said, of mistaken 
reporting by clients. Then, a book alleged 
that Clearstream had been laundering 
money. The company denies any wrong- 
doing and is suing the authors and editor 


for libel. All the same, prosecutors in Lux- 


embourg, Clearstream’s base, are investi- 
gating. And on May 16th the chief 
executive, André Lussi, and two other ex- 
ecutives “stepped aside temporarily”, 
pending the outcome of the inquiry. 
Clearstream is also at the centre of a 
duller, but maybe more important, contro- 
versy: how many clearers does Europe 
need? In theory, no more than one, be- 
cause the business offers huge economies 


A human trading error 


Rogue blunderer 


Trading systems cannot guard against their users 


OT all the fancy systems in the 

world, it seems, can put an end to 
simple, human cock-ups. On May 14th 
London's stock exchange went for more 
of a tumble than it would otherwise 
have done because a trader at a bank 
keyed in the wrong number of shares on 
his trading screen. The mistake meant 
that a sell order on a basket of shares 
worth a reported £30m ($43m) turned 
into one valued ten times that. The FTSE 
100 index, already slightly down, fell by 
2.2% in the final moments of trading, 
when the trade was made. 

Lehman Brothers is believed to be the 
source of the rogue programme trade. 
Yet believe it or not, there is not much 
Schadenfreude among City rivals. “Just 
about every firm has had one of these 
incidents,” says the head of one bank's 
programme-trading desk. “I've seen this 
happen many times before.” In 1998 a 
trader at Salomon Brothers leant an el- 
bow ona computer keyboard, firing off 
an order to sell FFr7.3 billion ($1.2 bil- 
lion) of French government-bond 
futures. Most snafus get hidden in the 
normal flutters of a day’s trading. 

Still, the exchange is trying to under- 


of scale. Hence the enthusiasm of many 
big investment banks for a market like an 
“hourglass”: trades from different ex- 
changes would be funnelled through a sin- 
gle central counterparty (ccr). They 
would be cleared there before passing to 
settlement agencies. This would maximise 
the scope for “netting”—totting up all trad- 
ers’ sales and purchases and clearing the 
net amount, rather than clearing every 
trade. That would make cross-border trad- 
ing, in particular, far cheaper. 

For now, continental Europe has not an 
hour-glass, but many vertically integrated 
“silos”, in which there are lots of clearers, 
mostly tied to exchanges. Euroclear, an in- 
dependent rival, is bank-owned, and 
many would like to merge it with Clear- 
stream. Banks say that costs in Europe are 
several times America’s, where the De- 
pository Trust and Clearing Corporation 
handles most security trades. The Euro- 
pean Commission is looking into whether 
silos hinder competition. 

Deutsche Börse, which runs the Frank- 
furt stockmarket, owns 50% of Clear- 
stream. It would like to have the other half, 
and Clearstream’s problems may give it 
the chance. But that would reinforce the 
system of silos—just what Europe's securi- 
ties industry does not need. @ 
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them if they are sure about what they 
have done, and to flag large trades that 
look odd. The problem is that, in the 

heat of the moment, traders often do not 
have time to think about each safeguard. 
This time, Lehman Brothers will __ 
probably have lost millions of pounds as- 
a result of its employee’s mistake. It will 


have had to buy back shares it sold at 


prices it was responsible for depressing. 
Sometimes, though, traders are keen to 

point out, banks make big money from 
their errors. Whatever it takes. 
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New trends in accounting 


Touchy-feely 


Accountants want to start measuring intangible assets and new economy “value 
drivers”. They are unlikely to be any good atit 


HOULD “female potential” be re- 

warded with a place in companies’ an- 
nual reports? Or how about the share of 
the staff who are younger than 40 and pos- 
sess a college degree? These criteria, and 
many more like them, are to be found in 
supplements to past annual reports from 
Skandia, a Swedish financial group. Telling 
the world about its female managers and 
the average age of its workforce, the com- 
pany thought, would attest to its wealth of 
“intellectual capital”. 

Skandia’s efforts in this direction seem 
to have petered out after 1999, when its 
most recent supplement was published. 
Now its touchy-feely approach looks pre- 
scient. Inside accountancy a debate is 
growing about recognising and measuring 
internally generated intangible assets— 
such things as intellectual capital and re- 
search and development. Many argue that 
more attention also needs to be paid in an- 
nual reports to non-financial, “soft” mea- 
sures such as speed-to-market, quality of 
management and customer satisfaction. 
Ideally, the fans say, there should be rules 
about what extra information companies 
must disclose, and how. 

Late in 1999 America’s Securities and 
Exchange Commission (sec) gathered 
some people together to look into how ac- 
countants might get better at revealing 
“value in the new economy”. According to 
Jeffrey Garten, dean of Yale’s business 


school and leader of the sec’s task-force, 
which will report its findings later this 
month, changes in the world’s industrial 
structure are threatening to make existing 
accounting standards obsolete. 

Profits in the Internet age, the argument 
goes, are generated less from solid assets 
such as factories than from intangibles 
such as research and development or soft- 
ware programs. The sEc’s report will con- 
clude that companies should experiment 
with disclosing new types of information. 
A report in April by the Financial Account- 
ing Standards Board (FAsB) said that it 
would undertake four projects on non-fi- 
nancial metrics and intangible assets. 

The problem with all of this is that no- 
body inside the accountancy profession 
has much idea of how to put a numerical 
value on internally generated intangible 
assets, at least not while staying true to the 
principle of reliability. Under the present 
regime, most intangible assets are recog- 
nised in the balance sheet only when one 
company buys another and has to account 
for the “goodwill” part of the cost. 

In the case of research and develop- 
ment, arguments have raged for years over 
whether companies should be allowed to 
make an asset out of R&D spending, in- 
stead of charging it as an expense through 
the profit-and-loss account. Yet even with 
R&D, one of the most concrete of intangi- 
bles, there is often little connection be- 








tween the amount of money invested and 
a new product's eventual return. For some 
inventions the return will exceed costs a 
hundredfold; others, such as a drug that 
fails its final tests, will produce no reward 
at all. Putting R&D on the balance sheet 
therefore risks drastically under- or over- 
stating the size of a company’s assets, and 
so misleading investors. 

Brands, another favourite candidate for 
inclusion on the balance sheet, are clearly 
valuable, but they are also volatile. What 
happens to the value of a brand in the 
event of a product being taken off the mar- 
ket, like Firestone’s dangerous tyres? Intel- 
lectual capital is also hard to pin down, 
since employees leave companies when- 
ever they like, taking it all with them. 

Soft measures, if required by the au- 
thorities, could end up being used to hood- 
wink investors. Companies would have 
an incentive to create flattering statistics. 
Would auditors, given the task, catch them 
if the figures were misleading? “Account- 
ing firms have a difficult enough time au- 
diting the hard numbers, let alone the soft 
ones,” says Arthur Levitt, the sec’s chair- 
man in 1993-2000. Some measures could 
be used to hype companies, he suggests. 
Another limitation, says the FASB, is that 
non-financial measures tend to be peculiar 
to a single industry or even company, 
making comparisons hard. 

There is already plenty of non-financial 
information floating around about compa- 
nies. The front sections of many annual re- 
ports voluntarily disclose details about 
margin shifts, capacity utilisation and the 
like. Because these details are neither au- 
dited nor subject to strict presentational 
rules, investors know they should take 
them with a pinch of salt. Consultants 
such as Interbrand have developed ways 
to judge the value of brands, while hu- 
man-resource firms sell expertise in the 
field of intellectual capital. Fund managers 
and analysts come up with their own, sub- 
jective valuations of intangible assets. 

Big accountancy firms want to seize 
some of this territory. They worry that 
they are being left out of the “new econ- 
omy”, especially now that they are under 
pressure to avoid conflicts of interest that 
come from selling consulting services 
alongside audits. A book by three partners 
of PricewaterhouseCoopers called “The 
Value Reporting Revolution: Moving Be- 
yond the Earnings Game” says that audit 
firms risk being ignored—as do the old- 
style financial statements they check. 

These fears look misplaced. Now that 
once high-flying technology companies 
have seen their market capitalisations fall 
to earth, investors have less time for the 
kind of new valuation gimmicks—remem- 
ber average value per marketing dollar 
spent?—that emerged at the stockmarket’s 
peak. Good, old-fashioned accounting 
looks like coming back into vogue. m 
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How much should petrol be taxed? 


‘ee tax on petrol varies widely around 
the developed world. America’s gaso- 
line tax is currently about 40 cents an 
American gallon, equivalent to 7 pence a 
litre. Many Americans are calling for it to 
be cut, as the summer increase in prices 
begins to make itself felt, and reflecting a 
more general alarm about the country’s 
“energy crisis”. In Canada the tax is half 
as big again as in America; in Australia it 
is more than double. In Japan and most 
of Europe, the specific tax on petrol is 
around five times higher than in America, 
standing at the equivalent of some 35 
pence a litre. At the upper extreme is Brit- 
ain, where fuel duty (paid in addition to 
value-added tax) has risen in recent years 
to a punitive rate of just under 50 pence a 
litre, seven times the American levy. 

You would expect well-designed pet- 
rol taxes to vary from country to country, 
according to national circumstances—but 
not, on the face of it, by a factor of seven. 
In America it is taken for granted that Eu- 
rope’s petrol taxes, let alone Britain’s, are 
insanely high, and presumably some- 
thing to do with socialism. In Britain, on 
the other hand, it is taken for granted that 
America’s gas tax is insanely low, part of 
a broader scheme to wreck the planet. 
Protests in Britain last year showed that 
petrol tax had finally been raised all the 
way up to its political ceiling—but nobody 
expects or even calls for the tax to be cut 
to the American level. 

America and Britain may both be 
wrong about the gas tax, but it seems un- 
likely that they can both be right. So how 
heavily should petrol be taxed? A paper 
by Ian Parry of Resources for the Future, 
an environmental think-tank in Washing- 
ton, DC, looks at the arguments”. 

The most plausible justification for 
taxing petrol more highly than other 
goods is that using the stuff harms the 
environment and adds to the costs of traf- 
fic congestion. This is indeed how 
Britain’s government defends its policy. 
But the fact that burning petrol creates 
these “negative externalities” does not 
imply, as many seem to think, that no tax 
on petrol could ever be too high. Econom- 
ics is precise about the tax that should, in 
principle, be set to deal with negative 
externalities: the tax on a litre of fuel 
should be equal to the harm caused by 
using a litre of fuel. If the tax is more than 
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* “Are Gasoline Taxes in Britain Too High?” Resources for 
the Future's website is www.rff.org 


EconomicFocus Fuelling discontent 


that, its costs (which include the inconve- 
nience inflicted on people who would 
rather have used their cars) will exceed its 
benefits (including any reduction in con- 
gestion and pollution). 

The pollution costs of using petrol are 
of two main kinds: damage to health 
from breathing in emissions such as car- 
bon monoxide and assorted particulates, 
and broader damage to the environment 
through the contribution that burning 
petrol makes to global warming. Review- 
ing the literature, Mr Parry notes that 
most recent studies estimate the health 
costs of burning petrol at around 10 
pence a litre or less. The harm caused by 
petrol’s contribution to global warming 
is, for the time being, much more specula- 
tive. Recent high-damage scenarios, 
however, put an upper limit on the cost at 
about $100 per ton of carbon, equivalent 
to 5 pence a litre of petrol. Adding these 
together, you come to an optimal petrol 
tax of no more than 15 pence a litre. 


Jammed 

High petrol taxes also help to reduce traf- 
fic congestion. However, they are badly 
designed for that purpose. Curbing the 
number of car journeys is only one way 
to reduce congestion. Others include per- 
suading people either to drive outside 
peak hours or to use routes that carry less 
traffic. High petrol taxes fail to exploit 
those additional channels. As a result, Mr 
Parry finds, the net benefits of a road-spe- 
cific peak-period fee (the gain of less 
congestion minus the cost of disrupted 
travel) would be about three times bigger 
than a petrol-tax increase calculated to 
curb congestion by the same amount. 
Still, if politics or technology rules out 
congestion-based road-pricing, a second- 
best case can be made for raising the pet- 





rol tax instead. According to Mr Parry, 
congestion costs in Britain might then jus- 
tify an additional 10 pence a litre in tax. 

This brings you to a total petrol tax of 
around 25 pence a litre. The pre-tax price 
of petrol is currently about 20 pence a li- 
tre, so this upper-bound estimate of the 
optimal tax represents a tax rate of well 
over 100%~—a “high tax”, to be sure. Yet 
Britain's current rate is roughly double 
this. On the same basis, of course, Amer- 
ica’s rate is far too low (even a lower 
bound for the optimal rate would be a lot 
higher than 7 pence a litre). 

Britain’s rate, judged according to the 
environmental and congestion argu- 
ments, looks way too high—but plainly 
the British government has another rea- 
son for taxing petrol so heavily. It needs 
the money to finance its plans for public 
spending. Politically, raising money 
through the tax on petrol, protests not- 
withstanding, has proved far easier than 
it would have been to collect the cash 
through increases in income tax or in the 
broadly based value-added tax—or, for 
that matter, through congestion-based 
road-pricing (always dismissed as “politi- 
cally impossible”). 

This seems odd. Supposing that actual 
and projected public spending justified 
higher taxation, Mr Parry's analysis 
strongly suggests that the country would 
have been better off paying for it through 
income taxes than through a punitive pet- 
rol tax. And the petrol tax is not only 
wasteful in economic terms, if Mr Parry is 
right; it is also regressive in its distribu- 
tional effects, increasing the cost of living 
for poor car-owning households much 
more than for their richer counterparts. 

At last, Britain has found the political 
ceiling for the petrol tax. What is remark- 
able is just how high it proved to be. m 





ád Special report Crédit Lyonnais 


The scandal continues 


Did French politicians and officials, as well as Crédit Lyonnais, hide the bank's 


wrongdoings in the Executive Life affair? 


HIS newspaper first published details 

of the Executive Life affair, involving 
Crédit Lyonnais, a French bank, in January. 
Two months ago, Jean Peyrelevade, the 
bank’s chairman, initiated proceedings 
against us in France for defamation. But 
now new information has come into our 
possession that could turn the whole affair 
into one of France's biggest-ever scandals. 

Crédit Lyonnais has consistently main- 
tained that wrongdoings surrounding the 
purchase in 1991-93 of Executive Life, a 
failed American insurance company, did 
not come to the attention of Mr Peyrele- 
vade until the end of 1998. At that point, 
the bank immediately informed the Fed- 
eral Reserve, its main American bank su- 
pervisor. In other words, as soon as it 
became aware of the problem, the bank 
acted responsibly to bring it to light. 

Our January article foreshadowed 
criminal proceedings in America against 
Crédit Lyonnais over the Executive Life af- 
fair. The bank described this prediction as 
“unimaginable”. Yet last week the bank 
confirmed a report in Libération, a French 
newspaper, that it had been notified by the 
American Department of Justice on April 
24th of its intention to proceed with indict- 
ments in June. 

Since January, The Economist has ob- 
tained evidence which suggests that the 
French Treasury, the bank’s shareholder 
until its privatisation in 1999, was aware of 
potential risks surrounding Executive Life 
from mid-1995; and of criminal risk by Oc- 
tober 1997. Logically, if Crédit Lyonnais’s 
position is correct, the Treasury must have 
said nothing about the potential risks to 
the bank, its chairman or the American au- 
thorities before the end of 1998. Yet the 
Treasury became aware of the potential 
risks only because it had been informed 
about them by Crédit Lyonnais itself. 

What were the risks? Executive Life, a 


Californian insurance company, went 
bust in 1991 when the market value of its 
junk-bond portfolio collapsed. Insurance 
regulators opted for a rescue package put 
together by Crédit Lyonnais. The bank 
made a cash offer for the junk-bond port- 
folio and arranged for a new insurance 
company, Aurora, to take over Executive 
Life’s insurance contracts. Regulators were 
told that the consortium set up to own and 
manage Aurora would be independent of 
Crédit Lyonnais, as both federal and state 
laws required. 


Executive case 

However, in mid-1998, a whistleblower re- 
vealed the existence of secret agreements 
to lawyers acting for regulators. These 
showed that members of the consortium 
of “independent” shareholders in Aurora, 
led by MAAF, a French insurer, were in fact 
fronts for Crédit Lyonnais. The bank had 
agreements with consortium members to 
buy back the shares in Aurora that they 
nominally held. 

Crédit Lyonnais has asserted that the 
significance of a 17-page internal fax, 
which was sent on December 10th 1993 to 
the office of Mr Peyrelevade and which 
contained explicit details of the fronting 
agreements, was not realised until 1999. 
The fax also described the terms of the 
bank’s relationship with Artémis, a vehi- 
cle owned by Francois Pinault, one of 
France’s richest tycoons. The bank had ar- 
ranged for Artémis to buy shares in Aurora 
from the consortium of investors so that 
the fronting scheme could be unwound. 

Inquiries by The Economist reveal that 
in the years after Mr Peyrelevade became 
chairman there were extensive and some- 
times heated discussions between Crédit 
Lyonnais and the French government. At 
issue was the creation of the Consortium 
de Réalisation (CDR), the defeasance body 


The Economist May 19t! 


~~ 
Y id 
ty 





into which the bank’s troubled assets and 
potential liabilities were to be placed. The 
idea was to separate the “bad” bank from 
the good one, leaving a healthy business 
that could eventually be privatised. 

Ministers and civil servants at the Trea- 
sury had to be sure that they conducted 
proper due diligence by checking exactly 
what was being transferred. For Crédit Ly- 
onnais, the defeasance represented a 
priceless chance to get rid of present and 
future liabilities. It was especially impor- 
tant that it declared any potentially risky 
off-balance-sheet exposures, because the 
CDR (and, ultimately, the French taxpayer) 
would then bear financial liability. 

Executive Life featured prominently 
among such risks, partly because the trans- 
action to unwind the fronting agreements 
was still in process. Artémis, in which Cré- 
dit Lyonnais owned a 24.5% stake, did not 
complete its purchase of shares in Aurora 
until August 1995, when it bought the re- 
mainder of the shares that MAAF had 
warehoused for the bank. 

On April 5th 1995 a protocole d'accord, 
which has never been made public, was 
signed by Mr Peyrelevade and Edmond Al- 
phandeéry, then France’s finance minister. 
In effect, this was a contract that set out the 
official terms and conditions on which the 
CDR could accept assets and liabilities 
from Crédit Lyonnais. In a labyrinthine se- 
ries of annexes, these assets and exposures 
were listed in detail. 

The Economist has obtained a copy of 
the protocol. It raises serious new doubts 
about Crédit Lyonnais’s stated position 
over Executive Life. Specifically, in Article 
17 of the protocol there is a reference to an 
annex (numbered 9.2) that was to detail 
some of the bank's darkest secrets and 
worst potential off-balance-sheet risks. 

In the weeks before the protocol was 
signed, there was a flurry of activity with- 
in Crédit Lyonnais. Serge Boutissou, head 
of the bank’s finance department, was the 
principal participant in discussions be- 
tween the bank and the government over 
the new defeasance body. He wrote to all 
of the bank’s main line managers, instruct- 
ing them to report back all details of off- 
balance-sheet transactions, and explain- 
ing that these would be transferred into 
the cpr. As one of the managers who re- >> 


> ceived this highly confidential letter says, it 
was obvious that here was a last chance to 
disclose questionable deals. “It was as if 
the last train was leaving the station, so 
you had to be on it.” 

There was a deadline of March 31st, but 
it took longer than planned to agree on the 
risks to be transferred. On May 9th, a few 
weeks after the protocol was signed, 
Messrs Alphandéry and Peyrelevade 
signed the frontispiece of annex 9.2. Both 
men also placed their initials on each page 
of the annex. 

On the first page, under a list of risks re- 
lating to Altus Finance, one of the bank’s 
then subsidiaries, is the following entry: 
“Risk of being sued by third parties in 
America concerning the transfer of junk 
bonds from Executive Life to Altus Fi- 
nance.” This was an explicit reference to le- 
gal risk in America. But which third parties 
might consider suing? Only a few weeks 
earlier, an appeal court in California had 
dismissed a legal challenge to the Execu- 
tive Life takeover, apparently making itim- 
mune to further challenges. There could 
only be a residual legal risk for Crédit Lyon- 
nais to pass over to CDR if the parties knew 
that there had been wrongdoings that 
might one day be discovered. 

On the second page, under the heading 
“commitments to buy shares”, is listed Al- 
tus Finance’s obligation to buy the portion 
of MAArF's stake in New California Life 
Holding (NCLH), the holding company for 
Aurora, that had not yet been sold to Arté- 
mis. This was an explicit reference to one 
of the fronting agreements. Unless the 
transaction was already clearly under- 
stood by all involved, such a reference 
should have set alarm bells ringing. 

Asked by The Economist about these 
documents, Crédit Lyonnais responded 
that it “does not intend to answer prosecu- 
torial questioning...All the documents... 
have been provided by the bank, onit own 
initiative, to the American author- 
ities..and the bank has answered all the 
authorities’ questions about them...The 
documents you mention do not implicate 
the bank in any misconduct.” 


Treasury trouble 


Other warnings also apparently went un- 
heeded. In October 1997, Dominique 
Strauss-Kahn, then France's finance minis- 
ter, was sent a report about the manage- 
ment of the CpR written by an elite state 
body of investigators. One of the inspec- 
tors, Véronique Hespel, attached a sum- 
mary for the minister. The Economist 
understands that this note mentioned 
there was criminal risk arising from the 
purchase of Executive Life. Madame Hes- 
pel has declined to answer our written 
questions, and the Treasury denies that the 
note refers to Executive Life. If her warning 
existed, however, it is hard to imagine that 
the Treasury did not act on it. 
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Annex 9.2 was controversial long after 
May 1995. In 1997, there were concerns at 
the highest levels within Crédit Lyonnais 
that CDR might contest liability for some 
of the exposures that had been handed 
over by the bank. The Economist has ob- 
tained a copy of a fax sent by the Treasury 
on March 11th 1997 to Crédit Lyonnais and 
the CDR. It contained the minutes of a 
meeting held on February 27th between 
the three parties to discuss in detail the 
scope of the cpr’s indemnity to the bank. 

The fax states that cor would not be li- 
able for any criminal damages arising 
from risks transferred in 1995. This had not 
been clear in the original annex 9.2, which 
simply assigned all financial responsibil- 
ity to CDR. On complicated matters the 
bank was ordered to give detailed oral 
briefings to the CDR so that the true level 
of risks could be determined. Disputed 
cases would be referred to the “arbitration 
of the Minister”. 

Taken together, the references in annex 
9.2 and in these minutes make it certain 
that the Executive Life risks were disclosed 
in 1995 and highly likely that they were dis- 
cussed many times thereafter. If they had 
not been revealed by Crédit Lyonnais, CDR 
would have no liability. Yet cpr has not 
publicly repudiated its willingness to foot 
the bills for Executive Life that may 
amount to billions of dollars. 

Allof this makes Crédit Lyonnais’s pub- 
lic position over Executive Life look aston- 
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ishingly flimsy. Worse is the implication 
that follows from the transfer of Executive 
Life exposures to CDR in May 1995. Many 
people both in the cpr and the French fi- 
nance ministry must have been aware that 
the bank had taken an unconscionable le- 
gal and regulatory risk in America. Yet no- 


body said anything to the American 


authorities until the end of 1998. 

The wranglings between cpr, the 
bank and the Treasury continued, so much 
so that the original 1995 protocol was the 
subject of no fewer than 18 amendments. 
All were signed by Mr Peyrelevade. In an 
official report published last year the CDR 
stated that the 16th amendment “intro- 
duced important restrictions” to the appli- 
cation of the civil indemnity given to 
Crédit Lyonnais in 1995. The Economist 
asked Raymond Lévy, president of the 
CDR since 1998, to explain this amend- 
ment. He declined requests for an inter- 
view and to answer written questions. 

In hindsight, it seems that, from the mo- 
ment the Executive Life risk was trans- 
ferred to the CDR, its cover-up ceased to be 
a sensitive internal matter at Crédit Lyon- 
nais and became in addition an issue of 
government policy. It also affected rela- 
tions with the European Commission in 
Brussels, which had approved the state aid 
involved in the bank’s bail-out only after 
lengthy rows with Paris. This scandal now 
touches not just Crédit Lyonnais but the 
heart of the French government. m 
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While Welch waited 


This week we launch a series of case studies of how big 
established companies are developing their e-business 
strategies. We begin with a look at how the biggest of them 
all, General Electric, almost missed the boat 


HE razzmatazz that once 

surrounded business-to- 
business (B2B) e-commerce has 
vanished, leaving a trail of 
dead dotcoms. That does not 
mean an end to the changes 
that new information and 
communications technologies 
are bringing to companies. But 
from now on, the transforma- 
tion will occur mainly in estab- 
lished companies, which will 
continue their quiet search for 
new electronic ways to carry 
out familiar tasks. 

The coming of the Internet, 
with its associated technol- 
ogies, is changing both how 
companies deal with their sup- 
pliers and customers, and how 
they organise work. Some of 
these shifts will be profound; 
others are, for now, mere ex- 
tensions of the proprietary net- 
works that many big firms 
were already using. The case 
studies that we will run over 
the next few weeks will look at 
the progress of this revolution 
in America, Europe, Japan and 
emerging economies. 

One of the companies far- 
thest along the track is General 
Electric. This old-economy 
icon now buys and sells more 
through its private online mar- 
ketplaces—an estimated $20 
billion this year alone—than is 
traded in all the independent 
B2B marketplaces together. 
Management books celebrate 
the e-business epiphany of its 
boss, Jack Welch, as proof that 
even elephants can dance. 

Yet, for most of the late 
1990S, GE seemed to have 
blown a spectacular e-busi- 
ness opportunity. When the 
Internet wave hit, it was one of 
the world’s biggest industrial 
buyers, with one of its biggest 
electronic buying networks. In 
1997 its GE Information Ser- 
vices (GEIS) division was prac- 
tically the only B2B game in 
town, albeit based on pre-In- 
ternet technologies. 

But GEIS faded mysteri- 


ously from sight just as such 
B2B companies as Ariba and 
Commerce One began to pro- 
duce fashionable software for 
electronic commerce. Al- 
though GEIS executives knew 
that they stood on the verge of 
something big, they were un- 
able to do much about it until it 
was almost too late. 

The reason was a bad case 
of conglomeritis. Ger, the 
world’s largest company, offers 
vast opportunities to use tech- 
nology inventively. But its ob- 
session with earnings growth 
means that it suffers from an in- 
herent conservatism: unprofit- 
able new ventures must win 
extraordinary executive and 
board support to go ahead. 

In such a culture, it was hard 
to win support for a new B2B 
business. Keeping up with the 
dotcom start-ups would mean 
spending as profligately as 





A 


— 


P” 
A 


‘aira 






o- 


ra\ 


J 





PELL. 
ait 


they had, but without the free- 
dom that came, in those golden 
days, from investors’ tolerance 
of big losses. “We wanted to do 
some of what Ariba and Com- 
merce One do, but we couldn't 
do it at the cost of hundreds of 
millions of dollars of losses,” 
says Harvey Seegers, then 
GEIS’s boss and now in charge 
of the main part of GE's e-com- 
merce activities. GEIS bosses 
found it hard to get a green light 
from headquarters. While they 
waited, their “first-mover” ad- 
vantage withered. 

The main obstacle was the 
prospect of cannibalising a 
profitable proprietary data 
business: GEIS itself. From the 
early 1980s until the 
mid-1990s, e-business referred 
not to the Internet but to elec- 
tronic data interchange (ED1), a 
way of exchanging formatted 
purchase orders and other doc- 
uments electronically. EDI 
transactions tend to be carried 
over private, secure networks 
or leased lines, usually run by 
third-party service providers 
(see chart on next page). 

GEIS was the biggest of 
these. Its data centre in Rock- 
ville, Maryland boasted a 
NASA-like command centre 
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run by former military techni- 
cians still sporting crew cuts 
and smartly addressing super- 


visors as “sir”. It served 
100,000 companies that col- 
lectively process more than a 
billion transactions a year. 

This offered Ge a vision of 
the future: more and more 
companies doing business 
with each other electronically 
as they automated their inter- 
nal processes. The natural ex- 
tension of the “enterprise 
resource planning” movement 
led by SAP, a German software 
company, was connecting one 
enterprise to another. This laid 
the groundwork for wide- 
spread, automated machine- 
to-machine transactions be- 
tween companies. 


Enter the Internet 

But at the same time the In- 
ternet was exploding. GEIS at 
first saw its potential mostly as 
a cheap on-ramp to EDI net- 
works for small and medium- 
sized firms that did not want a 
full EDI connection. Smaller 
suppliers often had to be 
dragged reluctantly on to larger 
firms’ EDI networks: for the 
minnows, the costs often out- 
weighed the savings. Perhaps 
the Internet could help there, 
replacing expensive private 
networks with cheaper public 
ones. So GEIS offered a service 
that would accept EDI forms 
submitted via a website and 
transmit them on its own pro- 
prietary network to their des- 
tination, one of Gers’s larger 
clients. 

But that was as far as it 
went. For all the Internet's con- 
sumer appeal, GEIS reasoned, 
the business world is far more 
conservative. For more than 
two decades, ep! had been the 
only commonly agreed stan- 
dard with which to conduct 
business-to-business transact- 
ions. It would not be over- 
turned easily. 

Yet EDI has many flaws. In 
essence itis nothing more than 
a machine-readable e-mail 
message with strict rules about 
what to say. Itis notinteractive, 
and it operates, like all e-mail, 
in an asynchronous fashion, 
with long delays between call 
and response. 

Thus, Wal-Mart's ordering 


system might use EDI to senda » 


> purchase order to a supplier in 
the morning; once the supplier 
accepted the order it might di- 
rect its computers to send a 
confirmation back. Similar for- 
matted messages might travel 
back and forth as the order is 
completed, shipped and re- 
ceived. EDI saves companies 
money, mostly by taking peo- 
ple and errors out of the equa- 
tion, but it does not funda- 
mentally change the way 
business is done or who it is 
done with. 

That changed when the In- 
ternet came along. B2B ex- 
changes did more than simply 
take existing relationships and 
transactions and turn them 
into digital form: they offered 
the potential for new relation- 
ships and new sorts of trans-. 
actions, from auctions to direct 
sales without middlemen and 
brokers. Between 1995 and 
2000, more than 700 such ex- 
changes were founded. Some 


were independent market- 
places and some were run by 
big buyers or sellers. 


Most of those have since 
disappeared. Yet B2B continues 
to grow today, although com- 
panies now tend to work with 
their own suppliers in private 
marketplaces rather than in in- 
dependent exchanges. Indeed, 
many of the virtues of GEIS’s 
model—and especially its focus 
on improving existing busi- 
ness relationships, rather than 
reinventing them—are now, 
ironically, back in vogue. 


Fomenting revolution 
A year and a half ago, though, 
that was not the prevailing wis- 
dom. As B2B dotcom start-ups 
were going public at multi-bil- 
lion-dollar valuations, GEIS 
was starting to have doubts 
about its continuing focus on 
traditional Epi. Fears of the 
Y2K computer bug had dis- 
tracted it for years, as it spent 
heavily to avoid trouble. Its 
customers—mostly larger, es- 
tablished industrial firms— 
were equally distracted. 

Mr Seegers had joined Gets 
in 1996. Within the company, a 
mainframe culture dominated, 
with an emphasis on white- 
shirted professionalism and 
reliability; beyond it, the 
growth of the Internet was in 
full spate. Mr Seegers, a former 
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marine, was trained to handle 
conflict; yet this was a case of 
two worlds that preferred not 
to acknowledge each other's 
existence at all. 

GEIS was a small division 
by GE standards, not even a 
line item in its annual reports— 
although its concentration on 
EDI meant that it certainly sat- 
isfied Mr Welch’s decree that 
all divisions must be number 
one or two in their market. Mr 
Seegers now began to agitate 
for a larger role for GEIS. It took 
Mr Welch’s e-business awak- 
ening to get it. 

That moment has, like most 
big shifts in GE, taken on an un- 
duly heroic sheen. It was, after 
all, in early 1999, atime when it 
was impossible to ignore In- 
ternet hype; Mr Welch was 
hardly a brave pioneer. But it is 
not easy to turn around the 
world’s biggest firm, even for 
the most commanding of 
bosses. 

In fact, there had been 
something of an e-business 
movement already brewing in 
GE, from the bottom up and in 
just a few isolated spots. As 
early as 1994, GE Plastics, one 
of the conglomerate’s divi- 
sions, had a website with some 
basic information. By 1997, its 
Polymerland distribution op- 
erations had become the first 
GE unit to allow customers to 
place online orders. GEIS was 
also operating a partly web- 
based service called the Trad- 
ing Partner Network, which 
simplified and automated the 
bid and procurement process 
for other divisions, led by GE 
Lighting. 

But until 1999, when Mr 


Welch, after a Christmas 
watching his family shop on- 
line, famously told Ge that e- 
business would be every divi- 
sion’s “priority one, two, three 
and four”, progress was slow. 
Buying from suppliers online 
was one thing, but selling to 
customers online risked 
putting Ge’s sales force out of 
business. Big Internet invest- 
ments risked hurting each divi- 
sion’s bottom line, against 
which bosses are mainly mea- 
sured. And GEIS, the one divi- 
sion that could have pushed 
the hardest, was fussing over 
Y2K. 

By the time Y2x had passed, 
Mr Welch had devised “de- 
stroyyourbusiness.com”, en- 
couraging each division to rein- 
vent itself before somebody 
else did. Mr Seegers proposed 
splitting up Gers: rather than 
trying to alter the mainframe 
culture that ran the EDI net- 
works, he suggested spinning 
off a more entrepreneurial 
group to pursue Internet mar- 
ketplaces. An hour and a half 
later, Mr Welch said, “Go for it.” 

So, in March 2000, GEIS be- 
came GE Global eXchange Ser- 
vices (Gxs), a software and 
marketplace builder, and GE 
Systems Services, an EDI net- 
work provider. Tellingly, Mr 
Seegers chose to run Gxs, the 
smaller of the two by assets, 
but the one with fewer legacy 
obligations that would ham- 
per innovation. 


The culture clash 
Today, all of Ge’s big divisions 
run their own web market- 
places, both for internal and 
external use. Three initiatives— 
“e-buy”; “e-sell”; and “e- 
make”—are digitising the main 
functions of running the con- 
glomerate, saving money, 
reaching customers faster and 
using Internet technology to 
extend the focus on quality 
that was the driving-force of 
Mr Welch's previous passion, 
six-sigma manufacturing. 

The greatest hurdle has 
been not technology but cul- 
ture. Sales staff, worried that 
they might be destroying their 
jobs, had to be offered bonuses 
for helping customers to use 
GE websites to order. Manag- 
ers had to watch carefully for 
reprobate employees using 


“parallel paths” (the telephone, 
for instance, or a walk to a 
store) to order supplies, say, or 
arrange travel. Some offices 
even closed their mail rooms 
for all but one day a week (and 
that only for the incorrigible le- 
gal department) to stop em- 
ployees from using regular 
post. Others locked their prin- 
ter rooms except for occasional 
days when bosses would sta- 
tion themselves at the door 
and demand from those who 
came through an explanation 
for their sad inability to shake 
old paper habits. 

For now, most of this is 
about cost savings and im- 
proved quality. But over time 
GE hopes its e-business pro- 
jects will allow it to come up 
with new products, such as ser- 
vices that turn one-time pur- 
chases into recurring revenue 
streams, and sell to new cus- 
tomers that its existing sales- 
force cannot reach, such as 
small businesses. It also hopes 
to expand its supplier base by 
letting more firms bid online, 
through auctions and other 
marketplaces. 

Gxs has restored Ge’s repu- 
tation in (depleted) B28 circles. 
But although the company is 
now free to invest in its own re- 
search and development at a 
rate closer to that of its inde- 
pendent competitors, it still 
cannot buy other firms, as they 
can, with shares. GE may now 
be flexible about internal e- 
business spending, but earn- 
ings-diluting acquisitions are 
still hard for it to swallow. This 
constrains its ability to profit 
from the industry’s consolida- 
tion: it must stick mostly to its 
strategy of organic growth and 
internal development. GE 
breaks many moulds, but there 
are limits to what even the 
most entrepreneurial arm of a 
conglomerate can do. 

That does not undermine 
the scale of Gxs’s achieve- 
ment; rather, it suggests how 
hard it is for big companies to 
keep up with nimble newcom- 
ers. Asked if he can think of 
any other successful high-tech 
companies that have grown up 
within a diversified industrial 
conglomerate, Mr Seegers pon- 
ders. “No,” he finally concedes 
with a smile. “We'll be the 
first.” m 
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Conflicts of interest 


Outrageous fortune 


Some people feel that corporate sponsorship of scientific research amounts to the 
purchase of it. Editors of scientific journals reckon that vigilance is the answer 


EVER look a gift horse in the mouth, 

goes the adage, and the University of 
Nottingham, in England, certainly did not. 
Last winter, when British American To- 
bacco (BAT) offered the university £3.8m 
($5.4m) to finance a centre for research on 
business ethics, with no strings attached, 
the university gratefully accepted. One of 
its academics, however, did not acquiesce 
so readily. 

Because Richard Smith, a professor of 
medical journalism at Nottingham, also 
happens to be editor-in-chief of the British 
Medical Journal (BM3), he was able to air 
his protests before a large and concerned 
audience of biomedical researchers. Two 
weeks ago, the BMy polled its readers on 
the matter. It asked whether Nottingham 
ought to return the money to BAT. And it 
asked whether Dr Smith should resign his 
chair if the university kept the cash. When 
the Internet poll ended on May 10th, hav- 
ing garnered just over 1,000 responses, the 
voters had decreed by a small margin—55% 
to 45%—that Dr Smith should resign. And 


resign he will. By a far larger margin, how- 
ever—84% to 16%—the voters opined that 
Nottingham ought to give the money back. 
The university, though, had not promised 
to make its policy by plebiscite, and so it 
will not oblige. 

Should it? To Nottingham’s critics, al- 
lowing a firm from one of the world’s least 
socially responsible industries to sponsor 
a centre for the study of corporate respon- 
sibility smacks of the ludicrous. But such 
curiosities are not new. Alfred Nobel made 
his fortune from dynamite, yet the Nobel 
Peace prize is a coveted tribute. The Well- 
come Trust, Britain’s largest medical char- 
ity, received its original endowment from 
a drug firm. Rupert Murdoch, a press and 
broadcasting baron, recently endowed a 
chair in media studies at Oxford Univer- 
sity. And Harvard has just appointed the 
first incumbent of a chair modestly enti- 


tled the “Quincy Jones Professorship of Af- 


rican-American Music, Supported by the 
Time Warner Endowment”. 
Dr Smith fears that BAT’s donation 
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amounts to the purchase of respectability 
by the tobacco firm at the expense of Not- 
tingham’s reputation. A more worrying 
threat would be if the donation amounted 
to the purchase by an interested company 
of scientific research at the expense of the 
integrity of the researchers and their find- 
ings. There is evidence that this has oc- 
curred in the past, sometimes in subtle and 
uncontrollable ways. 


And now, a word from our sponsors 

If hiring and firing decisions appear to 
turn on the interests of sponsors, for exam- 
ple, the independence of research may suf- 
fer. Such an incident occurred in April at 
the University of Toronto, which rescin- 
ded its offer of a job to David Healy. Dr 
Healy is well known for arguing that Pro- 
zac, an anti-depressant drug, raises the risk 
of suicide among depressives. The univer- 
sity’s Centre for Addiction and Mental 
Health, where Dr Healy would have 
worked, receives funds from Eli Lilly, the 
makers of Prozac. The incident has caused 
much hand-wringing among Canadian 
academics, although the university and Eli 
Lilly both deny that the company’s money 
influenced the centre’s decision to with- 
draw its offer. 

Financial interests can also exert an in- 
sidious bias on the results of research. In 
1998, a review of literature published in 
the New England Journal of Medicine 
showed that authors who supported the » 





> use of a certain kind of drug for treating 
heart ailments were significantly more 
likely to have a financial relationship with 
the drug’s makers than those who did not. 

In the same year, a review published in 
the Journal of the American Medical Associ- 
ation (JAMA) examined articles about the 
health risks posed by passive smoking. 
The review’s authors found that they 
could reliably predict what an article 
would conclude about the effects of pas- 
sive smoking by looking at one simple fac- 
tor: whether the article’s authors had any 
financial affiliations with the tobacco in- 
dustry. (No prizes for guessing which way 
results veered when they did.) 

On the face of it, these discoveries look 
damning, both of science and of scientists. 
But Dr Smith thinks that mendacity is not 
always the explanation. Unintentional— 
even unconscious—bias can have power- 
ful effects. Researchers do try to eliminate 
this. The standard experimental procedure 
for atest of a drug’s effects, for example, de- 
mands a “double-blind” trial; that is, one 
where neither the researcher nor the sub- 
ject knows whether a given pill contains a 
placebo or a drug. Double-blind design is 
not meant to imply mendacious intent on 
the part of researchers or of subjects; it 
merely takes into consideration the sub- 
conscious human bias that subtly creeps 
into scientific observation. 

Nevertheless, “To try to abolish bias is 
impossible”, according to Dr Smith. Since 
he is the editor of one of medicine's chief 
journals, and because such journals are 
the gatekeepers of the scientific commu- 
nity, this attitude may depress those com- 
mitted to maintaining the purity of 
scientific research. But Dr Smith, as well as 
the editors of many other journals, be- 
lieves that making the links between re- 
searchers and their sponsors plain will do 
the trick as well as it can be done. 

To this end, the editorial boards of 
many journals are instituting more strin- 
gent and wide-reaching policies designed 
to get researchers to disclose their financial 
interests. The move has most relevance to 
medical journals that report drug trials. 
The BMy already asks authors to declare 
“competing interests” and may soon shift 
to asking for “relevant interests”, because 
its editors have found that such changes in 
terminology affect the proportion of peo- 
ple who own up quite significantly. The 
Lancet requires that a declaration of all 
conflicts of interest, past and present, must 
accompany each article submitted. JAMA 
insists that, if there is commercial sponsor- 
ship of a study, the authors must sign a 
form guaranteeing that they, rather than 
the sponsors, controlled the design, analy- 
sis and presentation of data. 

Other scientific journals, such as Na- 
ture and Science, have less cause for con- 
cern, since the research they report tends to 
be basic, rather than commercial. Never- 


theless, Phil Campbell, the editor of Na- 
ture, says that within a few months the 
journal will create a policy on the disclo- 
sure of financial interests. Donald Ken- 
nedy, who edits Science, says that the 
journal's editorial board is thinking about 
creating such a policy, too. 

These editors are quick to point out that 
such requests, and the disclosures they 
elicit, are not a watertight way of ensuring 
the integrity of science. A scientist who is 
determined to conceal a conflict of interest 
will have little trouble doing so. But there is 
a natural check on such trickery—if an ob- 
servant reader points out the ruse, the 
journal will publish a correction. Drum- 
mond Rennie, the deputy editor of JAMA, 
says, “We are JAMA, not the FBI or the IRS. 
Authors have lied to us, signing forms they 
knew to be wrong. That makes us look like 
naive idiots. Then we publish the facts and 
they look like corrupt idiots.” m 





Electricity from waves 
Power buoys 


How the sea stands a good chance 
against sun and wind 


AVE power has so far promised a lot 

more than it has delivered. As early 
as 1982, Britain—which has one of the most 
abundant supplies of wave energy in the 
world—officially abandoned it, thinking it 
would never deliver electricity at a com- 
petitive price. When private enterprise 
moved in, Osprey, the first commercial 
wave-energy machine, was wrecked off 
the coast of Scotland by a storm in 1997. 
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I've got the power 


According to America’s Office of Naval 
Research, though, wave power is not dead 
in the water. A device developed for naval 
applications may have commercial poten- 
tial. Working for the navy, a small, New 
Jersey-based company called Ocean 
Power Technologies (opt) has made a 
buoy that turns wave energy into electric- 
ity at the rate of 1kw—enough power to 
run a single-bar electric heater. The buoy 
collects the energy using a piston that rides 
up and down with the motion of the 
waves. This turns a generator, and the elec- 
tricity produced is stored in a battery. 

The navy is interested in power buoys 
as a possible way of supplying energy to 
the unmanned underwater vehicles that it 
uses for reconnaissance, surveying the 
seabed, and tracking enemy submarines. 
These vehicles could dock with the power 
buoys and replenish their batteries with- 
out any need for human intervention. 

During the course of its research, how- 
ever, OPT realised that it could make big- 
ger and more powerful buoys that might 
be able to generate electricity commer- 
cially. It has now developed a 20kw ver- 
sion. Four such machines will be installed 
off the coast of Victoria in Australia over 
the next 18 months, in an experiment that 
connects them to the local electricity grid. 
A100kw buoy is also being designed, and 
within two or three years OPT hopes to 
link large numbers of these together to 
build offshore power stations with out- 
puts of between 10Mw and100Mw. 

Previous attempts to harness wave 
power have involved large and complex 
structures. Buoys, by comparison, are sim- 
ple and, according to OPT’s president, 
George Taylor, should last for many de- 
cades in the open sea. 

Dr Taylor also believes that his buoys 
will be profitable without subsidy, unlike »» 









So vos and thanks for all the fish 


A master of comic science fiction has died 


To best ideas are often the simplest. 
Legend has it that the idea for “The 
Hitchhiker's Guide to the Galaxy” came 

to Douglas Adams when he was, him- 
self, hitchhiking. He was in a field at 
night (most versions of the legend place 
this field in Austria), looking at the stars, 
when the thought came to him that 
there might be people hitchhiking be- 
tween those stars on spaceships. Such 
people would, of course, need a guide to 
their travels: a compendium of useful in- 
formation with that most useful of all 
injunctions, “Don’t Panic”, written on 
the front cover in large, friendly letters. 
Thus the Guide was born. It was a 
Swiftian satire for the late 20th century. 
Instead of giants, pygmies and super- 
intelligent horses, it was populated by 
bug-eyed monsters who use poetry as a 
form of torture, creatures whose chro- 
mosomes are so unstable that they 
evolve several times a day, and super- 
intelligent shades of the colour blue. It 
even found room for an explanation of 
where ballpoint pens vanish to. (They 
slip through wormholes in space to biro 
heaven when nobody is looking.) 


> many other attempts to produce electricity 
from “renewable” sources. The cost of his 
buoys’ electricity is currently around 
seven cents a kw-hour, but he expects this 
to fall to about three cents a kw-hour in 
commercial production, which would be 
competitive with conventional generators. 
The plant itself is relatively expensive. A 
1MW power station, including buoys, an- 
chors, power cables and onshore conver- 
sion devices, would cost $5m. That is 
significantly more than the cost per Mw of 
a conventional generator. But the fuel is 
free, and the running costs amount largely 
to scraping barnacles off the buoy’s bot- 
tom every so often. 

Wave power generated this way could 
have many advantages. There would be 
none of the noise and visual impact of 
wind farms, since it would be based sev- 
eral kilometres offshore, and, since waves 
are a concentrated source of energy, “wave 
farms” need not be large. The buoys may 
also reduce shore erosion, by taking en- 
ergy out of waves before they reach land. 
And strong enough waves are available for 
90% of the time. Solar- and wind-powered 
generators, by contrast, work for only 
20-30% of the time. This, says Dr Taylor, is 
why wave power is suitable for large-scale 
power generation, and why wave eco- 
nomics will beat solar and wind. m 





The idea went through several itera- 
tions, first as a radio series, then 
television, then a sequence of books 
which, though described as a trilogy, ran 
to five volumes, Then, in a twist that Mr 
Adams can hardly have expected when, 
in 1978, he first put pen to paper, the 
World Wide Web gave him a chance to 
create something like the real thing, at 
least for earth-bound travellers 
(www.h2g2.com). Douglas Adams died 
of a heart attack on May 11th while ex- 
ercising in a gym. He was 49, not 42. 


Embryonic development 
Chipping away at 
the truth 


It is now possible to follow the activity 
of genes as they build an organ 


ANJAY NIGAM, a novelist, once told a 
reporter that “structuring a novel is a 
set of decisions about what to pursue and 
not to pursue.” He might equally well have 
been discussing his latest research project. 
For Dr Nigam is also a physician and, in 


collaboration with Robert Stuart and Ke- 


vin Bush, two of his colleagues at the Uni- 
versity of California, San Diego, he has 
begun to reveal the paths pursued and not 
pursued by developing cells as they turn 
themselves into bits of organs. 

The three researchers, whose results are 
published in the Proceedings of the Na- 
tional Academy of Sciences, were studying 
the development of rat kidneys. They were 
able to take snapshots of the genetic activ- 
ity of kidney cells at various stages of de- 
velopment by sampling the messenger 
RNA that is transcribed from active genes 
in a cell’s nucleus and sent out to tell that 
cell’s machinery which proteins to make. 


The “film” on which these snapshots 
are recorded is a DNA chip, made by Affy- 
metrix, a Californian firm. Such chips are 
divided into cells, each cell containing 
DNA from a known gene. Messenger RNA 
from a sample is copied back into DNA by 
a process known as reverse transcription 
and, at the same time, fluorescent mole- 
cules are incorporated into that DNA. Both 
the DNA on the chip and the DNA pro- 
duced by reverse transcription are actually 
only half DNA molecules (a single helix, 
rather than a double one). When the re- 
verse-transcribed DNA meets DNA from 
its original gene on the chip, it sticks to it to 
form a double helix, making that cell of the 
chip fluorescent. 

Affymetrix’s rat chip has 8,740 genes on 
its surface—about a third of the estimated 
total number that are needed to make a rat. 
The researchers found that the transcrip- 
tion of 873 of these genes varied in interest- 
ing ways as the kidney developed. The 
genes in question fell into five groups. 

Group 1, active in the first few days of 
embryonic development, consists of 
genes that assist protein manufacture, 
DNA replication, and RNA synthesis—in 
other words, the fundamental processes of 
growth. One such gene is “Timeless”, 
which encourages branching of the ureter, 
the tube that carries urine to the bladder. 
(The gene’s name comes from another of 
its jobs, helping to regulate the body's in- 
ternal clock.) 

Group 2, whose expression peaks 
slightly later, includes genes for growth 
factors—proteins that, as their name sug- 
gests, promote cell growth. It also includes 
genes for the extracellular matrix, which 
consists of fibrous proteins that determine 
the shape of the cells they surround, and 
thus the shape of the organ. Following 
birth, the genes in group 4 control energy 
production and the transport of the toxins 
and water of which urine is composed. 
Group 5 genes are not expressed signifi- 
cantly until later in a rat's life, when they 
produce detoxification enzymes and pro- 
teins with anti-oxidant properties (similar 
to those found in wrinkle creams) which 
slow down the process of ageing. 

That leaves group 3. These genes be- 
come active at the time a rat is born, and 
then fade away. Curiously, they are mostly 
so-called retrotransposons—genes that de- 
rive originally from viruses that ingrati- 
ated themselves into the chromosomes of 
rats’ (and, indeed, humans’) evolutionary 
ancestors many millions of years ago. 
When first identified, retrotransposons 
were assumed to be examples of “junk” 
DNA, but recent findings suggest they have 
a role in reducing stress damage. Birth is a 
stressful event, so this result strengthens 
that theory. Whether such suborning of 
hostile parasites into trusted allies will 
form part of the plot of Dr Nigam’s next 
novel, remains to be seen. E 
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The sounds of summer 


A guide to this summer’s best classical music festivals in Europe and America 


HERE are worse ways to go than at the 

peak of your powers, lost in a task you 
love. But the heart attack that carried off 
Giuseppe Sinopoli last month as he con- 
ducted “Aida” in Berlin came cruelly soon. 
He was only 54, an age when many con- 
ductors have decades of music ahead of 
them, and his datebook was full. Mr Sino- 
poli’s death left a particular hole at the 
Bayreuth festival in Germany, where he 
was due to conduct this summer's cycles 
of Wagner's “Der Ring des Nibelungen”. 

Bayreuth was the earliest modern mu- 
sic festival. Founded by Richard Wagner in 
1872, the first “Ring” cycles were per- 
formed there in 1876 in an elevated spirit 
that demanded strict attention to the mu- 
sic, although mockers, including Mark 
Twain, were reminded of religious ritual: 
visitors to Bayreuth are still referred to as 
“pilgrims”. After the dismal association of 
Wagner’s works with Nazism, Bayreuth re- 
covered much of its musical authority in 
the 1950s and 1960s, and led the world of 
opera with pathbreaking productions by 
Wagner's grandsons, Wieland and Wolf- 
gang. On Wieland’s death in 1966, it fell to 


Wolfgang to continue overseeing the 
yearly proceedings. 

Lately, Bayreuth has come in for criti- 
cism for its inward-looking and increas- 
ingly provincial productions, and for its 
refusal to extend a repertoire of ten operas. 
A feud has broken out between Wieland’s 
daughter Nike and Wolfgang’s son Gott- 
fried, fuelled by their respective books, 
now translated, “The Wagners” (Princeton; 
Weidenfeld) and “Twilight of the Wag- 
ners” (St Martin’s). They, and other family 
members, have been demanding a new- 
look Bayreuth, but Wolfgang, now old, is 
resistant. The theatre seats only 1,460 and, 
despite the critics, all performances are al- 
most always sold out. Apart from the 
“Ring”, still in need of a conductor, this 
year’s main draw is “Lohengrin”, under 
the baton of Antonio Pappano. (For dates 
and web addresses, see next page.) 

Wagner's patron, “mad” King Ludwig I1 
of Bavaria, loved opera, and the nearby 
Munich festival is always worth a visit. It 
has something that Bayreuth can never 
hope to equal: the setting of a charming 
and sophisticated city. The big event this 
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year is Berlioz’s epic “Les Troyens”, con- 
ducted by Zubin Mehta. 

Over the border in Austria, the most 
prestigious festival of all is Salzburg, or at 
least it ought to be, with its glittering mix- 
ture of opera, chamber music, solo recitals 
and orchestral concerts. But in recent years 
it has become too much of a trade-fair for 
the music industry. The hottest ticket this 
summer will probably be for Verdi's “Fal- 
staff”, conducted by Lorin Maazel, with 
Bryn Terfel, a famous Welsh baritone, in 
the title role. The biggest innovation, how- 
ever, is a series of programmes of Ameri- 
can song, masterminded by Thomas 
Hampson, an American baritone, with 
two eminent sopranos, Barbara Bonney 
and Susan Graham. The Vienna Philhar- 
monic will be conducted by Sir Simon Rat- 
tle, and among the repertory will be 
Beethoven piano concertos played by Al- 
fred Brendel, an Austrian pianist long ad- 
mired for his interpretations of the 
romantic masters, who is celebrating his 
70th birthday this year. 

Other Austrian festivals include those 
in Vienna itself, where “Shockheaded Pe- 
ter”, a cult British music-theatre work by 
Martyn Jacques based on “Struwwel- 
peter”, will be at one end of the spectrum, 
and Luigi Nono’s opera “Intolleranza”, 
conducted by Jeffrey Tate, at the other. 

Many Wagnerians will be turning their 
backs on Europe this summer and heading 
for America’s west coast to hear the “Ring” 
in Seattle. Conducted by Franz Vote and 


produced by Stephen Wadsworth, the cast »» 
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> is led by Jane Eaglen as Briinnhilde and burz. Their works are featured in a series of 


Phillip Joll as Wotan. Traditional in its de- 
signs (by Thomas Lynch and Martin Pakle- 
dinaz), this promises to be one of the most 
exciting events of the festival season. 

No other American festival is offering 
anything quite so attractive as Seattle, al- 
though Santa Fe has a rarely heard opera 
by Richard Strauss, “Die Aegyptische Hel- 
ena”; Glimmerglass, which is upstate 
New York’s answer to Glyndebourne, is 
Staging Emmanuel Chabrier’s charming 
“L'Etoile”; and San Francisco marks the 
centenary of Verdi's death with “Aida”, 
“La Traviata” and “Simon Boccanegra”. 

Indeed, there is centenary Verdi every- 
where, and if you want a change from that 
great Italian composer and patriot—or 
from opera generally—the Maggio Musi- 
cale in Florence has Roland Petit’s ballet 
“Proust, ou les Intermittences du Coeur”. 
Modern dance is also prominently fea- 
tured at Uzes, an ancient city in Provence 
in southern France. Performances will be 
in courtyards, gardens and squares around 
the old town. Among the choreographers 
are Michael Keegan-Dolan, Wayne McGre- 
gor and Bernard Glandier. 

One of the most alluring of all festivals 
is that in Aix-en-Provence. The beautiful 
old city, with its tree-lined main street, im- 
posing mansions and poetic traditions 
provides a wonderful backdrop for the 
music festival. This year the operas are 
Verdi's “Falstaff”, conducted by Esa-Pekka 
Salonen, with Willard White in the title 
role; Mozart's “Die Zauberflöte”; Britten’s 
“The Turn of the Screw”; and a staging of 
Janacek’s “Zapisnik zmizeleho” (The Diary 
of One Who Disappeared). More than the 
large events, though, it is the many cham- 
ber-music and song recitals around the 
city that often leave visitors with the most 
vivid memories. 

The Lucerne festival is held in a new 
lakeside theatre designed by Jean Nouvel. 
As composers-in-residence, it has chosen 
Elliott Carter, at 92 dean of American com- 
posers, and Switzerland’s Hanspeter Ky- 


Festival dates and web addresses 


Aix-en-Provence: July 6th-July 29th 
aix-en-provence.com 

Aldeburgh: June 8th-24th 
aldeburgh.co.uk 

Bayreuth: July 25th-August 28th 
festspiele.de 

Edinburgh: August 12th-September 1st 
eif.co.uk/2001 

Florence: May 6th-June 30th 
magqgiofiorentino.com 

Glimmerglass: July 5th-August 28th 
cooperstown.net/glimmerglass 
Glyndebourne: May 17th-August 26th 
glyndebourne.com 

London Proms: July 20th-September 15th 
bbc.co.uk/proms 


concerts, including some by the Chicago 
Symphony Orchestra under Daniel Baren- 
boim. Other Lucerne conductors are Sir Si- 
mon Rattle, William Christie, Bernard 
Haitink, Riccardo Chailly, Riccardo Muti 
and Franz Welser-Möst, who leads the 
Gustav Mahler Youth Orchestra in Mah- 
ler’s Eighth Symphony. The artist-in-resi- 
dence is Anne-Sophie Mutter, an 
acclaimed violinist who will play in recital 
and as a concert soloist. No other festival 
has quite such a starry line-up. 

In Britain, the long-established opera at 
Glyndebourne has a mixture of new and 
old, including Beethoven's “Fidelio” under 
Sir Simon. The Edinburgh festival, which 
has stage and literary events as well, has its 
usual mixture of well-known visitors 
(New York City Ballet, the Vienna Burgthe- 
ater, the Russian National Orchestra) and 
untried hopefuls. Aldeburgh, under a bril- 
liant young composer-director, Thomas 
Adès, celebrates Beethoven and Shostako- 
vich—no Verdi in sight. 

Tickets for these festivals can be scarce. 
But at the vast Albert Hall, home of the 
London Proms, you are almost bound to 
get a place. The 107th season of the Henry 
Wood Promenades offers 73 concerts, in- 
cluding 11 world premieres, among them 
new works from Sir Harrison Birtwistle, 
Sally Beamish and James MacMillan, as 
well as a rich cross-section of music from 
all eras. This year’s theme is “Green and 
Pleasant Lands”, an unlucky choice given 
that parts of Britain’s countryside are not 
yet free of foot-and-mouth disease. Musi- 


cally, the pastoral theme nevertheless of- 


fers an exciting prospect, juxtaposing 
Handel, Haydn and Beethoven with Take- 
mitsu, Tippett and Canteloube. The Proms 
will be heard on BBc live broadcasts by 
millions across the world. Though the 
rambunctious last night, with its stream- 
ers, balloons and patriotic hymns, gives a 
strange idea of what the Proms are about, 
no music festival anywhere has such an 
eclectic and pioneering programme. W 


Lucerne: August 15th-September 15th 
lucernemusic.ch 

Munich: June 24th-July 31st 
muenchner-opern-festspiele.de 
Salzburg: July 21st-August 31st 
salzburgfestival.at 

San Francisco: June 1st-July 1st 
sfopera.com 

Santa Fe: June 29th-August 25th 
santafeopera.org 

Seattle: August 5th-August 26th 
seattleopera.org 

Uzés: June 16th-22nd 
lepontdugard.com/danse 
Vienna: May 11th-June 18th 
festwochen.at 





American history 


Dear Mr President 


John Adams. By David McCullough. Simon 
and Schuster; 736 pages; $35 


OHN ADAMS, second president of the 
United States, is hardly an obscure or ne- 
glected historical figure, but he has re- 
ceived nothing like the attention lavished, 
in his own day and ever since, upon his 
partners in the winning of American inde- 
pendence: George Washington, Benjamin 
Franklin and Thomas Jefferson. That is one 
good reason for welcoming a new biogra- 
phy. Another is the standing of the biogra- 
pher. David McCullough is widely known 
for his remarkable life of Harry Truman, 
and has also written (with much else) a de- 
servedly acclaimed history of the Brook- 
lyn Bridge. Any new book by him will be 
opened with eager confidence. Finally, ev- 
ery generation needs its own interpreta- 
tion of the great events and individuals of 
history, and itis 40 years now since the last 
big Adams biography, by Page Smith. 
Readers who take the bait will not be 
disappointed. It is true that the book be- 
gins awkwardly, in1776, when Adams was 
already 40, and tries to correct this false 
step by somewhat inept flashbacks. But 
the author soon hits his stride and settles 
down to straightforward chronological 
narrative: we do not get lost again. It may 
be felt that Mr McCullough slights Ad- 
ams'’s early life by cramming it all into one 
chapter, but then the life as a whole was so 
long—nearly 91 years—and its events were 
so many and so extraordinary that the pro- 
blem of getting everything in, with due 
weight, must have been acute. The author 
solves it triumphantly. His plain style and 
warm human sympathies (which also dis- 
tinguished his “Truman”) carry us along » 
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> easily. Adams himself does the rest. 


Honest John Adams, amiable John Ad- 
ams, vain John Adams: these were the la- 
bels given by his contemporaries. He was 
also highly intelligent, a master of the writ- 
ten and of the spoken word, unremittingly 
industrious, being possessed by the stron- 
gest possible sense of duty. He was the 
great parliamentarian of Congress in the 
years leading to independence, one of 
three commissioners who negotiated the 
peace of Paris in 1783 ending the war with 
Britain and subsequently a skilful Ameri- 
can ambassador in London. As president 
from 1797 to 1801 Adams needed all his 
diplomatic experience to lead America 
safely through the fearful crisis of an unde- 
clared maritime war with France. For these 
and many other achievements he de- 
serves to be remembered with high praise. 

Contemporaries were less kind. Unlike 
Washington, Adams was obliged to face 
the open fact of party conflict. His own 


Federalists looked less to him than to Alex- 


ander Hamilton, and his foes, led by Jeffer- 
son, were unfailingly hostile, particularly 
over the illiberal Alien and Sedition Acts, 
which Adams reluctantly signed. 

But the fascination of Adams in 2001 
rests on rather different foundations. He 
and his wife Abigail made one of the hap- 
piest and best recorded marriages in 
American history. She was as good a 
writer as he was, and in her calm, genial 
wisdom counterpoised his volatility and 
quick temper. Fortunately for posterity 
they were often apart (once for as long as 
four years) and wrote letters to each other 
which make their love and partnership 
still vivid and moving (it is shocking to 
learn that not all have yet been printed). 
But they also wrote equally lively letters to 
dozens of other people. Since, apparently, 
they could not manage a single dull sen- 
tence, their joint correspondence brings 
their time to sparkling life. Mr McCullough 
has had the sense to exploit this resource 
generously and his book bounds forward. 

The life of Adams, in the end, compels 
reflection on human character. His most 
frequent correspondent, next to Abigail, 
was Jefferson, and Mr McCullough takes 
pains to show him off. But the contrast be- 
tween the two men is almost painful. Ad- 
ams, frank, impulsive and warm-hearted; 
Jefferson, reserved, self-deceiving, two- 
faced; at times, indeed, palpably a liar. He 
was brilliant, he was charming, he was 
treacherous; fortunately, Adams was in- 
capable of nursing a grudge, and while 
seeing through Jefferson accepted his foi- 
bles. “He wished to be president and I 
stood in his way. So he did everything that 
he could to pull me down. But if I should 
quarrel with him for that, I might quarrel 
with every man I have had anything to do 
with in life. This is human nature.” Jeffer- 
son was snow on the hills; Adams was the 
salt of the earth. m 


British politics 
Strong but 
themeless 


Tony Blair: Prime Minister. By John 
Rentoul. Little, Brown; 625 pages; £20. 


The Blair Effect: The First Blair 
Government 1997-2001. Edited by Anthony 
Seldon. Little, Brown; 661 pages; £14.99 


HATEVER their merits as a spectator 

sport, general elections and the asso- 
ciated razzmatazz are not the perfect back- 
drop against which to make a sober 
assessment of a government's record in of- 
fice. In Britain’s election on June 7th, voters 
hungry for more balanced fare than the 
press conferences, manifestos and sound- 
bites on offer from the contending parties 
could do worse than turn to one or both of 
these excellent studies of Tony Blair and 
his record in power. If the reader emerges 
vaguely dissatisfied, still perplexed by the 
nature of both the man and his ideology, 
that is no fault of the authors. Like all good 
actors—and Britain’s prime minister is cer- 
tainly that—Mr Blair is a politician who 
leaves his audience impatient to discover 
in the second act what the play is really all 
about. 

John Rentoul’s biography was first pub- 
lished in 1995, soon after Mr Blair became 
leader of the Labour Party, and has been 
updated to provide an exhaustive chroni- 


cle of the prime minister's first term in of- 
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fice. Anthony Seldon's “The Blair Effect” is 
a different sort of book, a compilation of 
essays by a variety of academic authors 
who dissect the government's record since 
the 1997 election in all areas of policy, 
ranging from its management of the econ- 
omy to its policies on crime, culture and 
the constitution. As you would expect, 
there are many differences of interpreta- 
tion and nuance. But the broad conclusion 
of both books is similar. 

Despite his party’s 18 years in opposi- 
tion and his own lack of government ex- 
perience, Mr Blair has been a strong prime 
minister, exercising a rare degree of control 
over his cabinet and Parliament. The flaw 
in his performance is that the govern- 
ment’s work has so far appeared to lack a 
clear organising theme. This is plainly not 
for want of aspiration. Mr Blair has hinted 
often enough that he is conscious of walk- 
ing in the footsteps of Clement Attlee and 
Margaret Thatcher—one the inventor of 
the welfare state, the other a pro-market re- 
former—each of whom could be said to 
have imposed their own post-war “settle- 
ment” (his word) on Britain. He would like 
to combine and transcend the best of these 
two achievements with a settlement of his 
own. The trouble is that nobody else, and 
perhaps not even the prime minister him- 
self, knows for certain what such a thing 
would look like. 

Mr Seldon concludes thatin some areas 
of policy Mr Blair’s ambitions have been 
checked by others. He might, for example, 
have moved faster towards the euro, or on 
his “project” to introduce voting reform 


and form an alliance with the Liberal » 


Satires and caricatures on the theme of electioneering, by William Hogarth and other 
artists, are on show at London’s Soane Museum (www.soane.org) until August 25th 
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from powerful cabinet colleagues such as 
Gordon Brown, the chancellor of the ex- 
chequer, and Jack Straw, the home secre- 
tary. Mr Rentoul is a mite less generous, 


especially on the question of the Lib-Lab 
project. He believes that when Mr Blair 
told Paddy Ashdown, then the Lib Dems’ 
leader, about his belief in a new style of a bese By see oe £5 
pluralist politics, this was purely presenta- OUNEN: 1 2% POFES 8 9-9 Ps RO, EER 
tional. “More authentically Blair”, says his JT IS known in Washington, pc as No 
biographer, “is the style of stringing peo- Such Agency and has neither the glam- 
ple along and keeping options open, while our nor the notoriety of the CIA. But the 
waiting to see what happens and whether National Security Agency (NSA) has far 
anything falls into his lap.” more people, more money and, so it is 
The underlying difficulty both books widely believed, more success. In the jar- 
identify is, simply, the lack of a philosophi- gon of the trade, humint (human intelli- 
cal compass. Mr Blair’s “third way”, says gence) is considered less reliable than 
Mr Seldon, never translatedinto a practical comint (communications intelligence) or 
programme for policy, in the way that Bev- elint (electronic intelligence). Using tens of “Á 
eridge and Keynes informed the Attlee thousands of employees, acres of state-of- 
government’s policy, and Friedman and the-art computers, and dozens of spy satel- 
Hayek the policies of the Thatcher govern- lites and listening posts, the NSA extracts ond term and sent to be NATO com- 
ments. Mr Rentoul arrives at a similar ver- information from codes, communications mander in Europe. 
dict: four years in government, he admits, and electronic transmissions. It sounds fantastic. But Mr Bamford is a 
have left Mr Blair's core political beliefs “Body of Secrets”, which updatesan ex- highly regarded investigative reporter 
surprisingly unclear. cellent earlier book, adds fresh material with legal training. Mr McNamara, whose 
As befits a biographer, MrRentouldoes about the world’s nosiest and most secret memory is sporadic, says he has no re- 
atleast claim to have learnt much from the body. (It deals also with Britain's buggers, ~ coliection of the matter. Perhaps the al- 
past four years about Mr Blair’s strengths GCHQ.) Though hardly comprehen- leged plan was one option among several. 
and weaknesses as a politician. He enu- sive—Mr Bamford is not clairvoyant—-this Even so, such a proposal, if authentic, 
merates as strengths the prime minister's revised edition will fascinate anyone inter- causes a chill. Perhaps Dr Strangelove and 
combination of great self-confidence with estedin the shadow war, besides shedding General Buck Turgidson were truer to life = 
extreme caution, as well as his instinctive unusual light on familiar events. than Stanley Kubrick imagined. m 
feel for the popular mood: an ability, as Mr Itis intriguing to read, for example, after 
Rentoul characterises it, to“reflectbackthe the recent fuss when an American spy 
banality of the majority”. crew was briefly heldin China, how many Japanese writing 
Both of these strengths might equally Americans (more than 200) and how 
well be interpreted = laene Mr many American aircraft (at least 40) were Tokyo blues 
Rentoul accepts that a tension exists be- lost over the years in spying by the United 
tween the “lower Blair” of percentage poli- States near or over Soviet airspace. 
tics and the “higher Blair” who talks of How much commercial spying the NSA 
instinct, conviction and destiny. In the first aids or abets is a much broader and more 
term, except for one-off (and possibly explosive issue. The suspicion is that Eche- =<... ....2 05 UW: 
short-lived) triumphs such as Northern lon, a global network used by NSA and hee oe ee 
Ireland and Kosovo, the lower Blair almost GCHO that can scrutinise millions of e- nopf; 210 pages; $23. Harvill; £12. 
always got the upper hand. But in the sec- mails, telephone calls and faxes every Underground: The Tokyo Gas Attack and x 
ond term, Mr Rentoul thinks, Mr Blair hour, hoovers up business secrets in Eu- the Japanese Psyche. By Haruki Murakami. 
might be willing to do much more. rope and Japan that are then passed onto Vintage International; 366 pages; $14. 
That is possible. Many contributors to Anglo-American rivals. A committee in Harvill; £8.99 
Mr Seldon’s volume argue that Mr Blairs the European Parliament is investigating 
real tryst with destiny will not come until, this claim. Mr Bamford has looked hard IRLS who think they are lesbians. Boys 
in a second term, he leads Britain into into this question, and his own conclusion who think they are in love with them. 
membership of the euro and so (though is that, though business traffic is routinely Random, anonymous couplings in pay-by- 
this need not follow) resolves its relations overheard, the information is not misused. the-hour hotels. Mysterious disappear- 
with the mainland. Even then, would his But the most startling accusation in ances and equally unexplained sadness, 
placein history be as secure as those of Att- “Body of Secrets” is, oddly, not about the even madness—such is the gloomy psy- 
lee and Lady Thatcher? NSA at all. According to documents Mr chological landscape in which Haruki Mu- 
Perhaps not. Those prime ministersin- Bamford has obtained, America’s military rakami sets his novels. Geographically, itis 
herited a Britain, in 1945 and 1979, thatbe- chiefs of staff proposed in 1962 to foment Tokyo, but it might be any of the world’s i 


lieved itself to be in a desperate state and 
was ripe for radical if not desperate reme- 
dies. Mr Blair’s Britain is prosperous, con- 
tent and, for all the self-regarding talk 
about “Cool Britannia”, relatively unad- 
venturous. The Conservatives may be 
weak but the forces of conservatism are 
pretty strong. It is difficult in happy times 
to make your mark on history. w 


American spying 


Getting an earful 


war against Cuba. A detailed, written plan 
called for outrages to be committed by the 
United States and blamed on Fidel Cas- 
tro—terrorism in Washington, pc and Mi- 
ami, shootings and the sinking of refugee 
boats. Soon after this lurid proposal 
reached the secretary of defence, Robert 
McNamara, the chairman of the joint 
chiefs, Lyman Lemnitzer, was denied a sec- 





vast, unforgiving cities, where people get 
lost like tears in the rain and finding love is 
sometimes as hard as solving Rubik’s cube 
in the dark. 

European and American fiction moved 
on from this kind of relentless nihilism, 
this fascination with “feelings of immea- 
surable emptiness”—not to mention a fixa- 


tion with the Beatles—quite some time ago. »» 
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> But in Japan it is still popular, especially 
among a burgeoning new generation of 
so-called “freeters”: young people who 
cannot be bothered to get a full-time job 
because, like Mr Murakami’s latest hero- 
ine, Sumire, they can live off their parents. 
Translated into English and shipped back 
to Europe and America, this dark, if not 
particularly original, brew is rapidly at- 
taining cult status in the West too. 

This is not to say that the books are no 
good. Reading Murakami is an unsettling, 
disorienting experience that can leave you 
feeling, well, immeasurably empty. “Sput- 
nik Sweetheart”, his latest offering to ap- 
pear in English, though slighter than some 
of its predecessors, quickly draws you in 
and holds you there. It delicately sketches 
the misery of its (bookish but drifting) nar- 
rator, K, in love unrequitedly with a (bril- 
liant but confused) drop-out student, 
Sumire, who in turn unrequitedly loves 
the older, enigmatic Miu. It comes as no 
surprise that Miu is a woman. 

K, whom Sumire loves but does not de- 
sire, makes do with occasional nights with 
the mother of one of his pupils, who 
doesn’t even merit an initial. When the ac- 
tion abruptly switches to an unnamed is- 
land in the Dodecanese, we discover that 
disaffected Japanese urbanites are not 
really any happier there. 

As for the title, what better metaphor 
for modern life, at least in Murakami-land, 
than solitary satellites drifting through 
space? Sometimes, if the author is to be be- 
lieved, the orbit of one satellite will briefly 
intersect with another’s, but then off they 
go, alone again. Actually, that is not the 
way Satellite orbits work—but why should 
a dreary matter of fact stand in the way of a 
good miserabilist image? Even bleaker is 
the narrator’s identification with Laika, the 
Russian dog sent into space on a Sputnik 
for research purposes. Is the lot of To- 
kyoites quite as bad as all that? 

Mr Murakami has recently extended 
his fascination with urban dystopia into 
the realm of non-fiction. Also available in 
English is “Underground”, a series of inter- 
views with 40 people involved in the terri- 
fying sarin gas attack on the Tokyo 
underground in 1995. The attack, which 
killed 12 people, also injured several thou- 
sand others, and many of these, as the in- 
terviews make clear, are still suffering from 
the after-effects. 

Mr Murakami has tracked down vic- 
tims who barely survived, subway staff 
who evacuated them, doctors who treated 
them and even a few members of the Aum 
Shinrikyo cult that carried out the atrocity, 
though unfortunately none of the perpe- 
trators or organisers would talk to him. 
Some of those he spoke to are still mem- 
bers of the cult and find it impossible to 
condemn its leader, Shoko Asahara. Like 
Mr Murakami’s novels, “Underground” 
makes for an unsettling read. E 


Only omit 


Louis: A Life of Robert Louis Stevenson. By 
Philip Callow. Ivan R. Dee Publisher; 336 
pages; $27.50. Constable; £20 


S A young man, Robert Louis Stevenson 
(1850-94) saw himself as “lean, idle, 
ugly, unpopular”. A photograph shows a 
stick-insect sort of youth with popping 
eyes and a bulging forehead beside a whis- 
kered father with a strong, even face: a fa- 
miliar type of Scottish Victorian. It is hard 
to see the genetic connection. And, indeed, 
fond as they were of each other, they 
found it difficult to get on. 

Louis was the only child of Thomas 
and Maggie Stevenson of Edinburgh. The 
family was highly educated, respectable 
and bound by a firm Calvinism. Yet Louis 
was quite different from his father and 
grandfather, both of whom had been dis- 
tinguished lighthouse engineers. From an 
early age he adopted a foppish, bohemian 
style, and in due course, having thrown 
over his studies in engineering and the 
possibility of a legal career, he became a 
man of letters. He is remembered now, in 
particular, for “Treasure Island”, “Kid- 
napped”, “A Child’s Garden of Verses” and 
“The Strange Case of Dr Jekyll and Mr 
Hyde”. “I wanted to write about a fellow 
who was two fellows,” he said of the last. 

Stevenson’s short life was spent, after 
Edinburgh, in ceaseless journeying, pur- 


portedly for the sake of his poor health— 
periodically his lungs would bleed—but 
probably also for some ease of spirit and to 
escape from the fettered Presbyterianism 
at home. Together with his wife, Fanny, an 
American divorcee ten years his senior, he 
would up sticks almost yearly to live in, 
variously, London, Bournemouth, France, 
Switzerland, California, and, eventually, 
the South Seas. His increasingly eccentric 
household finally settled on the island of 
Upolu, in Samoa. Paradoxically, though, it 
was in the grey mists of Scotland that Ste- 
venson penned that great tale of tropical 
adventure, “Treasure Island”, and ona lush 
South Sea island that he wrote “Catriona” 
and the unfinished “Weir of Hermiston”, 
two of his Scottish novels. 

Philip Callow has drawn heavily on the 
vast Stevenson bibliography for this book. 
It is a life, he says, for the “intelligent lay 
reader”, and as such is more than satisfac- 
tory, though it adds little to the oft-told 
story. Stevenson’s life and work have di- 
vided critics, and many have tried to de- 
bunk him. Mr Callow remains an admirer, 
even after unpicking some of the romantic 
legends that have been put about. He also 
sticks up for Fanny, a formidable character 
who was never really accepted by Steven- 
son's family and friends. 

Unusually, a little more literary criti- 
cism would have augmented the picture, 
especially some appraisal of Stevenson’s 
chiselled, graceful style. “There is but one 
art, to omit!” he wrote. “Oh, if I knew how 
to omit I would ask no other knowledge. A 
man who knows how to omit would make 
an ‘Iliad’ of a daily paper.” How right he 
was, then as now. 








Sarin edna 
The third way 
(an encore) 


Just Capital: The Liberal Economy. By Adair 
Turner. Macmillan; 410 pages; £20. 


The Silent Takeover. By Noreena Hertz. 
William Heinemann; 242 pages; £12.99 


LOBALISATION, it seems, is still the 

word of the day, both for protesters in 
the streets and for writers of polemical 
books. “Just Capital”, written by a former 
director-general of the Confederation of 
British Industry (CBI), opens, suitably 
enough, at the World Economic Forum in 
Davos, now an emblem of globalisation. 
Yet for the most part, it is far from polemi- 
cal. Instead, Adair Turner offers a nice line 
in the debunking of myths. 

Mr Turner begins by noting the whims 
of economic fashion: at least among those 
who think one size fits all, the Japanese 
way, the European social model, the Asian 
miracle, the Internet have all gone in and 
out of vogue. So, he suggests, might to- 
day’s most popular export model, the Un- 
ited States. Indeed, the main thesis of his 
book is that there is no need for Europe 
slavishly to ape America: it does not have 
to abandon social protection and its rela- 
tively high public spending in order to suc- 
ceed economically. In effect, Mr Turner is 
suggesting that there really is a third way. 

The author convincingly knocks down 
a whole series of popular notions: that 
economies can be inherently uncompeti- 
tive, that free trade is bound to cut wages, 
that world financial markets are depriving 
governments of their economic control, 
that global competition inevitably forces 
down taxes, that deregulation is the only 
route to faster growth. This is not unfamil- 
iar stuff: Paul Krugman, for one, has shot 
down many of the same targets, often in 
more elegant prose. Yet Mr Turner does an 
effective destruction job. And he argues 
with some of the passion of the convert: as 
he admits, he himself put about several of 
those same myths when at the CBI. 

Mr Turner is undoubtedly right to argue 
that America’s relative outperformance 
has been exaggerated. Until recently Euro- 
pean productivity growth was as good as, 
or better than, America’s, and much of the 
explanation for faster economic growth in 
America lies in its expanding population 
and lengthening working hours. He is also 
right that Europeans are free to choose: for 
instance, to tolerate more unemployment 
if that is the price of greater wage equality, 
or to maintain tougher planning controls 
even if they slow economic growth. 

But sometimes he presents the reader 
with false dilemmas. The right environ- 


mental protection need not slow down an 
economy, for instance. There are more 
intelligent answers to rising inequality 
than to interfere with the labour market 
and produce needlessly high unemploy- 
ment. As for Europe’s famous social 
model, the argument is not really between 
retention and abolition: it is about large re- 
forms, which are needed for demographic 
as well as economic reasons. And, lastly, 
Mr Turner’s liberalism is a shade too cor- 
poratist, representing a belief in the mar- 
ketplace only as a generator of wealth. A 
true 19th-century liberal—and a latter-day 
libertarian—would seek to justify the mar- 
ket in terms of freedom, not money. 
Noreena Hertz, by contrast, believes 
that market fundamentalists are bad for 
freedom, because they have allowed giant 
multinational corporations to subvert de- 
mocracy itself. Ms Hertz is a young Cam- 
bridge don who has worked as an 
investment banker in Russia. Hers is the 
latest example of an anti-globalisation 
book that offers to explain what protesters 


Bike messengers 


Death defying 


The Immortal Class: Bike Messengers and 
the Cult of Human Power. By Travis Hugh 
Culley. Villard; 352 pages; $19.95 


HERE tend to be few blue-collar or 

no-collar memoirs. Writers, tycoons 
and politicians are readier to talk them- 
selves up (or pay someone to ghost it) 
than taxi drivers, say, or builders. It's 
probably less a matter of loquacity than 
self-importance. Exactly where bike 
messengers fit in this typology isn’t 
wholly clear. But Travis Culley’s account 
of his days as a Chicago courier in the 
1990s is a fresh addition to the genre. 

Mr Culley starts out a disaffected 
youth who flees drear Miami—no, it isn’t 
all like television—to try his hand as a 
playwright in Chicago. Failing at the arts, 
he needs a day job. Soon he is scooting 
through Chicago’s streets on a bicycle, 
ear to the radio dispatch, rushing pack- 
ages to the city’s businesses. 

On the frenzied rawness of courier 
life, Mr Culley excels. He captures the ex- 
uberance and fear of zipping down 
Chicago’s busy avenues, the slap of the 
winter wind, the shock of finding him- 
self alive after yet another horrendous 
scrape with a car. In lively prose he de- 
scribes the drunks in the gutter, the 
frazzled receptionists, and his close-knit 
posse of courier-pals—a lithe and hand- 
some bunch to judge from the photo- 
graphs. He has a knack for the apt 
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at big international meetings are against. 
Yet, despite impressive intellectual creden- 
tials and a fluent style, she has written a 
flawed book. She accepts too uncritically 
many of the myths that Mr Turner de- 
bunks and seems to assume that there has 
been a sudden increase in the power and 
freedoms of the corporate world. 

But big business has always had influ- 
ence over government, at times perhaps 
more than now. There is little evidence 
that its say is increasing and some that it is 
in decline. Many big companies are losing 
out to smaller ones. Union power is not ev- 
erywhere in retreat. The world’s antitrust 
and financial regulators may face a more 
difficult job than before, but their author- 
ity is not obviously less than it was. As a 
share of national income, public spending 
in many places is steady or rising. Yes, 
there is a case for reforming campaign fi- 
nance, and more attention should be paid 
to economic inequality. But, as Mr Turner 
would surely answer Ms Hertz, trammel- 
ling the market is not likely to help. = 





metaphor: on a good run, cabs and 
buses become for messengers “little flags 
on a slalom course”; after a bad one, his 
mangled arms lay coiled under his body 
“like thick rope”. 

As he sped along, Mr Culley was pos- 
sibly right to feel superior to deskbound 
types. But he has a weakness for rant 
and succumbs to crude, inconsistent for- 
mulae: suits v labourers, shoppers v 
producers, drivers v cyclists. A bike mes- 
senger’s view of office life could be a 
wonderful book. But it would need less 
eye for traffic and more for people than 
Mr Culley shows in this slim memoir. 
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Nicos Sampson 





Nicos Sampson, president of Cyprus for eight days, died on May 9th, aged 66 


S A reporter and photographer on the 
Times of Cyprus, Nicos Sampson had 
an impressive series of scoops. Whenever 
a policeman was murdered in Nicosia, the 
capital, Mr Sampson was among the first 
on the scene, and provided his newspaper 
with a gripping story full of detail and a 
grisly photograph of the victim. 

At this time, the 1950s, the eastern Med- 
iterranean island was still a British posses- 
sion. A militant group called EOKA was 
demanding enosis, union with Greece, one 
of the many countries that over the centu- 
ries has ruled Cyprus. In pursuit of its am- 
bitions, EOKA regularly killed British 
policemen and sometimes civilians in Nic- 
osia’s Ledra Street, which came to be 
known as Murder Mile and provided Mr 
Sampson with his series of gruesome sto- 
ries and pictures. 

It did not take a Sherlock Holmes in the 
British security forces to suspect that Mr 
Sampson was a member of EOKA and in- 
volved in the killings. In 1957 he was 
charged with the murder of a police ser- 
geant but was acquitted after the judge ex- 
pressed doubts over a confession he was 
said to have made. A few months later, 
having been caught aiming a Sten gun at 
four policemen, Mr Sampson was sen- 
tenced to death, a mandatory sentence in 
those grim days. The sentence was com- 


muted to life imprisonment. Mr Sampson 
was flown to Britain to serve his term, but 
was freed under an amnesty granted at the 
time of Cyprus’s independence in 1960. 
Nicos Sampson was welcomed back to 
Cyprus as a hero. Archbishop Makarios, 
the elected president of the new republic, 
gushingly called him “the incarnation of 
the spirit of Greek virtue”. As well as being 
the head of the Greek Orthodox church in 
Cyprus, Makarios was a skilful politician. 
He had supported EOKA and enosis in pre- 
independence times. Now that the arch- 
bishop was leader of the island, he was 
cooling towards the idea, which was to- 
tally opposed by Cypriots of Turkish de- 
scent and Islamic faith, about a fifth of the 
population. Mr Sampson, though, was still 
fervently for enosis. With the British out of 
the way the real struggle for Cyprus began. 


Time for confession 

Mr Sampson's real surname was Geor- 
giades. Why he changed it is a mystery. 
Perhaps he decided, naively, that people 
would assume he was British and could 
not be an EOKA gunman. He became fond 
of the name and kept it when he started a 
Greek-language newspaper called Machi 
(Combat). In it he said he had killed at least 
15 policemen and civilians. According to 
the British, as EOKA’s chief executioner he 


probably killed more. Worse, for the stabil- 
ity of independent Cyprus, Mr Sampson 
used his newspaper to promote enosis, to 
incite communal violence, and kept in 
form as a gunman by leading a gang that 
attacked the villages of Turkish Cypriots. 

He visited Athens from time to time 
urging the military regime then in power 
to seize Cyprus. In 1974 the Greek junta did 
the next best thing. It backed a coup by 
Greek-Cypriot soldiers sympathetic to 
enosis. Archbishop Makarios was deposed 
as president. Nicos Sampson replaced him. 
The leader of the Turkish Cypriots, Rauf 
Denktash, said that making Mr Sampson 
president was like “Hitler becoming presi- 
dent of Israel”. An exaggeration, no doubt, 
but such was the extent of Turkish-Cypriot 
loathing for him. 

Turkey invaded Cyprus, saying it had to 
protectits kin. It had been looking for a pre- 
text to return to the island it had ruled for 
300 years before the British took over. 
Eventually its army occupied a third of the 
island and has remained there ever since 
despite interminable international efforts 
to reunite the two sides. As a result of the 
division of the island some 180,000 Greek 
Cypriots found themselves refugees in 
their own country. 

Mr Sampson lasted as president for 
eight days. The Greek junta had suddenly 
been replaced by a civilian government, so 
Mr Sampson had lost his backer. Arch- 
bishop Makarios was reinstated and Mr 
Sampson was put on trial for his role in the 
coup. He claimed to have been reluctantly 
pushed into accepting the presidency, 
which many dispute. He was sentenced to 
20 years in jail but was allowed to go 
abroad for medical treatment. He lived in 
Paris for the next 11 years and ran a night- 
club. When he returned to Cyprus he was 
granted an amnesty. 

It is tempting to blame Nicos Sampson 
for all of Cyprus’s misfortunes but a neu- 
tral observer could find other culprits. Al- 
though Britain was rapidly granting 
independence to many of its overseas pos- 
sessions, it was reluctant to quit the island. 
With Gibraltar at one end and Cyprus at 
the other it remained a Mediterranean 
power. This reluctance heightened ten- 
sions among a people seeking an alterna- 
tive future. Britain eventually settled for 
keeping two military bases on the island. 

The United States was not opposed to 
giving the island to Greece, an enthusiastic 
member of NATO, and its envoys kept in 
friendly touch with Mr Sampson. The 
Americans did not care for Archbishop 
Makarios, who they suspected was having 
talks with the Soviet Union. As for Turkey, 
it was longing to display its manhood, and 
indeed invaded Cyprus very efficiently. 
Among the masters of realpolitik Nicos 
Sampson may have had no more than a 
small role, if a violent one. @ 
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exclusively by The University of 
Chicago's world-class faculty. 


For more information, please contact: 


The University of Chicago 
- Graduate School of Business 


phone: +34.93.505.2154 

fax: +34.93.505.2158 
e- ae barcelona.inguiries@gsb.uchicago.edu 
http://gsb.uchicago.edu/execmbaeurope _ 
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= THE WORLD 
=IN YOUR CLASS 


Committed to being an international center of excellence 
for management education, Rotterdam School of 
Management is the Graduate School of Business at 
Erasmus Universiteit Rotterdam in The Netherlands. 


INTERNATIONAL MBA PROGRAMS 


The Rotterdam School of Management s Full-time MBA 
(General Management) and MBA/ MBI (plus Information 


for an intensive |8-month “hands-on” approach to 
management, taught entirely in English. Work experience 


is required 

For working professionals with at least four years of 
experience, RSM olfers 2-year Part-time International 
on Friday evenings and Saturdays every other week. The 
curriculum includes study trips abroad 


EXECUTIVE PROGRAMS 





The Rotterdam School of Management also offers 
Open Executive Courses, tailor-made In-Company 
Programs and Consortium Programs 


© P.O. Box 1738, 3000 DR Rotterdam 
OS The Netherlands 

Phone +31-10-408 222? 
Fax +31-10-452 9509 


E-mail: rsm@rsm.nl 


TTERDAM SCHOOL OF MANAGE 


Man 
he 


Internet: www.rst.nl 














Technology) bring together participants from $0 countries 





MBA and MBA/MBI Programs. Courses are usually held 





i 
RSM €- 
andai hoal of Ape ment 
Erasmus Graduate IB WESA 














New modular 
option 
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Macroeconomic Policy 
Global Finance 


Programs designed for executives, analysts, and policy makers 
in both the private and public sectors who are involved with 
macroeconomics and financial sector issues. 


Macroeconomic Policy and Management 
June 25-July 20, 2001 


The Global Financial System: Structure, Crises, and Reform 
July 23-August 3, 2001 


For more information about these programs and others, please contact: 
Enrollment Services 

Tel: (617) 496-0484, ext. 218 

Fax: (617) 495-3090 

Email: KSG_ExecEd@Horvord.edu 

Internet: http://www.execprog.org 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


Cranfield 


NIVERSITY 
School of Management 


The Cranfield MBA is consistently ranked as one of the 


top MBA programmes in the world. 


Now we are introducing a new modular format, which 
makes it easier for managers based outside the UK to study 
for the MBA at Cranfield while remaining in employment. 
Beginning in July 2001, the programme comprises four 
two-week residential periods each year for two years, 


supported by learning sessions via the Internet. 


For more information contact: Maureen Williams, 


Cranfield School of Management, Cranfield, Bedford 
MK43 OAL, England. 


Tel: +44 (0)1234 754386 Fax: +44 (0)1234 752439 
Email: m.williams@cranfield.ac.uk 


Or visit our web site at www.cranfield.ac.uk/som/mba 
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Courses 


NIMBAS Bradford 


NIMBAS 


The Associate Institute of the 
University of Bradford 


Executive MBA 


Make Knowledge Work 


Amongst the world’s finest business schools, NIMBAS ranks first in the 
world for career progress and third in the world for internationalism’. 


Two-year modular part-time programme leading to the 
prestigious University of Bradford MBA degree 


Seven 9-day residential sessions in the Netherlands, Germany, 
UK and France 


Flexible format minimises disruption to professional 
responsibilities 


Interact with a distinguished international faculty and 
network with fellow high-calibre programme participants 


Fluent English, a degree and a minimum of five years’ 
management experience are required 


NIMBAS js accredited by the Association of MBAs, accepted 
by the Kultusministerkonferenz and offers its MBA from an 
EQUIS accredited institution. 


_ For more information or to arrange an individual appointment contact Dr Eva 
- Niemann. Tel: +49 (0)228 36 37 26; E-mail: NIMBAS-Germany@t-online.de 


* Financial Times 22/01/01 


NIMBAS Graduate School of Management 
Nieuwegracht 6, PO Box 2040, 3500 GA Utrecht, The Netherlands 
+31 (0)30 236 73 20 


Email: office@nimbas.com © Website: www.nimbas.com 


fel: +31 (0)30 230 30 50 è Fax 


Expand Your Horizons 
in U.S. Law and Business 
in Chicago 


Ine. 


Northwestern University School of Law 


An intensive interdisciplinary program in U.S. law and business 
taught by leading practitioners and faculty of the Law School 
and the Kellogg Graduate School of Management 


Third Annual Summer Institute in 


Corporate Law and Business 


SESSION II 
JULY 16-20, 2001 
Mergers 
& Acquisitions 


SESSION 1 
JULY 9-13, 2001 
Corporate Law, 
Securities Regulation, 
and Corporate Finance 


SESSION III 
JULY 23-27, 2001 


Creating Value in the New Economy: 
Strategic Alliances, Joint Ventures, and E-Commerce Strategies 


Info: Northwestern University School of Law 
Executive and Professional Education 
357 East Chicago Avenue, Chicago, Illinois, 60611-3069, U.S.A. 
Tel: 312/503-0192 + Fax: 312/503-2930 
Web site: www.law.northwestern.edu/lawexec 
E-mail: s-futterman(@law.northwestern.edu 





LEARN GLOBALLY. STUDY LOCALLY. 


THE GLOBAL MASTER OF ARTS PROGRAM (GMAP) 


Are you an experienced interna- 
tional affairs professional who 
wants to further your education 
without taking a year off? if so, 
consider the GMAP offered by The 
Fletcher School at Tufts University. 
This one-of-a-kind, one-year master’s 
program in international relations 
combines three (3) two-week resi- 
dency sessions with 33 weeks of 
computer-mediated instruction. 


As a GMAP student, you perform 
your professional duties while 
pursuing your education. You work 
closely with our highly respected 
faculty and receive a top quality 
Fletcher education. Plus, you become 
part of our active and influential 
international community. Classes 
begin July 2001. Contact us today 
to learn more about this challeng- 
ing program. 


THE GMAP INTERNATIONAL CURRICULUM INCLUDES: 
Crisis Management & Complex Emergencies ¢ International Finance 
International Business & Economic Law © Leadership & Management 

International Negotiation © International Technology Policy 
international Trade Economics & Investment 
Transnational Social Issues 


TEL: 617-627-2429 WEB: www.fletcher.tufts.edu 
E-MAIL: fletcher-gmap@tufts.edu 





LL.M./Masters 


in INTERNATIONAL & 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery - Study anytime, anywhere. 


Michael Foggo 


Tel 


hk@SovereignGroup. com 


Prestigious Masters in International Taxation (M.I.T) for non-lawyers, 


E-Commerce - Tax Planning speciality. 


St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools. 


American Bar Association acquiesced programme. 


Course Modules include: 


» Principles of International Taxation 
» Offshore Financial Centres » 
» Trusts and other entities 


» Tax Treaties 
Anti-avoidance 
Transfer Pricing 


» International Tax Planning + E-Commerce Taxation 


» Global Estate Planning & Asset Protection 


a St. Thomas University 
School of Law + miami, Florida 
For more information please contact 


HONG KONG U.K. 


Simon Denton 


U.S.A. 
William Byrnes 


+852 2542 1177 let) +44 (0)20 7479 7070 Tel: +1 (305) 474 2460 
Fax: +852 2545 0550 Fax: +44 (0)20 7439 4436 Fax: +1 (305) 474 2469 


uk@ SovereignGroup.com 





www.stu.edu/tax 
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woymnes @ SovereignGroup.com 





Courses 


FB Amsterdam 
SF Institute of Finance 


provides high-level training for investment professionals 
in the course series 


Portfolio Management 


Global Asset Allocation 
(May 28 - 31) 


Fixed Income Investment 
(June 5 - 8) 


Equity Investment 
(june I| - 15) 


The courses are taught by leading experts from around 
the world and can be taken as a series or individually. 


For information, please visit our Web site, or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +31-20-5200161 


e-mail: info@aif.ni - internet: www.aif.nl 





INSTITUT D’ETUDES 
POLITIQUES DE PARIS 





Extend your global reach 


MBA 


SCIENCES PO 





@ AMBA Accredited Degree. 
® An intensive nine-month bilingual program (French/English). 


® The leading school in Political Science and Economics, 
founded in 1871. 


@ A distinguished international faculty. 
@ An urban campus in the heart of Paris. 


Next information session in our premises: 
Thursday, May 31" 2001 at 6.30 p.m. 


174, Bd Saint-Germain 75006 PARIS - FRANCE - Tél. : + 33 1 45 44 87 43 - Fax : + 33 145 44 88 92 


Website : http : //mba.sciences-po.fr - E-Mail : mba@sciences-po.tr 
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School of Public Health 
Attention: European Professionals in Government and Industry 


The Risk Communication Challenge 
September 4 -6, 2001 Brussels, BELGIUM 


Learn how to strategically and effectively manage risk 
communication in your organization. 


If you are a scientist, engineer, lawyer, health specialist, 
or communications manager, you need a solid 
understanding of risk communication. Through real-world 
historical case studies of successes and failures in risk 
communication, you will not only gain a better 
understanding of the many issues involved, you will learn 
how to better manage risk communication in your 
organization. 


To Register; 


web: www.hsph.harvard.edu/cepe phone; + 1-617-432-1171 


email: contedu@hsph.harvard.edu fax: *+1-617-432-1969 


CENTER FOR CONTINUING PROFESSIONAL EDUCATION 
Where theory informs practice and practice informs theory 


City University 
C Business School 


MSc in Trade, Transport and 
Finance 


MSc in Shipping, Trade and 
Finance 


If you are talented, ambitious and diligent, we will provide 
the knowledge and skills for a successful international 
business career. Over 1,000 graduates from more than 
75 countries pursue high-flying careers in sectors as 
diverse as banking, finance, shipping, stockbroking, 
transport, trade and many more. 


But success is not easy. Our 14-month full-time courses 
are intensive and demand your total commitment. 

You will be taught by our own academic staff, many 
with international reputations, and also by high calibre 
practitioners from the City of London. 


Call us for more information and a prospectus on: 
+44 (0)20 7040 8606 

E-mail: stf@city.ac.uk 

www.business.city.ac.uk/stf 

Our next information session: 

8 June 2001 
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Looking for the. way to aheri that i iighet e level of income? If you're an 
i international senior executive, over 40 and currently earning $100K+ per 
year, we can assist you in attaining your goals. Resume Broadcast 
International, will manage your career search with the personal contact 
- necessary for success. Our commitment is not just 40 hours per week, but 
24 hours a day, 365 days a year. Contact us at Tel: (619) 224-9257, Fax: 
(619) 224-9268 or Email: 102224.3306 @compuserve.com and open the 
| doors to opportunity ee 























Resume Broadcast international 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224 3306 @cóm: userve.com | 






CALL FOR PROPOSALS 
CENTER FOR POLICY STUDIES _ 




















The Central European University Center for Policy studies 
(CPS) is calling for proposals for its year 2002 International 
Policy Fellowships program, which is affiliated with the CPS 











| 
and the Open Society Institute-Budapest. The fellowships are 
intended to support analytical policy research and to provide 
fellows with professional policy training. | 
- Interested applicants should submit a query in English online at | 
Http://www.osi.hu/ipf/apply.html | 
by July 1, 2001. | 
Inquiries should be sent to fellows@osi.þu J 











Science, technology and development 


WEB TEAM WANTED 





Ci De v.Net 


» Are you interested in helping to create a new global website dedicated to news, 
-views and information about the contribution of science and technology to 
“sustainable development? 









SciDev.Net is planned to be such a site. it is being developed with the support of 
he science journal Nature and the Third World Academy of Sciences, and the 
backing of the UK Department for International Development. 










We are currently recruiting the. team that will set up and run the website, to be 
aunched in the autumn. In particular we are looking for: 














_* a news and features editor 
ve a news reporter 


* an office manager 
* a technical/computer assistant _ 










a Details of these positions, qualifications needed, and application procedures, can E 
» be found at: a 










3 http://www.scidev.net 
+ Closing date for applications is 12 noon on Friday June 8 2001 






u Recognized as one of tthe word's most Terbis 
Distance Learning MBA/Master’s or DBAPRD: 
pre rams. No bachelors degree required for the - 
{or Master's for DBA) if you have significant work 
experience. No time , minimum of maximum. MBA — 
usually takes one year, DBA two. Transfer students 
welcome, You will not have to ‘material you 
already know or do not need. No exams; instead you 
write papers. Learn from successful business 
leaders/authors {many ate millionaires), F 
members wanted. Rushmore: University, 1-800-652- 
7622 ec@rushmore, edu, ww. di stancemba com 



















DEGREE AT HOME IN | 
JUST ONE YEAR! 





"FINANCE 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 






ue 
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: Food and Agriculture Organization « of the 








United Nations — 


Based i in Rome, italy the Food and Agriculture Organization (FAQ) 
is the United Nations specialized agency with a mandate to raise 
levels of nutrition and standards of living, to improve agricultural 
productivity, and to better the condition of rural populations. 


Since its inception, FAO has worked to alleviate poverty and 
hunger by promoting agricultural development, improved nutrition 
and the pursuit of food security - the access of all people at all 
times to the food they need for an active and healthy life. The 
Organization offers direct development assistance, collects, 
analyses and disseminates information, provides policy and 
planning advice to governments and acts as an international forum 
for debate on food and agriculture issues. 


. Under the UN Security Council Resolution 986, adopted in 1995, 

|} the United Nations agencies are implementing the “Oil-for-Food” 

| -f| programme: as temporary measure to alleviate the continued 

| [| deterioration of the humanitarian situation in iraq. Since 1997, 

: |i FAO has been responsible for fully implementing the agricultural 
{| programme in the three northern Governorates of Iraq. 


In view of the increasing scale and complexity of the agricultural 
programme, FAO is currently seeking a qualified candidate for the 
following challenging position: 


Programme Manager, Baghdad, Iraq (D1) 
The candidate selected will be responsible for assisting the FAO 


Representative in iraq in the overall planning, management and 
supervision of the SCR 986 agricultural observation programme in 


the centre/south and implementation in the three northern 


Governorates of Iraq, involving 65 international staff and. 500 
national staff and a budget in excess of US$ 400 million. The work 
programme is governed by FAO's established principles, 
sustainability and the Memorandum of Understanding signed 
between the Government of Iraq and the UN. Key aspects of the job 
involve working in close collaboration with the central Government 
and the local authorities of the three northern Governorates of 
Dohuk, Erbil and Suleimaniyah ensuring that the programme is 
implemented according to approved plans. Furthermore, the person 
appointed to this position will be responsible for stimulating and 
maintaining inter-agency relations with other UN agencies and 
programmes implementing humanitarian projects in the country. 
He/she will also be responsible for project formulation, analysis and 
final reporti ng on the programme performance to FAO Headquarters 
through the FAQ Representative in Iraq. 


Qualifications: 


Advanced University Degree in a relevant field and fluency in 
English are required; knowledge of Arabic is desirable. High level 
skills and experience in large-scale project management, of which 
exposure to work on emergency field projects with an international 
organization would be a significant advantage, Experience related to 
the SCR 986 programme is an asset. Initiative, judgement and ability 
to plan, implement and coordinate field project operations, 
particularly emergency/humanitarian relief operations. Ability to 
analyse complex field problems and devise solutions based on local 
requirements. 


FAO offers internationally competitive salaries and benefits based on 
standard UN rates. The posting is a non-family duty station. 


Interested candidates should forward a copy of their CV or FAO 
Personal. History Form by e-mail to Chief, TCOR (address: 
Anne. Bauer@fao.org) or by facsimile (06) 5705-4941. 


Applications will be accepted until 18 June 2001. 


Due to the expected level of response only short-listed candidates 
will be contacted. Recruitment is expected to take place from July 
2001. The successful candidate will be required to take up the post 
as.soon as reasonably possible. 


“Applications f from qualitied women candidates are encouraged. 
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| Privatisation & Public S Sector 
Reform Consultants sss 
FRR Lid is a. forest sector consulting company, active throughout 
Europe, Asia and Africa. We work for international agencies, such as the 
World Bank, ADB, DFID, EU, and UN, as well as priv ate. sector 
investors and clients. : 
FRR has opportuntties for privatisation, commercialisation, public sector reforin re 
institutional development specialists to support forestry sector reforms around the world, We 








UE sare 500K+. Career eae into, within or out ae 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: _ Emat: 
















JS anac +1 202 98 cpamerica@careerpath.co.uk ; : pin ee Me sag Ba 
cae ren eth a eee co. uk welcome interest from professionals with relevant experience, especially those interested in | 
m g § É 4 . Pa oa: , T > wit 

A SETAL OO long term assignments of one year or more, Experience in the forestry or natural resources: 
Asia / M. East / Aus +66 2 2674688 








BUSINESS DEVELOPMENT | 


MANAGER 


COMPETITIVE PACKAGE 
RURAL KENT 
atural Resources International Ltd., works in and with 


1 N developing countries around the world to help overcome 
poverty. We provide specialist project management skills and 


ensure that donor finance is used in an optimal manner. 


Our work is won by competitive tender and to handle the 
growth envisaged in our corporate plan, we are strengthening 
our business development team. 


The Job 

. Identifying, designing, bidding and winning in a 
competitive international development environment. 

* Managing that process by co-ordinating a wide range of 
skills well beyond our Natural Resources base. 

* Enjoying significant freedom of action and judgement 
within a team context. 

«Sharing our vision, and that of donors - helping to 
overcome poverty. 

* Based, after relocation in October 2001 in purpose designed 
offices in a pleasant rural environment at East Malling, 
near Maidstone, in Kent. 


Your Skills 

* Market driven yet proactive, with a well-honed knowledge 
of policy formulation and implementation in the 
international development sector. 


*Commercially astute with an 


innovative thinking. 


ability to apply 


* Actively familiar with donor mechanisms and mentality, 
e Proven capability to build and extend personal and 
corporate networks. 

* Knowledge of partnership formation and working. 

* A results motivated influencer, team player and achiever. 

If you believe your skills match our requirements and you are 
looking for a job that is stimulating while being worthwhile, 
we would be delighted to receive your CV. The remuneration 


package will be designed to match the skills and potential of 
the best applicants. 


Please send your CV to Andrew Gurr, Chief Executive, 
Natural Resources pigensvonel Ltd, Pembroke, 
Chatham Maritime, = 
Chatham, Kent ME4 4NN. 
E-mail a.gurr@nrint.co.uk 
For more information visit 
www.nrinternational.co.uk 
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= sector, and of work in a range of emerging, transition or developing countries, will be ane: 























advantage. Please send CVs and details of availability, ideally by 30th May, to: 
Nicholas Pyaft, FRR Lid, Brockley Combe, Backwell, Bristol, BS48 3DF, U K. 
npyatt@frreoaik Fax: +44-1934-863666 www.frrco.uk/frr 







“of SINGAPORE 































Founded 1905 

DEAN, N JS BUSINESS SCHOOL i 
The National LU niversity af Singapore (NUS) invites applications and 
nominations for the position ‘of Dean of the NUS Business School, 











As a: premier institution in Asia, NUS is a comprehensive university and i 
regionally and internationally recognized for its educational and academic: 
excellence, The NUS Business School has more than 170 faculty members: 
who are active in research and teaching. A total of more than 2,200 student 
enroll in the School's undergraduate, master’s, doctorate, as well as executiv 
master’s and education programs. 
The NUS Business School is committed to academic excellence and aims to bë 
a world-class insutuuon, building on its strengths in research, teaching an 
services to the community. The strategie location of Singapore as the education: 
hub in Asia, the prestige of NUS and the aggressive support for University- 
education by the Singapore government presents the Dean with a challenging 
opportunity to provide leadership in a dynamically growing region. 


The Dean will lead the faculty of the NUS Business School in al 

administrative and academic matters, including strategic planning, research: 

development, program development, and implementation of academic review. 

process. Specifically, the Dean will provide leadership in developing a strategie 

focus and implementation plan for advancing the school’s research and 

teaching reputation and enhancing the overall visibility of the school. 

The successful candidate must possess the following qualities: 

* <A doctorate and an excellent research track record in one of the 
disciplines within die business school. 

. Strong and proactive leadership skills, and significant administrative 
experience m a business school. 


+ Superior interpersonal and communication skills, and great personality. 
Eip 


¢ Clear vision for the role of management education and research in 
creating knowledge and disseminating knowledge. 


* — Ability to implement and manage change in a collegial environment. 


© Ability to establish and develop strategic and operational partnerships 
with the business community and other NUS departments. 


For more information about the business school, please visit its s 
web site at http:// www.fba.nus.edu.sg. 


Please send applications or nominations, by 15 June 2001, to: Chair, Dean 
Search Committee, Office of the Deputy-Vice Chancellor 
(Academic Affairs), University Hall, National University of 
Singapore, 10 Kent Ridge Crescent, Singapore 119260, Singapore. 


Only shortlisted candidates will be notified. 


Law phate IR nmaa a EA navn Aan aaan ual naib Abi Yen HALA A yo AAN 


Courses a 
‘COLLEGE DEGREES 


DISTANCE EDHCATION ON YOUR SCHED 

B.S., M.S Ph.D. Many fields. No classes. 

NO COST evaluation! Send TES, 
$400 UPTOWN BLVD NE + SUITE 


Dept.34 > ALBUQ., NM S7110-USA 
$x 3 4@conturruniversiir sé 







Executive Jobs 
$50,000-81Mifion + Pkg. 
‘Targeted Aesume Mailings 
64.1 Milion Co. Detabase-39 Countries 
“S80k Exec. maited 3k ietters. Had 21 calls, 3 offers & 






acoepied $175Kepky as YVE 
"$230k Exec., unemployed, mated 17k letters. Had 
42 calls, 3 offers and started at $325kepkg as GEO, 
Executive Job Finder 
Phone: 1.415.383.6200 Fax: 1.415.388.5164 
wore ExecutiveobFinder.com 











00 Appointments 


The University of Basel (Switzerland) 






Request for Registration of Capability for 
Private Sector Management and Operation of 


The Hospitals of King Fahd Medical City (KFMC) 


The Government of Saudi Arabia plans to lease the King Fahd Medical City, located in Riyadh, for 
operation as private hospitals. The Government is seeking world-class, expenenced consortia of local 
and international hospital operators to Register Capabilities to lease and operate KFMC. This 
magnificent facility consists of four integrated hospitals (General, Obs & Gyn, Paediatrics, Rehab) 
with a designed bed capacity of 1,095 fully equipped including high-level tertiary facilities. The 51 
hectare site includes 2,287 staff accommodation units 


The Government is therefore looking for an investor/operater committed to further investment, 
introduction of world-class management practices and safety standards to fulfill Government's 
objectives of enhanced services to the population. While the hospitals will operate privately and 
operators will be given an opportunity to develop KFMC fully for commercial purposes, it is expected 
that the complex will have strong academic linkages 


The KFMC project was reviewed by the World Bank in June 2000 and it is continuing to advise the 
Government regarding this project 


The Government is in the process of appointing an International Financial Advisory firm to advise and 
coordinate the project. 

The proposed Consortium must include Saudi participation, involving a minimum of 2 operators 
together with an international partner, all of which must be experienced at managing hospitals of 
comparable size and complexity. The successful Consortium must form a registered company in Saudi 
Arabia which will be responsible for the Consortium, however, cach Consortium member will be fully 
obliged to share responsibilities and liability in legal, financial, managerial and technical aspects, 


Further information will be sent to appropriate respondents. \nterested organisations/consortia are 



















































































































Faculty of Economics and Business Management 


Professorship of applied econometrics 
Professorship of empirical economics 
and bus 


iness administration 


Applications are invited from qualified persons having rese- 
arch and teaching interests in Applied Econometrics or 
Empirical Economics and Business Administration. These 
appointments will be made at a level appropriate to the 
successful applicant's qualifications and experience (assis- 
tant professor, tenure track or associate professor) com- 
mencing Oct. 15t. 2001. The eventua! tenure decision 
(with promotion to associate professor level) will be made 
on the basis of an evaluation after four years. The teaching 
load for an assistant (associate) professor is 4 (8) hours per 
week 


Candidates should hold a Ph.D. in Economics or Business 
Administration or equivalent qualifications, have demon- 
strated strong research potential and show a capacity for 
effective teaching and supervision both at the undergra- 
duate and graduate level. Candidates must have adequate 
German language skills and be prepared to teach in Ger- 
man. Applications should include a curriculum vitae, a full 
list of publications, a brief description of research in pro- 
gress, one or more research papers, three letters of re- 











required to submit information regarding their capabilities and expenence with similar projects by 


a) n } n 
2:00pm on June 9, 2001 to: commendation, and information on teaching experience. 


Applications should be sent by June 5, 2001 to 
Peter Kugler, Dean of the Faculty of Economics and Busi- 
ness Management (WWZ), Petersgraben 51, 4003 Basel, 
Switzeriand. 


Director General 
King Fahd Medical City 
Al-Dhabab Street, Sulaimaniyah 
P. O. Box 977 
Riyadh 11391 
Saudi Arabia 
Tel: (966-1) 464-6327 
Fax: (966-1) 465-084 


The University of Basel is an Equal Opportunity 


Employer 
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ULG NORTHUMBRIAN LTD 


Making Globalisation Work for the Poor 
An achievable goal - help us make it reality 








Request for Registration of Capability for 
Financial Adviser 


The Hospitals of King Fahd Medical City (KFMC) 



















ULG Northumbrian works with public and private organisations to help 
to reduce rural poverty in developing countries. We contract consultants 
and aid workers for long or short term assignments in rural development 
projects funded mainly by DFID and the EU. 


The Government of Saudi Arabia plans to lease the King Fahd Medical City, 
located in Riyadh, for operation as private hospitals. For this purpose it seeks to 
appoint a consultant to provide financial and commercial advice relating to the 
private sector management and operation of KFMC. 















This magnificent facility consists of four integrated hospitals (General, Obs & 
Gyn, Paediatrics, Rehab) with a designed bed capacity of 1,095 fully equipped 
including high-level tertiary facilities. The 51 hectare site includes 2,287 staff 
accommodation units, 


We are currently looking for specialists in: 














e Governance, including community management, local 






government and public-private partnerships The advisor will be responsible for assisting the Government in the process of 
managing the Request for Proposal stage, the evaluation, and the formal contract 
arrangements. It is likely the process will extend until the date of signing the 
contract. 


Rural environment, wildlife and protected area development 






Management, leadership and policy development 







Institutional change 
















A detailed Request for Proposal will be supplied to shortlisted Financial 
Advisers, Interested organisations with prior experience in advising 
Governments on similar projects are required to submit 

statements of capabilities by 2:00 PM on May 31, 2001, to :. 


Economics and marketing 
Private sector initiatives in rural development 





Finance and microcredit 

















Visit our website www.ulgnorthumbrian.com and collect a registration sis shoes Ci = 
form or send your CV to Linda at morgl @ulg.co.uk. quoting ref A0SO11. Al-Dhabab Street, it ed 
ULG Northumbrian Ltd, Birmingham Road, Seep 
Saltisford, Warwick, CV34 4TT a Asabic 


Tel: +44 1926 496121, fax +44 1926 401882 
ULG Northumbrian - investing in diversity 







Tel: (966-1) 464-6327 
Fax: (966-1) 465-0844 
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z ONANESATEN DE COOPERATION ET DE DEVLOPE ÈCONUANOVES 


OECD ((@ ocne 


| ORGANDTEAE EOR ETAO O OPERATERE Aue EVEL OPMENT 





The OECD is an international organisation with some 2000 staff. We 
currently have the following two vacancies in our Paris-based Centre for Tax 
Policy and Administration of the Directorate for Financial, Fiscal and 
Enterprise Affairs: 


Advisor ~ Exchange of Information / VAC(01)030 
deadline 25¢h May 2001 
International Co-operation, Exchange of Information and Harmful Tax 
Practices Division. For further information please contact Grace. Perez- 
Nayarro@ oecd.org / tel: (33 1) 45 24 18 80 


Head of Transfer Pricing Unit / VAC(O1031 





deadiine 7” June 2001 


‘Tax Treaty, Transfer Pricing and Financial Transactions Division 
For further information please contact John. Neighbour@oecd.ore / 
tel: (33 1).45 24 96 37 


@ Vacancies arise regularly in the Centre for Tax Policy and Administration for 
ooo E tax lawyers, tax administrators, accountants and public finance economists as 
ff well as for work on our Outreach Programme for countries outside OECD. 

§ We would be interested in hearing from experienced professionals in these 
areas. Please contact Jeffrey Owens, Head, Centre for Tax Policy and 


_ Administration at jeffrey.owens@ oecd.org. 


The OECD is an equal opportunity employer and encourage applications from 
- female candidates. 


Detailed job descriptions can be found at www. www.oecd.org/hrm. Applications 
<4} from nationals of OECD Member countries, quoting the reference indicated 
er E above, should be sent via the on-line application form. 


# Only candidates selected for interview will be contacted. 














Salary in the range £25,000-£30,000 


The Office of Health Economics (OHE) wishes to appoint an industrial 
economist to join its team. The Research Associate will conduct research 
principally in the economics of the pharmaceutical industry, playing a major 
role in delivering the QHIE’s research programme. They will have opportunities 
for maintaining and developing links with academic economic research 
organisations and with the Centre for Medicines Research International. 


The role requires the successful applicant to have a first or upper second 
class undergraduate degree with a major economics content including 
industrial and regulatory economics. The successful applicant will also have 
a postgraduate economics degree and/or research experience. The ability to 
deliver clearly argued, well-written analyses to deadlines is essential. 


The OHE is a research organisation located in central London (website: 
www.ohe.org). Set up in 1962 by the Association of the British 
Pharmaceutical Industry, it advises and. publishes on public policy issues in 
the three areas of the economics, of the pharmaceutical industry, the 
financing and delivery of heaith care, and the economic evaluation of 
medicines and other health technologies. 


For further details please contact Liz Aulsford at the 
Eo. OHE, 12 Whitehall, London, SWIA 2DY; 
ao e smail laulstord@ohe. arp; telephone +44 (0)20 7930 9203 extn 1455. 


r > i Applications must be received by Friday 8° June 2001. Interviews will be 
held in London on Tuesday 19* June 2001. 


| The Freie Universitit Berlin announces an opening at the o 
| Department of Economics und Business Administration 
| The position rank is 


| Full Professor with tenure („C4” according to the German system) 
Area of specialisation: 


| Other relevant qualifications: 


| Applications, including a cover letter describing your meesi in the position and nelated. 
experience, complete résumé, thave reference addresses, list of publications and documentation of 


] To ensure full consideration, applications should be received no later than Jour weeks after the 
date of the advertisement. 














~- Institute of Economic Theory and Policy - 










Research and teaching advanced courses in Internahonal 
Economics (Theory and Policy), tn addincn teaching at the. 
intreductory/intermediate level is an integral part of 
instructional responsibilities. 
According to $100 of the Berlin higher education act (Berliner 
Hochschuigesetz} ..habilitasion” or comparable qualifications 
for a teaching career in higher education are required. 

Active participation in interdisciplinary courses of]. 
international programs of study. Success in the application 
and management of sponsored research projects. International 
experience m research and teaching. 







Formal qualifications: 










The Freie Universitit Bertin is an equal opportunity employer. 








academic degrees (required by German university procedures) should be sent toc 






Freie Universitat Berlin 
Fachhereich Wirtschaftswissenschaften 
Grarysix, 21, 14195 Berlin, Germany 













The Freie Universitat Berlin is a federal funded university with about 40,000 students and 520 
professors. The university offers 90 — in 12 departments with more than. Hx). instinntes. 














VICE PRESIDENT 
International Sales 


American Science & Engineering, the leader in developing x-ray based 
cargo inspection systems, seeks a dynamic individual to quide its 
international sales function. Based in suburban Boston, AS&E is 
pioneering non-intrusive inspection to address global security problems of 
trade fraud, terrorism, drug and weapon smuggling and Hegal 
immigration. The organization is entrepreneurial in nature arki 
complements an energetic, flexible personal style. Position reports to the _ 
CEO and is responsible for $100 million in project sales per year. : 
Specific responsibilities will include: 
- Direction of all international sales activities involving direct 

staff, selling to executives, agents and pathfinders 

- Implementation of campaign selling strategies, including 

regional development, creation of sales campaigns and 

counter-competition programs 

- Development of consultative solution sales at senior 
government levels 
For this highly visible position, 20 years of sales experience, with at least 
10 years in the international arena selling to senior-level government 
officials, is required. Successful candidates will have an outstanding 
background with large financed projects, long cycle sales. experience 
managing. ssn country consultants and international financing 
agencies. academic credentials including a degree in engineering 
or physics; MBA í preferred 




























AS&E offers excellent compensation, a comprehensive 
benefits package and relocation assistance. Interested 
candidates should mail, fax or email resume to: 


Attn: Sailing Comeultant 

S29 Middlesex. Turapike 
Billerica, MA 01621 

Fax: 978-262-8822 















LECTURER/ 
SENIOR LECTURER THE UNIVERSITY 


REF: 343 SCHOOL OF PUBLIC POLICY 


pplications are invited from those with teaching and research 

interests in any area of Economics, although expertise in 
money and banking or the economics of finance are especially 
welcome. You should have a record in, or potential for, research at 
a national or international level of excellence and, ideally, a 
doctorate in Economics (or a thesis near completion) and prior 
experience of teaching in higher education. 


Salary £17,602-£33,808 per annum inclusive. 


We aim to be an equal opportunities employer and welcome 
applications from all sections of the community. 


Further particulars and an application form are available from 
the Personnel Department, University of Greenwich, 
Avery Hill Road, London SE9 2UG. Email: Jobs@gre.ac.uk 
quoting the job 
reference. 
Applications 
should be returned 
by 1 June 2001. 
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The Commonwealth Secretariat 

+ An association of 54 independent Commonwealth countries 

+% Provides a global service to about one-third of the world’s population 

+% Bridging the gap between developed and developing 
Commonwealth countnes 


Amane ee maan a A aR ae OAT EET shat an aniraa 


Chief Programme Officer 
Agricultural Development Unit 


Export & Industrial Development Division z 
TEREE T BSES & Personál 


We aim to be a global ieader by setting even higher standards to promote competitive enterprises, 
Support practical measures to promote trade and investment and provide technical advice on 

MAKING PROFITS “ 
TRADING FOREIGN CURRENCIES ! 








anaa rainen eaan ana mn aaa aaan nannaa mn dims A A namaa an A a aai ih CAA 9A rann dere ran AA SAA aed AA N ram AmA a oar AAAS I Aen n Y i ire i irre her Albert Rhee 


 sustamable approaches to the management of natural resources, 
. Reporting to the Deputy Director your responsibilities will include: 

* Develop and manage agriculture related technical assistance projects that respond to the most 
critical needs of Commonwealth Developing Countries. 

* Undertake field-work to assess the viability of a range of technical assistance projects 
inchiding those focused on forestry, livestock, general agriculture and are of a capacity 
building nature. 

Working with goverment ministries, other donor agencies and colleagues in related 
disciplines design and then manage the implementation of projects. This will include 
contracting, supervision of the project team and liaison with government officials, 
particularly during the execution of the project. 

You will have strong communications skills, and be able to work as a team player in a multi- 

national setting. As well as the challenge of a global role, you will have the opportunity to work 

al a strategic level, whilst also taking operational responsibility. 

A graduate or post-graduate degree in Agriculture or related discipline with economics would be 

desirable and at least five years’ related field experience in developing countries. 

» The appointment: is for a period of three years in the first instance and is open to nationals of 

ail Commonwealth countries. 
io A competitive international package is provided and application is by detailed CV which 
shend be forwarded only after applicants have received the information pack available from: - 


Gladys Mhone -- Personnel & Staff Development Department, Commonwealth Secretariat, 
Marlborough House, Pall Mall, London SWEY SHX, UK 
Tek [44| 020 7747 6181, Fax: [44] 020 7747 6520, E-mail: g mhone@ commonwealth. int 
‘Closing Date: 13th JULY 
-We regret that it will not be possible to acknowledge applications individually. Only shortlisted 
candidates will be contacted. 
The Commonwealth Secretariat is an 


sth 


SEND AN E-MAIL FOR DETAILS TO 


forex @ pzim.com 


P. ZIHLMANN INVESTMENT MANAGEMENT AG | ~ 
LIMMATQUAI 72 
8001 ZURICH/SWITZERLAND 


Phone +41 12685111 Fax +41 1268 51 51 
www.pzim.com 
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NORTH ATLANTIC TREATY ORGANIZATION 


ae OF INFORMATION AND 
is seeking fo fill a key position (m/f) 


INFORMATION OFFICER 
NATO INFORMATION OFFICE, MOSCOW 


to join a small team in a highly dynamic and challenging 

The Pr iralean ails a ‘ 
sition is responsible for supporti irector in promoting the 
erstanding of and support for NATO policies and idekiak in 

"Russia. Working in the NATO information Office in Moscow, the 

individual wil plan and implement an Outreach programme that is 

central to NATO/Russia relations, as well as assist in the operational 
management of the Office. 


pee You must be a national of a NATO country and have: 
| © a thorough knowledge of international affairs, including NATO 
operations; 
* a strong background in public information work and the ability 
fo deal, with media and decision makers; 
an understanding of how to develop and organize outreach 
information programmes and work with NGOs; 
e a university education in international relations, public relations, 
or another relevant discipline or equivalent experience; 
© o strong command of Russian as well as one of the official languages 


of NATO {English and French) and proficiency in the other. 
A detailed job description can be found on the NATO website: 


www.nato.int 
Letters of application, with detailed CV, may be sent by e-mail (quoting 
a postal address), to: recruitment nato.int 
Please note that applications must be sent using WORD 97, A4 format 
cal with only one attachment. 


Alternatively, the NATO application form can be downloaded from the 
NATO website (www.nato. int], and can be sent by post, after 
completing manually, to: Recruitment Service, 
NATO rters, 1110 Brussels, Belgium. 
Please quote reference O1P.MOS.EC.32. 


Hag dete for applications 22 June 2001, 
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German Chancellor 
Scholarship Program 
2002-'03 


UNITED STATES INSTITUTE OF PEACE 
” “= he US. Institute of Peace 





ie irate ia ko a aaa | Prospective U.S. leaders in 
are pata annually to | government, public service, 
scholars and practitioners to conduct private sector or academia 
research at the Institute on projects spend one year in Germany 
concerning international peace and for professional 
conflict resolution. Open to citizens development or research. 
of all nations. 


B.A. required. Must be U.S. 
citizen under 35 years of 
age at start of award. 


deadline is September 17,2001. 
For information and an application form, 
Visit us at www.nsip.ong , or contact: 


J JENNINGS RANDOLPH PROGRAM FOR 
: SNFERRATIONAL PEACE 


United States institute of Peace 
na 1200 17th Street NW, Suite 200, 










Applications due 10/31/01. 
www.humboldt-foundation.de 
Email: avh@belilatiantic.net 
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| | BOX 2864, 
| NamPower TEL: 26461-2054111, FAX: 26461-2052354 
NAMPOWER 


: Namibia's power utility NamPower has requested the European Investment Bank's participation. in 
| part financing the project. 
| NamPower wishes to invite sealed bids under single bid, two envelope system from eligible bid- 
| ders for the establishment of GIS substation at Kuiscb near Walvisbay for the West coast Power 
| Supply Project. Participation is open to suitably experienced companies from all countries. 


i 1.0 BRIEF SCOPE OF WORK 

| The bidders scope of work and i 
| Switchgear substation defined in the bid document shall be on turnkey contract basis and shall 
i inctude but not limited to the following. 











| eic preparation of the related drawings, documents etc. for the proposed 220k V substation, 


| 2.0 QUALIFICATION CRITERIA 
| A two envelope bidding procedure. will be followed requiring a “Technical Proposal” and a 
1 “Financial Proposal. 

| be technically and commercially evaluated. 

| Bidders should be a manufacturer of GIS Insulated Switch pear systems up to 220kV at least for 
| the past 5 years and should have: 
| a) Proven facilities for engineering, manufacture, assembly, integration and testing of such high 


| b) Proven track recond of having successfully executed with tumkey responsibility covering. ag 


! The Technical Proposals will have to further demonstrate bidder's sound financial status, the tech- 
| nical suitability of bidders design and manufactured sub assemblies and the i ic af: their 
| proposed 


| 3.0 ELIGIBILITY OF BIDS 
| An immediate review of cach bidders “Technical Proposal” will be carned out to determine 
| ble bids. Those bids not considered eligible at the assessment stage will be rejected complet 
| without any further notification and their “FINANCIAL PROPOSAL” bid envelope will: 
| returned unopened. The “FINANCIAL PROPOSAL” of the bidders who meet the aw 


lo explanations between Bidders and the Employer. Therefore, bidders are requested to very ca 
i fully read the bid document and fumish authentic and complete information response. 


| 4.0 COMPLETION PERIOD 
| Complete establishment of the 220kV Indoor GIS substation as called for in the bid document shall 
Fo be handed over to the owner on a turnkey basis after successful site installation, testing, $ 
| Acceptance Tests, trial run and commissioning before 27 February 2003.” 


| 5.0 DETAILS OF BID DOCUMENT 

| 5.1 Bid document No. NPWR/2000/55 
| 5.2 Bid document availability: 

1 5.3 Bid due date: 

| SA Bid Opening: 

1 5.5 Cost of bid Document: 








Amount of bid security: Namibian Dollars 3,0 million for focal 

in the form of Bank bidders and US3375,000 for foreign bidders 
Guarantee (Bid Bond) 
| 6.0 GENERAL 


i 6.1 Bid Document (non transferable) can be purchased from Mr KM Nair, Project Manager, { West’ 


| 6.2 Bid Document is non-transferable, Bidders must buy the bid document in their own name 


6.3 No extension in the Tender due date shall be considered. 
f 6.4 NamPower reserves the right to reject any or all bidders received at its discretion without $ 


| Offshore Corporation (Corporate and Trusts) 


Ivery pleasant Jocation. Worldwide clientele. 
| Suitable for legal firm/accountants/semior trust} 


| ouatified buyers. Excellent references a must. | 





Box no. 4116, 
The Economist Newspaper, 
| 25 St James's Street, London, SWIA IHG | Mo nban REAREA 
Business 8 R g Tourist Board Approved 
E atehsd se eye 
[im “MIGRATE TO CANADA South Kensington, 
e Can a London 
28 Years Experience in immigration Matters SW DG. UR 
The taw firm of Somien & Peterson u www.ashburngardens.co.uk 
Mage qtbsiotarraersagey @ info@ashbumgardens.co.uk 
‘Suite 810, 1240 Bay Street, © Tek +444 207 370 2663 





CORPORATION (PTY) LTD 
WINDHOEK, NAMIBIA 





TENDER NO. NPWRI/2Z000/55 


TENDER FOR 220kV INDOOR “GIS” SUBSTATION FOR THE PROPOSED KUISEB 
SUBSTATION (+ 20 KM FROM WALVISBAY IN WESTERN NAMIBIA) - WEST 
COAST POWER SUPPLY PROJECT 









y for the establishment of 220kV Indoor Gas Insulated 






Project Management, Design, Engineering, Manufacturing, Procurement. Supply of ail related 
goods and providing all related services including installation, Factory testing, Training, Integration, 
Site Acceptance Tests, commissioning etc. all complete including the related Civil works, cabling 






























submitted by the bidders who qualify to the following criteria shall 


voltage switchgear. 


aspects of project viz. project management, design, engineering, integration, testing, supply, 
installation and successful commissioning and adherence to strict environmental control. 


programme to completion. 


‘Technical criteria set out by NamPower will then be opened in public without any prior discussions 


As from 4 June 2001 tll 22 June 2001 

At 12:00hrs (Namibian Local Time) on 27 July 2004 
At 12:00 hrs (Namibian Local Time) on 27 Judy 2007 
United Stated Dollar (USD) 500 (Five hundred Dollars o OF 
N$4000 (Four Thousand Namibian Dollars} 


Coast Power Supply Project), Namibia Power C (Pry) Lad, Windhock Namitia, 
Tet, +264-61-2052256/2052342/2052333, Fax: $264-61-1052354 on any working day from. | 
10:00brs to 13:00brs against written request and payment of requisite document fee: 
Payment by bank transfer (swift) can be made to NamPower (Pty) Lid. Main Account 
1005063004T, Kudu Branch, Windhoek, Branch Code 482-172, Namibia. 


and submit the bid directly. Bids received from bidders in whose name bid document has 
been purchased shall only be considered. Bid submitted by bidders who have not purchased 
the bid document either directly or through their authorised representative. will be ai 5 


assigning mi reasons whatsoever. 


Perernenncan renin tied: 


Travel | 
@*LONDON'A 


CARIBBEAN 


available for purchase - owner retiring. 
‘xcellent tax free return, audited accounts, f 





ormb, Ontaria, Canada, MSE. ZA7 


Fax: ++44 207 370 6743 
RBRORRERER EH 


Tel: PATEAT AS Fax: (4100922 4234 
“We Can Help” 











1908 - 2001 


a \ s i F Se. 
aldhaus 5. HOTELS 


PRIVATISATION COMMISSION OF PAPUA NEW GUINEA 





Tender for Sale Preparation Services in Relation 
to the Privatisation of The Papua New Guinea 

Sils-Maria = 6 miles from bustling St. Moritz: Harbours Board 
An unspoiled and peaceful alpine village amidst gleaming lakes + 
impressive mountains. And above it all this remarkable + historic 
hotel, family owned and managed ever since it opened in 1908 


Advisers to the Privatisation Commission 
of Papua New Guinea 


The Government of Papua New Guinea is implementing a 
2001 summer season: June 14 to Oct. 21 program to privatise State-owned assets. The Privatisation 
2001/2 winter season: Dec. 18 to April 14 Commission has been appointed to oversee this program. 


Grand, but friendly and relaxed; children very welcome! Great The Privatisation Commission wishes to engage financial, legal 


hiking, skiing and much else. Free pickup at St. Moritz train station. and technical advisers to provide sale preparation services in 
} relation to the sale of a controlling interest in Papua New 


Guinea Harbours Board. Advisers will need to have demonstrated 
experience in the provision of similar services and a well established 
global network. 


A detailed terms of reference including the application process 
is available from the Secretary. 


Privatisation Commission 
P O Box 45, Konedobu 
Papua New Guinea 
Phone: (675) 321 2977; Fax: (675) 321 3134 


CH-7514 Sils-Maria 
Tel. +41(0)81 838 5100 - Fax +41(0)81 838 5198 
www.waldhaus-sils.ch 


M. + F. Dietrich/U. Kienberger +*+*++ ape The closing date for receipt of proposal is 4th June, 2001. 
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UNIVERSITY OF BAHÇEŞEHİR Offshore Hi 
THE INTERNATIONAL INSTITUTE OF 


LEADERSHIP AND PUBLIC AFFAIRS 
Istanbul, Turkey 


THE INTERNATIONAL 
LEADERSHIP FORUM 
JUNE 22-25, 2001 





LONDON - Richard Cook 
Tel: +44 20 7317 0600 
Fax: +44 20 7317 0610 


LUXEMBOURG - Eveline Karis 
Tel: +352 224 286 
Fax: +352 224 287 


FINLAND - Till Sahigren ax dcon 
Tei: +358 9 6969 2569 ~ 
Fax: +358 9 6969 2565 


HUNGARY - Lasrio Kiss mc on] 
Tel: +36 1 351 9959 
Fax: +36 1 351 9958 


CYPRUS 

Anastasia Yiannakou mia 
Tel: +357 2 673 211 

Fax: +357 2 673 463 


| MADEIRA - D Fiske De Gouveia 
FOR OUR 110 PAGE COLOUR BROCHURE CONTACT [eanmmsvetetvuee 


Leadership for Human Development. Learn 
about Leadership directly from the leaders: 


® President Mikhail Gorbachev, Russia / © President 


Dacar Arias (Nobel-Peace),Costa Rica / ® Mrs. Harnet i 
Fulbnght, Fullbrighi Commissions / ¢ Ambassador GYM BORCA O iud 
Tahseen Basheer, Egypt / ® Congressman Jose Gomez, 

Venezuela / © Mr. Jacques Baudot President, UN 


Social and Economic Forum / ¢ Prof. Bernard Bass, - Unique Programs for Parents 
Distinguished Professor of Leadership , USA / + with Children Through 4 Years 


Dr.Carl Bryant, Vice-President, Centre for Creative 


Leadership, USA /* Mr. jang Xuewen, NBC, China z Comprehensive Training, 
/ ¢ Dr. Carol Allais, South Africa / $ Mr. Fisan Guidance & Support 
Bankale, Newspaper Editor, Nigeria / ® Dr. Mahy e Master Franchises Available 


Abdellanf, Organisanon of African Unity / + Ms 


Marina Tyasto, Siberian Academy for Publi e Over 440) Locations Worldwide 
Administration, Rusua /® Mrs. Anjelika Borovikova, r TRY Publicly Traded Company 


Int. Atomic Energy Agency, Vienna /* Prof. Bruce 

Lioyd, UK / © Prof. Hafiza Golandaz, India / * Dr Rated #1 children's fitness 
Mansour Flagab, Sudan /® Mr. Barry S. Featherman, . 

President, Inter-American Council, / © Mr. Leong franchise by 

Sze Hian, Jamaican Consul to Singapore / © Prof Entrepreneur Magazine 2001 
Marco Turk, Fulbright Scholar of Conflict Resolution, ; i 

and a number of other distinguished speakers to be if you re aS Serious about play 
confirmed later as we are, contact: Burt Yarkin, 
Registration; USS 590 including 5 nights acc Director of Franchise Development, 


at 4* star hotel with 2 daily meals and Tel: (U.S.) 650.373.7628 


city tour. (US$ 690 after 15 June) 
The ILF, University of Bahçeşehir, Fax: (U.S.) 650.696.7452 
34900 Bahçeşehir /Istanbul-Turkey Email: 
Fax: 90-212-44398 E-mail: tilpa@habcesebir.edu.tr play_franchise@gymboree.com 
www. babcesebir.edu.tr 


Tek: +351 291 201700 
CW Forster (Director) Fax: +351 291 227144 


OFA. Gp is 

CREDIT CARDS ACS 
| lt _ = ACCEPTED Tek +65 535 3382 
WORLD WIDE Fax: +65 535 3991 
| 


cer meee T ae HONG KONG “ 


. Raymond Choi maa 
isle of Man, IM8 1JA, Great Britain Tel: +852 2522 0172 


TEL: +44 1624 815544 Fax: +852 2521 1190 
FAX: +44 1624 817080 


E-mail: economist@ocra.com 


— WWwwWwW.O0Ocra.com 


1509002 94 Certificated + A member of the Estate and General Group established in 1935 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 

















The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
_ most competitive rates currently available by a licensed professional firm. 


EST. 1989 


LICENSED CO. 
& TRUST MANAGEMENT 


aS 


a 


90-100 Sydney St., Chelsea 


Tel:+44 (Ø) 20 7352 2274 
Fax: +44 (Ø) 20 7795 0016 


LONDON: For immediate, friendly advice, please contact: 


Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery B.Sc (Hons) 
E-mail: helen(@scigroup.com E-mail: janson@scigroup.com 
Charles Baker M.A. (Hons) 
E-mail: charles@sctgroup.com 


London SW3 6NJ 




















OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS, IWSVHANGE COMPANIES 


ib She >| fS tOr Sa 
AL OFFS ORE 


ALL 


JURISDICTIONS 


JUIN 


TECT 
~, z 


RO 


http://www.global-money.com, http://www.flagsofconvenience.com 
gmc@global-money.com Faxes: +1-416-3525168, +3120-5241407 
GLOBAL MONEY CONSULTANTS S.A. - FLAGS OF CONVENIENCE S.A. 




















DELAWARE (USA) 
minana 


ompomtions. É crt, 

Sot & Shel Copeatons Cl rae ere fu fr 
: We provide comfidontial 

T% quality service for a 

zd reasonable rete. 
3511 Sesido Rd, #10540 © DE USA 19810 
302-477-9800 © 800-321-(0RP © FAX 302-477-381) 
E-mail cop ædekeg com + haterset http. / /debeg. com 


NEW AUTHORS 
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ust one click away 
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www. ICSL.com 





yay & ‘Krec hak 


Canadian lmougranon Lawyer 





ince 1977 







The offshore professionals s 








HANDWRITING ANALYSIS ANIES AND TRUSTS EXPERTLY FORMED AND ADMINISTERED 


COMP 










PUBLISH YOUR WORK Questioned document examination LONDON,UK IRELAND USA & CANADA 
ALL SUBJECTS CONSIDERED and aptitude/character assessment Peyman Zia, Director Eilish Murphy Jerry Bakerjian BBA, Director 
WRITE OR SEND YOUR MANUSCRIPT TO for recruitment puposes INTERNATIONAL COMPANY INTERNATIONALCOMPANY INTERNATIONAL COMPANY 
MINERVA PRESS Phillippa Lavell FAE SERVICES (UK) LID. SERVICES (IRELAND) LTD. SERVICES (USA) INC. 
315-317 REGENT ST 9 Village Close, London NW3 SAH Tel: +44 20 7493 4244 Tel: +353 1 661 8490 Tel: +1 954 943 1498 
LONDON W1B 2HS. UK Tek+44 020 7794 6060 Fax:+44 020 7431 4699 Fax: +44 20 7491 0605 Fax: +353 1 661 8493 Fax: +1 954 943 1499 
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Overview 
Output, demand and jobs 
ae . % change at annual rate 
o ariari oi aero gerida ap TEN andes matotioles  Urenpligaint 
; 2 production (volume) % rate 
point, to 4%. Industrial output had fallen by igtr 1year 2001 2002 lyear 1 year latest —_- year ago 
0.3% in April, the seventh monthlydeclinein — Australia -2.2 421% +21 +40 +31 a +30 M 6.8 Ap ç 66 
a row. Playing down fears of a rekindling of Austria +17 +26 06 +22 +25 +7.0 feb’ +49 Jan 3.7 Mar 39- 
inflation, the central bank’s statement ap- Belgium — +49 +31 04 + 2.6 + 2.6 +5.7 Mart -28 Feb 10.2 Apr* 10.5 
peared to foreshadow another rate cut at its Britain +14 425 Q +23 +28 -01 Mar +48 Mar 5.1 Mart 5.8 
meeting in June. Consumer prices rose by Canada +26 +40 4 + 2.1 + 3.2 +1.5 Feb + 3.5 Feb 7.0 Apr 6.8 
less than expected in April—only 0.4%. Pro- Denmark +49 +411 0 +419 +22 + 5.2 Mar - 0.6 Feb 5.4 Mar 5.3 
ducer prices climbed moderately, though France +40 +30 04 + 2.6 + 2.7 + 1.9 Mar + 0. 1 Feb 8. 7 Mar 10.0 — 
food prices jumped by 0.6% The markets Germany +08 +19 04 + 19 +25 + 1.4 Mar = 0.6 Mar S; 3 Apr 9.6 
DOG PHCSS UMPCS DY 970- Italy +28 423 G1 622. 424 -0.3 Mar -0.5 Fe 9.9 Jan 11.2 
barely reacted on the day of the cut, but the Japan +3.0 +28 % +06 +13 -29 Mar +18 Jan 4.7 Mar 48 
Dow Jones gained 3.2%, risingabove 11,000 Netherlands +3.8 +28 06 +28 +29 + 2.0 Mar + 2.5 Jan 2.0 ApS 2.7 
for the first time since last September. Spain +29 +37 % +28 +31 -3.7 Marfa 13.5 Mar 14.8 
Sweden +24 +26 % +26 +29 +6.2 feb +23 Mar 3.9 Mat 51- 
Britain is still growing quite strongly. Unem- Switzerland +18 +25 % +19 +22 +50 06 -06 feb 1.8 Mar* 2.3 
ployment based on claimant counts slipped United States +20 +27 Q1 +15 + 3.0 - 1.0 Apr + 1.8 Mar 4.5 Apr 4.0 
to 3.2%, its lowest level in 25 years. The Euroarea +28 +30 6 +23 +26 +38 feb +12 feb 8.4 Mar 9.2 
number of jobless also dropped toa 25-year *Not seasonally adjusted.. + Jan-Mar; claimant count rate 3.2% in April. 8Feb-Apr. 
low of 975,800. Wages rose by 5.1% in the 
year to March (a realincrease of 2.7%). But 
the annual increase in producer prices ijro paein pari 
plunged to 0.5%, a two-year low. 3 The Economist poll 
J > ; Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
Prospects for Germany remained dim. Retail lyear yearago 2001 2002 lyear  yearago lyear yearago 
sales fellby0.6%inrealtermsintheyearto  Austratia +60 0 +28 +36 +23 +52 Q1 +56 +51 O46 + 1.6. 
March. Inflation in producer prices picked up = Austria +29 Ap +19 +18 +14 +29 Ap +26 +25 Mar + 2.1 
to 4.1% in April, despite a collapse in indus- Belgium +28 Apr +20 +19 +17 +43 Feb +79 +19 M +33 
trialoutput. Consumer prices rosesharplyin Britain +18 Ap +30 +19 +23 +05 Ap +23 +51 Mar +57 
the Netherlands; year-on-year inflation in Canada +2.5 Mar + 3.0 + 2.3 +21 +È 4 Mar + 5.8 - 0.9 0.9 Feb + 2.8 
Aprilwas 4.9%, the highest since October Denmark +27 Ap + 3.1 REE- TEER +3.6 Ap +57 +38 06 + 4.1 
te iy, 4 ; France +18 Ap +13 + 1.3 +14 +28 Mar +45 +50 Q4 + 3.4 
1982. In France, month-on-month inflation Germany +2.9 Ap +15 +20 +14 +4.1 Ap +44 +23 Feb' + 15 
amounted to 0.5% in April, though the 12- Italy “431 Ap +23 +24 +19 +41 Ma +55 +20 Mart + 2.1 
month figure stayed at only 1.8%. Japan = 0.4 Mar - 0.5 - 0.4 - 0.3 +1.3 Ap -04 +05 Mar + 2.1 
Netherlands +4.9 Ap + 2.1 + 3.9 + 2.2 +5.1 Mar +80 +29 Mar + 3.4— 
The Nikkei stockmarketindexinJapanshed Spain +40 Ape +30 +31 +26 +32 Mar +457 +22 O + 24 
2.5% on May 16th, and 2.8% over the week, sneden =- ‘ee t 7 as ae =t $ be aik. “4 
. . witzerla +1.2 Ap + 41. + 1. +1. +0.9 Ap + + 0.21999 + 
after a profits warning bya top electronics —nited States «+ '3:3:Aw +31 +29 +23 +37 Aw +36 +43 Apr +38 
manufacturer. The country's trade-and cur- Euro area +2.9 A +19 +21 #+¢16 +41 Mr +49 +24 06 + 2.3 
rent-account surpluses narrowed in March. iimi[d~imn a 


Commodities 


Palladium prices have plunged by 42% from 
their record level of $1,094 an ounce in Jan- 
uary. Thanks to disruptions to shipments 
from Russia, which supplies two-thirds of the 
market, prices doubled in 2000. Johnson 
Matthey, a refiner, says that although manu- 
facturers used 24% more palladium in cata- 
lytic converters for cars and trucks last year, 
purchases by the motor industry fell by 4% as 
companies ran down stocks. However, the 
car industry's demand for platinum (a sister 
metal) rebounded by 14% after a three-year 
decline, pushing prices to 13-year highs. De- 
mand for platinum will rise again this year, 
as manufacturers switch away from palla- 
dium. New mine production coming on- 
stream should balance the market. 


Data on more countries are available to 


subscribers on www.economist.com 














4 World music sales* 
- Theworid’s trade in recorded musicwas worth $36.9 billion in 2000. The number of units 
sold dropped by 1.2%, as falling sales of cassettes and singles outweighed growth in com- 
pact discs. America is the single biggest market, with 38% of world turnover, but Iceland- 
ers continue to be the keenest listeners, ranked by sales per head. 
per person, 2000, $ 


Mm 
K 
y 
“ 


tojon eres tocn SRSASEANS E 


























Source: International Federation of the Phonographic Industry 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Baa Interest rates % p.a. (May 16th 2001) E.. change on 
% change on year ago 3-mth money market 2year 10-year gov'tbonds corporate May 8th May 15th noni ne 
E narrow broad latest yearago gov'tbonds latest yearago bonds Dollar index 
Australia +14.1 + 7.5 Mar 4.88 6.39 4.83 610 6.44 7.40 au items A Hs «ee -o 
Britain +84 +84 Mar 5.16 6.25 4.99 5.02 5.42 6.58 Sei ns Ts oe 
Canada 412.9 +56 Mar 4.28 572 479 S96 c2% I0. Eu : n : -L 
Denmark -2.2 -6.5 Mar 4.95 4.66 4.85 5.30 5.73 7.17 pa as is ltt ae 
Japan +6.0 +27 Apr 0.02 0.03 0.02 128 1.75 0.56 ai m ns ee O 
Sweden +50 +14 Mar 3.98 3.91 4.46 5.24 5.13 5.32 ee : : -i 
Sis - 3.9 +11 Mx 3.12 3.20 3.07 3.40 4.06 417. = of ___ 25} ae 
United States - 0.1 +10.4 Apr 3.95 6.74 4.23 545 647 7.39  Stertingindex 
Euro area! = 21 +50 Mar 4.56 z 44 q 4.30 z kO = 5.38 5.59 Allitems 78.8 79.3 +37 -0T 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. !Germany for bonds. Benchmarks: US 30-year 5.89%, Japan erkina 
No.229 1.25%. Central bank rates: US fed funds 4.00%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. Allitems 106.3 107.0 +34 -22 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, WEFA Yen index 
Group, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. All items 92.8 93.8 +2.6 +6.7 
Gold 
Stockmarkets $peroz 265.35 267.35 +25 -3.2 
Market indices West Texas Intermediate 
____%changeon $ per barrel 27.63 28.84 +38 -30 
2001 one record Dec 31st 2000 * Provisional. 1 Non-food agriculturals. 
May 16th high low week high intocal  in$ 
y Vase S let Eaa currency terms 
Austratia (All Ordinaries) 3,316.8 3,326.6 3,094.3 + 0.9 = O48. Ss o. i 
Austria (ATX) 1,197.1 1,220.9 1,052.2 +01 -AI 305, +51. 
Belgium (Bel 20) 2,781.5 3,030.4 2,591.6 + 0.1 -24.5 - 8.0 -13.4 
Britain (FTSE 100) 5,884.0 6,334.5 5,3148 -02 -151 -54 -95 
Canada (Toronto Composite) 8,146.0 9,348.4 7,415.5 + 0.9 -28.5 -88 -11.1 
Denmark (Copenhagen SE) 884.2 1,002.1 818.3 +01 -14.9 -25 -82 
France (SBF 250) 3,542.0 3,820.2 3,107.9 + 0.5 -19.3 -6.1 -115 
(CAC 40) 5,522.7 5,998.5 4,824.8 +06 -20.2 -68 -12.2 
Germany (Xetra DAX) 6,148.4 6,795.1 5,388.0 + 14 -23.8 - 44 -10.0 * 
Italy (80) 1,733.5 1,948.4 1,609.6  - 0.1 -20.6 -95 -14.8 JARO eee 
Japan (Nikkei 225) 13,694.3  14,529.4 11,819.77 - 2.8 OE = OF See. maa 
(Topix) 1,357.0 1,441.0 1,162.0 -25 -53.0 +57 -23 bo 
Netherlands (EOE) 585.9 642.3 518.3 +15 -16.5 -81 -13.5 tan r 
Spain(MadridSE) O o s e -oS -G LAI eTA KROA y 
Sweden (Affarsvariden Gen) 246.0 292.7 217.2 + 0.0 38.5 -11.3 - 18.5 igw 
Switzerland (Swiss Market) 7,568.3 8,135.4 6,574.0 +26 -10.0 -70 -13.0 ijc- 
United States (DJIA) 11,215.9 11,215.9 9,389.5 + 3.2 -43 +40 + 40 E j 
(S&P 500) 1,285.0 1,373.7 1,103.3 + 2.4 -15.9 -27 - 27 = 
£ ___ (NasdaqComp) 2,166.4 2,859.2 1,638.8 + 0.5 -57.1 -12.3 -12.3 e 
Europe (FTSE Eurotop 300)* 1,445.3 1,545.5 1,279.0 + 0.9 -15.2 -58 -112 ; kA 
Euro area (FTSE Ebloc 100)* 1,305.3 1,404.1 1,143.9 + 0.8 -15.8 - 62 -11.7 France w 
World (MS) 1,148.9 1,249.2 1,014.6 +10 -20.7 m -65 a amis 4 
World bond market (Salomon)? 429.4 447.8 427.5 -08 - 6.6 na - 33 a ae 0 200, 200° 300 400 | 
+In euro terms. !Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. Source: IMF “February 
Salomon Smith Barney World Government Bond Index, total return, in dollar terms. 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Bo. Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast May 16th year ago $ £ euro ¥100 % of GDP 
Ju = 2001 a o O o o n D year ago d 20014 
Australia - 2.7 Mar JoL =29' - 32 ~ “3 Fe 1.92 176 274 L 155 0.1 
Austria - 46 Jan - 4.7 fe -25 - 2.0 100.2 99.4 5.6 15.4 22.2 138 12.6 -0.6 
Belgium + 12.8 Mar +11.6 De +42 +43 98.8 97.9 456 45.3 65.2 40.3 36.9 0.7 
nn ES eS a ees l O O ee o a Sa a O 1.2 
Canada + 39.3 feb +127 % +12 2) i: a 1.54 1.50 2.20 1.36 1.25 2.6 
Denmark + 5.5 Feb + 3.6 Feb +14 +14 1015 99.5 EMT ENF (32.3 746 688 2.9 
France + 09 Mar +250 fb +16 +16 101.4 100.5 7.42 7.36 10.6 6.56 6.00- -0.5 
Germany + 54.4 Mar -257 Mr -14 -11 98.4 97.0 2.21 2.19 3.16 1.96 179 -1.7 
Italy +t G «(6 Feb =O nil RA 717 2,190 2,173 3,130 1,936 1,771 -1.3 
Japan = +105.7 Mar HOS Mar +22 č +22 136.9 153.2 124 109 177 109 - -6.3 
Netherlands + 16.0 Feb +137 Q6 +4. AO = WI WE oS a D 3.56 2.20 2.02 1.3 
Spain -305 feb -NI Jn -29 -26 i Tha 734  — 188 187 269 166 8 152 nil 
Sweden + 11.0 Mar + 55 Mr +23 +2.2 76.8 84.4 10.27 9.20 14.7 9.08 8.30 3.6 
Switzerland = 05 Ma +3122 O6 +4118 +11.4 a ee Y Dae 1.74 2.48 1.53 1.40 na 
United States -453.9 Feb 434.9 06 -43 - 4.0 eae US a A - 1.43 0.88 0.81 2.1 
Euro area = 9.7 Feb - 28.9 feb -0.3 -0.1 78.3 769 L33 £12 1.62 - 0.91 -0.6 








“Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990-100, Bank of England, TOECD estimate. 


The Economist Ma 





Overview 


In 2000 China chalked up its seventh consec- 
utive year of current-account surplus; last 
year’s figure was $20.5 billion. In the year to 
April, the surplus was $22.5 billion, slightly 
less than in the year to March. Year-on-year 
industrial production jumped by 11.5% in 
April, but consumer-price inflation remained 
low, at just 1.6%. 


Latin America’s two biggest economies re- 
ported disappointing figures for GDP growth 
in the year to the first quarter. Expansion in 
Mexico declined to a measly 1.9%, down 
from 5.1% in the year to the first quarter. 
Brazil had a smaller fall, managing to grow 
by 3.8%. 


A suspected manipulation of a single share in 
Thailand pushed Bangkok down by 3.7%. 
Bombay shot up by 6.1% as news that the 
government of India might slash the number 
of drugs subject to price control lifted 
pharmaceutical shares. 


i Foreign investment 
A report by the United Nations Confer- 
ence on Trade and Development shows 
that the 49 poorest economies received 
only 0.5% of global foreign directin- 
vestment in 1999. But their for inflows — 
have risen nearly ninefold since 1990. 


Foreign direct investment, % of GDP, 1999 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 
China +81 m +11.5 Ap +16 Ap +22.5 apr +20.5 2000 178.0 Feb 
Hong Kong +68 06 -0.2 %  =—1.3 Mar -11.6 Mar +88 04 114.6 Mar 
India +6.0 a2 + 0.6 feb +25 Mar -6.3 Mr -54 M 39.5 Mar 
Indonesia _ +52 o +45 at +10.5 Ap +26.9 Ma +55 03 22.3 Feb 
Malaysia +65 % + 0.5 Mar + 1.6 Ap = +153 Mar 86+ 9.7 03 26.8 Mar 
Philippines +36 0% -3.0 Feb + 6.7 Ap +7.2 Feb +94 Jan 12.2 Feb 
Singapore — +46 M +64 Mar +17 Mar + 3.8 Mar 421.8 04 80.2 feb 
South Korea +46 04 +6.2 Mar +5.3 Apr 414.4 Ap +12.8 Mar 94.4 Mar 
Taiwan +41 06 -44 Mar +0.3 Ap +10.6 Ap +96 © 110.1 Feb 
Thailand +3.1 0% - 1.8 Mar + 2.6 Apr +3.7 Ma +7.3 Mar 31.7 Mar 
Argentina -20 % + 0.5 Mar -0.2 Ap +15 Mr -94 0% 21.9 Mar 
Brazil +38 ü +7.7 Mar +7.1 Ap ~14 Ape -27.0 Mar 35.1 Feb 
Co rea E -17 Mar + 3.5 Ap +11 Ma -10 Q 14.5 Mar 
Colombia +21 0% +3.0 Ma +8.0 Ap +13 Feb -01 0% 9.3 Mar 
Mexico +19 a1 -1.9 mar  +7.1 Apr = 9.0 Mar -17.7 0% 40.2 Mar 
Peru Žž -3.6 Ma -6.3 Mar + 2.7) Apr -0.4 Mr è -17 % 8.2 Feb 
Venezuela +56 04 na +12.1 Apr + 7.2 Nw +13.4 % 12.0 Mar 
Egypt + 6.5 2o00?  +9.4 2000} +24 Mar -10.4 % -08 % 12.9 Jan 
Israel +3.0 04 + 0.3 Feb + 1.2 Apr =S te -OT @ ‘23.6 Ne 
South Africa +33 4 +18 Mr +6.5 Apr +36 Mr -05 046 6.2 Feb 
Tu +8.3 04 -7.6 Mar +48.3 Apr -27.0 fed -9.4 feb 18.6 Mar 
Czech Republic +3.9 s +98 Mar +46 W -35 Mr -23 06 12.8 Mar 
Hungary +42 W +53 Mar +10.3 Apr -2.4 Mar -17 Mar 11.3 Ap 
Poland = +24 4% +28 Mar + 6.6 Apr -10.3 Mar - 9.0 Mar 27.1 Mar 
Russia +6.8 04 + 3.6 Mar +25.0 Apr +60.9 Mar +46.4 ù 25.9 Mar 
* Excluding gold, except Singapore; IMF definition. Year ending June. 
Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ perg short-term May 16th Dec 31st 2000 
May 16th yearago May 16th % p.a. one in local in$ 
week currency terms 
China 8.28 8.28 11.8 na 2,293.3 +3.0 +4.6 +4.6 
Hong Kong (7.80 7.79 11.1 3.81 1333.0 -18 -07 -17 
India 46.9 44.0 ‘67.1 7.37 3,592.1 +6.1 -9.6  -10.0 
Indonesia 11,408 8,425 16,307 16.28 376.2 +1.1 -9.6 -23.4 
Malaysia 3.80 3.80 5.43 3.30 565.2 -1.4 -16.8 -16.8 
Phitippines 50.2 41.7 PEJ: 1406 1,461.8 DRA —- EPS eA 
Singapore 1.81 1.73 2.59 2.25 1,656.7 -1.5 -14.0 -17.7 
South Korea 1,309 1,115 1,871 5.88 572.4 -1.1 +13.4 +9.6 
Taiwan 33.0 30.7 47.1 ‘4.40 5,082.0 -2.9 +7.1 +7.6 
Thailand 45.3 39.4 64.8 256 -900$ 287 +11.5 +6.7 
Argentina 1.00 1.00 1.43 12.48 429.7 -04 +3.1 +2.9 
Brazil 2.32 1.83 3.31 16.28 14,714.3 -0.4 -5.7 -20.6 
Chile 605 521 865 3.48* 5,216.8 +1.1 +7.1 +15 
Colombia (2,379 2,050 3,401 12.67 861.3 13. 208 «13.6 
Mexico 9.16 955 13.1 12.61 6,034.0 -1.2 +6.8 +12.0 
Peru 3.60 3.50 5.2 14.25 1,264.5 $27 . 246 +24 
Venezuela 714 680 1,021 12.44 7,718.5 +4.0 +13.6 +113 
Egypt 3.88 3.44 5.55 9.09 6,551.2 +1.9 -14.5 -14.3 
Israel 414 4.15 5.92 5.20 410.3 -0.7 -17.0 -19.1 
South Africa 7.99 7.11 11.4 10.70 9276.2 #39 A #56 
Tu 1,123,500 622,070 1,606,043 57.00  12,298.7 
Czech Republic 38.8 41.2 55.5 5.03 413.3 +0.4 -13.6 -16.3 
Hungary 293 290 418 Ga i 6745 =39 164 SA 
Poland 4.0 EY 17.39 14,854.7 +1.5 -168 -19.4 
Russia 29.1 28.4 41.6 25.00 ~ 1921f -1.5 +36.0 +34.0 
EMF (MSCI) Ý $006. 400) TAR o M $232 1k | eS Se 
EMBI+ 1.00 1.00 1.43 na 207.9 nil +3.0 +3.0 


*Inflation adjusted. tin dollar terms. temerging Markets Free. 83.P. Morgan Chase's Emerging Markets Bond Index Plus. 
Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 


J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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This title aims to demystify business and management. It 
examines the key issues concerning accounting and the role 
of accountants in the 21st century. There are clear, concise 
definitions of all the main terms and jargon used in the 
international world of accounting and accountants, from 
Above the line and Absorption costing to Working 
capital and Z-score 


Published October 1998. £10.99 


Today advertising is a billion-dollar industry which can make 
or break a product. This book is an accessible guide through 
the methods and jargon of advertising. There are concise 
essays on the digital revolution, whether there is a crisis in 
adiand and global considerations. As well as a 
comprehensive A-Z of key terms used within the industry, 
there are wide-ranging appendices including statistics on 
comparative advertising expenditure, leading advertisers, 
leading advertising agencies, famous advertisements and 
recommended reading 


Published October 1998. £10.99 


Pocket Director gives a thorough explanation of corporate 
governance. It is aimed at directors,managers and 
shareholders in every kind of business. It contains concise 
assays On directors’ roles and duties,board structures and 
effectiveness and corporate governance, as well as an A-Z of 
key terms and concepts from Accountability to Zaibatsu 
There are also wide-ranging appendices including 
checklists, guidelines, case studies and sources of 
information 


New edition, published December 1999. £10.99 


Pocket Economist covers the essentials of economics and 
its terminology with typical Economist clarity, It explains 
the nuts and bolts of how what has been called the 
“dismal science” works and, more importantly, how it 
works in practice. Introductory essays cover such topics as 
the right level of inflation, the importance of free trade, the 
rights and wrongs of fixed exchange rates and the prospect 
for growth, These are followed by an extensive A-Z of 
economic terms and jargon from Absolute 
advantage and Acid test, through Hot money and Hedging, 
to Velocity of circulation and Yield gap. 


New title, published September 2000. £10.99 


Pocket Employer cuts through the complexities and jargon 
of human resources management, an area which often 
requires a careful balancing act between law and 
psychology. This publication also offers detailed essays on 
hiring and firing, the employment contract and the 
learning organisation, The terms and concepts, which are 
listed from A-Z, include Ageism and Whistleblower and are 
accompanied by extensive appendices 


Published September 1997. £10.99 
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Pocket Finance outlines the complexities of financial 
concepts and practice, through essays on fashions in finance, 
tracking savings, institutional responsibilities, the impact of 
IT on financial services and the convergence of corporate 
finance. The comprehensive A-Z of terms covers all aspects 
of finance from Accrual rate and Asset cover, to Tombstone 
and Zero-based coupon. Concise and accessible for anyone 
who wants to understand today’s financal world 


Published September 1999. £10.99 


Pocket International Business Terms detines the important 


terms used around the world in all aspects of business. These 
include accounting and finance, legal issues and negotiation, 
human resources management and corporate governance, 
marketing and distribution, sales and terms of trade, and 
technological and technical terms. More than 1,500 entries 
feature in this compact and convenient guide: from Agent 
and Arbitrage, through Monopsony and Negotiable 
instrument to Yield curve and Zero-based budgeting 


Published September 1999. £10.99 


Pocket Internet explains the essentials of the Internet trom 
A-Z. It describes the forces that are driving this rapidly 
evolving phenomenon and provides valuable insight in to 
how the Internet works, where it might lead us and why it 
matters. It includes: an extensive A-Z of key terms, acronyms 
and jargon; essays on the origins of the Internet, the 
technology behind it and the way it is changing business and 
society 


New edition, published September 2000. £10.99 


The investment business continues to become increasingly 
sophisticated by the day as new products are created, faster ways 
of selling them are established and trading levels rise steadily 
To anticipate the markets and profit from them now requires 
more skill and analysis than ever before. Pocket Investor leads 
you through the complexities and terminology of the investment 
world, with concise essays on the subject, an A-Z of the key 
terms and concepts and wide-ranging appendices including 
stockmarket returns, the performance of the major stockmarket 
indices, bond returns and investment formulae 


New edition, published September 2000. £10.99 


Pocket Law aims to demolish the mystique and in clear, 
precise and irreverent terms guide the reader through 
legal jargon, Latin maxims and apparent riddles and 
complexities. Concise essays give hard practical advice 
on using lawyers, writing contracts, setting up a business 
abroad and picking a good lawyer. The A-Z section gives 
a complete listing of the chief concepts and terms used in 
law, with appendices that offer information on leading law 
firms and guidance for further reading 


Published October 1997. £10.99 
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Pocket Negotiator 


Pocket Negotiator offers clear advice on the essentials of 
negotiation: how to handle difficult negotiations, dealing 
with those among us who want something for nothing, how 
to recognise and counter ploys, and even how to effectively 
seek a pay rise. The comprehensive A-Z section details all 
those subjects relevant to the negotiator 


Published October 1997. £10.99 





Written in a relaxed and amusing style, Pocket MBA shoots 


down many of the pompous explanations favoured by 
weightier tomes. it clearly defines the essentials of 
management theory in a handy and accessible fashion. Concise 
assays cover Management, education and the role of the MBA, 
and the advantages it brings in the job market. The A-Z deals 
with topics from Economies of scale to Diversification, 
information technology and Corporate planning. Pocket MBA 
also contains diverse lists, features and appendices, and 
ncludes information on the leading business schools, 
management consultants, books and journals 


New edition, published September 2000. £10.99 
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This is a concise guide to the commodity that has been said to Th e Eco no m j St 


make the world go round, From barter right through to cyber- 


money, it presents thousands of fascinating facts and figures Sh 

about the world of money. It covers such diverse topics as the op 
use of salt and shells as money, money supply and notes and 
coins in circulation, foreign exchange and future markets, 
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Glimmers of change 





Israel’s prime minister, Ariel 
Sharon, welcoming the 
Mitchell report’s call for a 
ceasefire, said that Israeli sol- 
diers would fire only when in 
direct danger. But the Palestin- 
ians demanded the complete 
acceptance of the report, in- 
cluding its call for a freeze on 
Jewish settlements. Not sur- 
prisingly, the violence 
continued. Colin Powell, 
America’s secretary of state, 
cautiously entered the scene, 
appointing a diplomat, Wil- 
liam Burns, to be America’s 
new man in the Middle East. 


George Bush had a hard week 
in the Senate. Senator James 
Jeffords of Vermont an- 
nounced his resignation from 
the Republican Party, leaving 
the Democrats in control of 
the Senate. The Senate ap- 
proved the country’s biggest 
tax cut for 20 years, reducing 
the tax burden by $1.35 trillion 
over the next 11 years. 
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Growth slowed in the euro- 
area’s two biggest econo- 
mies. Germany’s grew by 
0.4% in the first quarter, and 


by 1.6% in the year to the end 
of March. French GDP grew by 
0.5%, and by 2.7% over the 
year. Germany’s consumer- 
price inflation jumped in May 
to 3.5%. The Ifo index of busi- 
ness confidence fell, 
suggesting that worse is to 
come. The poor outlook sent 
the euro to a six-month low 
against the dollar. 


Argument raged in the Euro- 
pean Union over the 
distribution of its regional aid 
once poorer Central and East 
European countries join. After 
Spain, Italy’s likely new fi- 
nance minister urged no 
undue haste to enlarge the 
Union: Italy had to think of its 
own south first. 


War and peace 

India ended its six-month-old 
ceasefire in Kashmir, saying 
that militant groups had con- 
tinued their campaign of 
violence. It invited Pakistan’s 
military ruler, General Pervez 
Musharraf, to Delhi to discuss 
Kashmir’s future. 


A landmine planted by Sri 
Lanka’s Tamil Tiger guerrillas 
blew up a bus carrying sailors, 
killing 17. 


America’s secretary of state, 
Colin Powell, set off to visit 
Mali, South Africa, Kenya and 
Uganda, to discuss economic, 
political and health issues. 
Meanwhile, a team of ambas- 
sadors to the UN toured 
central Africa in search of 
peace. One of the rebel Con- 
golese groups offered to 
withdraw from frontline posi- 
tions in exchange for 
humanitarian aid. 


Colombia's Congress killed a 
proposed reform that would 
have changed the electoral 
system. President Andres Pas- 
trana had hoped the reform 
would encourage the coun- 
try’s guerrillas to make peace. 


China cross 

Visits by the Dalai Lama and 
Chen Shui-bian, the presi- 
dent of Taiwan, to the White 
House prompted China to 
protest that the United States 
was interfering in its domestic 
affairs. 





The Siberian cities of Irkutsk 
and Ilensk were hit by floods 
from the ice-blocked Lena 
river. Russian air-force planes 
bombed the blockage. 


Criminal elements 

An Egyptian court sentenced 
Saadedin Ibrahim, a well- 
connected sociology profes- 
sor, to seven years’ 
imprisonment. He was ac- 
cused, among other crimes, of 
defaming Egypt’s reputation. 


In a rare attempt to curb their 
activities, 26 “war veterans” 
were arrested in Zimbabwe 
and charged with trying to ex- 
tort money from private 
businesses. Disillusioned, 
some of them said they would 
join the opposition. 


The estimated 1,700 Hindus 
and Sikhs in Afghanistan 
were ordered by the ruling Ta- 
liban to identify themselves 
by wearing yellow badges. 
The Taliban claimed that the 
badges would protect non- 
Muslims from the attention of 
the religious police. 


Britain's ups and downs 
British Airways under Rod 
Eddington, chief executive for 
the past year, is on the up. The 
airline said that pre-tax profits 





had risen to £150m ($227m) 
last year compared with a 
low-flying £5m the year be- 
fore. BA has cut costs and 
concentrated on more lucra- 
tive premium flyers. 


Marks and Spencer contin- 
ued to founder under Luc 
Vandevelde, chief executive 
since the start of last year. Pre- 
tax profits at the struggling re- 
tailer fell from £417m to £145m, 
after exceptional charges. Mr 
Vandevelde’s promised im- 
provements have yet to 
materialise, although his self- 
imposed two-year time limit 
for them looms. 


The London Stock Exchange, 
Europe’s largest bourse, said it 
will float in July. That may be 
no substitute for the clear 
Strategy it lacks. Continental 
rival Euronext hopes to beat 
the LSE to market. 





In Britain’s election cam- 
paign, the Conservative Party 
was split wide over the EU. 
Leon Brittan, a former EU 
commissioner, blasted his 
party leadership’s “visceral 
hostility”. Margaret Thatcher 
said, were she in office, she 
would “never” give up the 
pound for the sovereignty- 
sapping euro. 


An investigation by a former 
senior British policeman into 
corruption in cricket found 
that it had started in England 
and spread worldwide. It now 
involved allegations of mur- 
der, kidnapping and drugs. 





> French connections 

Vivendi, the world’s second- 
largest media company, 
bought a former adversary, 
MP3.com, for $372m. In its 
quest to prevail in the provi- 
sion of online music, the 
French company will deploy 
MP3.com’s technology to dis- 
tribute music through Duet, its 
alliance with Sony. Rivals Ber- 
telsmann, AOL Time Warner 
and EMI have a similar deal 
with RealNetworks. 


Vivendi is also said to be talk- 
ing to Houghton Mifflin, an 
American educational pub- 
lisher, which it could acquire 
for around $1.7 billion. Vi- 
vendi is keen to add an 
American dimension to its 
European-based operations. 


Lucent Technologies, the for- 
mer telecoms-equipment arm 
of AT&T, reopened informal 
merger talks with France’s Al- 
catel, which could create a 
firm worth some $77 billion. A 
deal may be hampered by Lu- 
cent’s role as a supplier of 
highly secret communications 
gear to America’s government; 
America may balk at a French 
company, in effect, taking over 
Lucent. 


Rupert Murdoch’s hopes of 


buying Hughes’s DirecTV sat- 
ellite-broadcasting arm may 


Another view 


be upset by a last-minute bid 
for Hughes from Echostar, a 
rival satellite broadcaster. 


Electricité de France, a Euro- 
pean power giant, grabbed a 
20% stake in Italy’s Montedi- 
son to add to its pan-European 
holdings despite Italian gov- 
ernment objections to it 
investing in the country’s re- 
cently opened power market. 
France’s government has been 
slow to open its own markets 
to foreign competition. 


Bank layoffs 





Goldman Sachs, a leader of 
the “bulge bracket” group of 
investment banks, is slimming 
down. It is likely to cut 12% of 
its staff, with proportionally 
more senior banking staff at 
risk than at other big invest- 
ment banks that have 
announced similar cutbacks. 


Citigroup decided that Salo- 
mon and Schroders no longer 


dehy z 


aunt 
LUA 





had a place in investment 
banking and will rebrand 
these units under its own 
name. Both old names were 
redolent of finance’s history. 
Salomon Brothers, founded in 
1910, epitomised Wall Street's 
free-wheeling cut-throat quest 
for profit in the 1980s. Schrod- 
ers, founded in 1818, was for 
many years the essence of the 
staid, pinstriped world of the 
City of London. 


MSCI, an American stock- 
market-index group, 
announced details of a recal- 
culation of its indices. The 
market capitalisation of com- 
panies has been adjusted to 
allow for a firm’s “free float”— 
the availability of shares in 
the market. Investors will 
probably sell part-privatised 
state firms and those with ex- 
tensive cross-shareholdings or 
large family stakes. 


Germany calling 

A leaked cable from Ger- 
many’s ambassador to 
Washington revealed that 
Chancellor Gerhard Schréder 
had urged George Bush to en- 
sure that Russia got no more 
aid unless it blocked capital 
outflows. President Vladimir 
Putin was not pleased. 


A scheme for German busi- 
ness to compensate former 
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slave labourers of the Nazis 
looked ready to go ahead—at 
last—after a court in New York 
had dismissed claims brought 
there. 
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Facing energy shortages, 
Brazil announced plans for ra- 
tioning electricity, aimed at 
achieving a 20% cut in con- 
sumption from July. The 
Central Bank raised interest 
rates after worries about the 
energy crisis had weakened 
the currency. 


Argentina received permis- 
sion from the United States’ 
Securities and Exchange Com- 
mission for a planned swap 
under which some $20 billion 
of its bonds expiring over the 
next three years would be ex- 
changed for longer-dated 
bonds. The government hopes 
this will banish fears of a de- 
fault, and speed recovery from 
an economic slump. 


Keep your hair on 

Procter & Gamble’s manage- 
ment may have sprouted grey 
hairs implementing a cor- 
porate restructuring but it has 
tried to solve the problem 
with the acquisition of Clairol, 
a hair-dye and shampoo firm, 
for $4.9 billion, from Bristol- 
Myers Squibb. 


Ford said that, as a precaution, 
it would recall a further 13m 
Firestone tyres fitted to its ve- 
hicles at a cost of some $3 
billion. It recalled 6.5m tyres 
last year that were linked to 
174 deaths and many more in- 
juries. Bridgestone, Firestone’s 
Japanese parent company, 
severed a 100-year relation- 
ship with Ford, partly blaming 
it for the problems. 


Other economic data and news 
can be found on pages 112-114 
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The i-mode business solution 





i-mode has literally transformed the Japanese 
cellular landscape, creating a burgeoning new 
market for mobile multimedia services. 
Particularly in the business world, i-mode based 
solutions are having a significant impact on day- 
to-day operations. 


Distribution industry 

One of Japan's leading companies in the field of 
integrated distribution services has turned to 
i-mode in its efforts to improve customer 
relations. 

Previously, the company employed vehicle- 
based communication systems that were expen- 
sive to replace, limited to voice transmission, 
and ineffective when drivers left the vehicles. 
These factors often contributed to unacceptable 
delays in responding to customer requests. 

i-mode captured the company’s attention 
because of its small initial investment, superior 
mobility, and ability to transmit both images and 
text. Once integrated into the company’s infor- 
mation system, it allowed customer centers to 
communicate directly with drivers — even when 
away from their vehicles. Moreover, precise 
customer details and collection-and-delivery 
instructions could be relayed and shared with 
utmost reliability via visual data. 

A resounding success, the system has given 
the company an edge over the competition in 
delivery efficiency and customer satisfaction. It 


i-mode in Japan 


NTT DoCoMo's i-mode cellular service has attracted 
over 22 million subscribers since its introduction in 
Japan in February 1999, accounting for over 60% of 
the company’s total 36 million subscribers. 

With the press of a button, users can access over 
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mode's meteoric rise continues unabated. By the 8th of April, the 
service had attracted over 22 million Japanese subscribers. 
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Advertisement 


i-mode is taking 
the business world by storm. 


has also sped the development of additional 
sales functions for the company’s truck drivers. 

Anticipating still further improvements in the 
quality of its services, the company is now 
adding new i-mode based services for package 
inquiries, delivery completion e-mail, and 
delivery receipt certificate requests. 





Sales industry 

A major sportswear company in Japan that 
operates over 300 outlets throughout the 
archipelago is another example of a business 
that has benefited from i-mode. 

In the past, the company’s salespeople 
submitted sales reports and customer feedback 
via fax, requiring secretaries at the head office to 
type the information into a company database. 

It was a time-consuming process prone to errors 
and delays. 

Since April of last year, however, over 600 of 
its sales coordinators have been equipped with 


1,600 i-mode menu sites and 40,000 voluntary sites 
and use specialized services that range from e-mail, 
online shopping, ticket reservations and databases to 
news, entertainment and transactions with numerous 
Japanese banks. 

i-mode content is based on a subset of HTML, the 
world’s de facto scripting language. This makes 
conversion from Internet content a remarkably simple 
process for content providers. 

DoCoMo also caters to user demands with reason- 
able fees. Through the advanced packet transmission 
system of NTT DoCoMo, users are charged for volume 
of data received, rather than time spent online. This 
promotes longer, more frequent visits. In fact, over 
90% of i-mode subscribers are active users, accessing 
an average of 11 sites per day. 

The clarity of DoCoMo’s vision has been critical to 
i-mode’s success. When the service was launched in 
1999, many believed there was little room for growth 
in Japan's nearly saturated mobile phone market. But 
DoCoMo's confidence that data traffic would open up 
new business avenues was clearly justified. 








compact i-mode phone terminals from which up- 
to-the-minute information is directly transmitted 
to a company Web site. 

Available to all personnel nationwide, whether 
in the field or the office, the company site helps 
keep everyone equally informed and enables 
more knowledgeable decisions ASAP. According 
to a company spokesman, the potent combination 
of i-mode and the company Web site is painting a 
more accurate picture of market conditions and 
contributing to the company’s development of a 
more effective branding strategy. 





Thanks to NTT DoCoMo's technological leadership 
and win-win relationships with content providers and 
Tan Oa Repent bd em 
bounds. New Java capabilities, for example, allow 
users to download applets, receive automatic updates 
on weather, stock prices, company appointments and 
more. When the hi multimedia power of 3G 
arrives — through FOMA, the world’s first third- 
generation mobile service — there will be no end to 
i-mode’s business possibilities, 





i-mode is the name used in Japan for NTT DoCoMo’s mobile internet service. FOMA (Freedom Of Mobile multimedia Access) is the name used in Japan for NTT DoCoMo W-CDMA services 


For a borderless world. 





NTT DoCoMo, inc. 
www.nttdocomo.com 
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No exit? 


America must help Israel and the Palestinians to find one 


FTER Bill Clinton’s tribula- 
tions, any sensible Ameri- 
can president would have done 
his damnedest to avoid being 
drawn into the Middle East's 
mostintractable conflict. George 
Bush made it clear from the start 
that he would not be involved in 
the soul- deao tan intricacies of helping Jews and Arabs to 
find a way of living together, but would be casting his regional 
eye farther east, reviewing policy towards two other difficult 
people, the Iraqis and the Iranians (see pages 25-27). But the is- 
sues are linked: the Israeli-Palestinian conflict is an unfolding 
tragedy that could have a decisive effect on America’s other in- 
terests in the region. So Mr Bush, however reluctantly, is allow- 
ing his secretary of state, Colin Powell, to become tentatively 
involved, and William Burns, America’s ex-ambassador to Jor- 
dan, has been named special assistant on the Middle East. A 
beginning, but that is all. 

The job to be done now is nothing like the one that led Mr 
Clinton and his team to spend endless days and nights trying 
to get the Israelis and Palestinians to agree to a lasting settle- 
ment. Neither side is ready for another attempt at that, and 
when they are they may be best left to their own devices. The 
urgency now is to stop the killing. 

Without American intervention, the ever-escalating cycle 
of violence in the West Bank, Gaza and Israel is unlikely to 
wear itself out. Israel is now run by a prime minister, Ariel 
Sharon, who believes that the way to bring the Palestinians to 
heel is to crush them. He and his generals have considerable 
crushing means at their disposal, from fighter-bombers to 
tanks, and he has promised his people that, by using military 
might, he will make their lives more secure. The Palestinians, 
having thrown away the chance of a half-decent settlement 
when Israel was under Ehud Barak, are resisting being crushed 
in the only way they now see open to them. Though puny by 
comparison, they are demonstrating to the Israelis who oc- 
cupy their country that, contrary to Mr Sharon’s pledge, his 
policy makes the occupiers’ lives more perilous, not more se- 
cure. Both sides, in their separate ways, are capable of inflict- 
ing great pain on the other. In all probability, neither can win. 





The spreading disgust 

Can they be left to get on with it, with the United States blow- 
ing a wordless curse in the direction of both houses? Mr Bush 
might prefer that, but it really will not do, and not only for 
humanitarian reasons. The conflict, as it rages on, is spreading 
its virulence, beginning to infect Arab governments that are 
important to America’s self-interest, both for strategic and en- 
ergy reasons. In Arab and other Muslim eyes, the United States 
is already deeply embroiled in the region’s problems through 
its unwavering support for Israel: the $3 billion of America’s 
money that goes there each year, the faithful backing in the UN 
Security Council, the acquiescence with most Israeli policies. 
The Arabs’ belief that America is unbalanced in its attitude to- 
wards Israel is already hampering other policies in the area. It 


makes it harder, for instance, to persuade Iraq’s neighbours to 
stop Saddam Hussein’s smuggling, and it frustrates attempts 
to put American-Iranian relations on a less hostile footing. 

This is not to suggest cracking the bond between America 
and Israel. That bond must and will endure, if only because Is- 
rael remains a democracy, in contrast to almost all the other 
countries in the region, and the Palestinian Authority too. But 
friendship does not, and should not, exclude honest criti- 
cism—more perhaps than Mr Clinton was ever prepared to of- 
fer: he never asked Israel to do more than its prime minister, 
Mr Barak, was prepared to do. In fact, the Bush administration 
may not care much for Mr Sharon, or what he is now doing. 
But bland, general appeals for an end to the violence will nei- 
ther bring that violence to an end nor help restore America’s 
reputation in the Middle East. 


Stop those settlements 

For the violence to end, both Mr Sharon and Yasser Arafat 
need to show their people that they have gained something 
from the pain the conflict has caused them. A formula to help 
them to this point is ready and waiting in the Mitchell report, 
the recommendations of an international committee headed 
by George Mitchell, a former American senator. The report 
provides a blueprint. Israel’s gain would be an end to the Pal- 
estinians’ guerrilla war and terrorism; the Palestinians’ gain 
would be a halt to Israel’s expansion of Jewish settlements in 
the West Bank and Gaza. The Palestinians, endorsing the re- 
port in its entirety, have called for a summit to talk about ways 
of carrying out its recommendations. But Mr Sharon, while 
echoing the call for an immediate ceasefire, has turned down 
the report's crucial confidence-building demand for a freeze 
on all settlement construction, including expansion for what 
the Israelis disingenuously call “natural growth”. 

Mr Sharon has to be encouraged to change his mind, and 
the encouragement has to be delivered, in unmistakably blunt 
words, by the Americans. Mr Powell, while endorsing the re- 
port, seems to go along with Israel's reservations by fudging 
the call for a settlement freeze. That will not do the trick. 

Israel, confident in having the world’s only superpower as 
its loyal ally, does not much care what others are thinking: it 
was brusque this week in its rejection of unusually sharp criti- 
cism from the European Union. But, earlier this year, a word 
from the Americans caused Mr Sharon to make Israel’s tanks 
do a sharp u-turn out of the Palestinian-controlled territory 
they had invaded. Establishing Jewish settlements is even 
closer to Mr Sharon's heart than military adventure, but the 
settlements negate all chance of Palestinian-Israeli peaceful 
coexistence, and understandably so: which self-respecting 
people would allow their land to be thus expropriated? 

Accepting the Mitchell report in its entirety would mean an 
end to the current round of violence. Admittedly, that is all. Al- 
most certainly, the stop would be just temporary. The whole 
miserable business might well start again; a lasting peace set- 
tlement remains buried beyond the horizon. Never mind: 
stopping the slaughter is worth doing for its own sake. The kill- 
ing is leading to nothing good. It is a tragedy in itself. = 
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Control of the Senate 


Post-Jeffords 


George Bush will have to change tactics—a little 


E FTER Enobarbus defected to 

Octavius, Antony sent his 
old friend all his treasure; over- 
come with remorse, Enobarbus 
killed himself. Something of the 
kind might now work well for 
George Bush in dealing with Jim 
Jeffords, the Republican senator 
who this week left his party, handing control of the Senate to 
the Democrats and dealing a body blow to Mr Bush’s legisla- 
tive ambitions. The idea would not be to kill the traitor, you 
understand, but merely for Mr Bush to recover, through a gift 
of compromise, what he can of his plans. 

Certainly, those plans are now impaired. Mr Bush should 
still get a big tax cut through Congress. But his education pro- 
posals are likely to be watered down even further. Conserva- 
tive causes, such as packing the judiciary with right-wingers, 
look like non-starters. The Clinton administration picked up 
steam after a disastrous first hundred days. Mr Bush’s best 
days may already be behind him. 

Does the Jeffords defection show that Mr Bush made a tacti- 
cal mistake? So far, the president has ignored the closeness of 
his election. Having run as a conservative, he unveiled a con- 
servative programme and set about implementing it with re- 
markable efficiency. Granted, he was pushing his luck: Mr 
Jeffords shows that. Still, it is hard to imagine that he would 
have got so far so quickly if he had yielded from the start. 








SE 


In any event, the question is, what now? The best course is 
to make a virtue of necessity. The president's initial bout of 
conservatism has shored up his base; looking forward, it 
makes political sense to move a step to the centre, to woo the 
moderate voters the Republicans will need next year to recap- 
ture the Senate. So far, Mr Bush’s efforts at bipartisanship have 
concentrated on finding individual Democrats to back particu- 
lar measures (he persuaded eight senators to support his tax 
plan). Now he will have to deal with the Democratic leader- 
ship—and above all with the new Senate majority leader, Tom 
Daschle—more directly. 

In Mr Bush’s favour, he still has momentum, and, unlike his 
father, he has his party’s right wing under control. The trick 
will be choosing where to spend his diminished political capi- 
tal. Fighting for, say, more oil drilling in Alaska might be to 
squander his resources. Battling for Social-Security reform— 
something that most Democrats realise has to happen sooner 
or later—looks more worthwhile. Two especially promising ar- 
eas might be campaign-finance reform (something he has 
treated rather snootily so far) and Medicare reform (where 
Congress nearly produced a deal under Mr Clinton). 

The president has already compromised on his tax-cut bill 
and even on his energy plan. When he was governor of Texas, 
he worked well with his opponents. On the campaign trail, he 
moved between friendly talk about changing the tone in 
Washington and bouts of petty vindictiveness. He should 
avoid the latter—and punish Mr Jeffords with compassion. m 





The European Union’s enlargement 


A matter of priorities 


If it comes to a choice, the EU should put expansion before spending reform 


HE leaders of the European 


<E Union like nothing better 


un | eee than giving lofty speeches 


about “solidarity”, “unity” and 

the “historic obligation” to ad- 

Ga mit new members from the east. 

S E But lock the same leaders in a 

room together and the high- 

falutin talk quickly gives way to something rather more basic: 
a raw struggle for power and money, especially money. 

That is now on full display. The commitment to admit the 
ex-communist countries to the east is being qualified by a se- 
ries of increasingly blatant attempts to rig the rules against the 
newcomers. If this new round of haggling gets out of hand, the 
EU’s next expansion, first promised in 1990, could be indefi- 
nitely delayed, or the applicants could be presented with a 
deal so unattractive that some will reject it. Opinion polls in 
Estonia, one of the front-runners for early membership, al- 
ready show a majority of the voters opposed to joining the EU. 

The root of the problem is easily stated. The applicants are 









poor, and they are many. Expanding the Eu to 27 members by 
admitting all who want to join, except Turkey, would increase 
the Union's population by almost 30%, but its GDP by just 5%. 
This matters because the Eu transfers money from one coun- 
try to another. Its overall budget amounts to over 1% of its 
members’ combined Gpp—and about 80% of this total is ac- 
counted for by regional aid and by the common agricultural 
policy (cap), which are respectively intended to subsidise 
poor people and farmers. As luck would have it, Central and 
Eastern Europe is full of poor people and farmers. 

It was always plain that enlargement would involve some 
painful political decisions. Three in particular, raised by Ger- 
many, Spain and France, are proving awkward. 

The German problem is a fear that, given the huge income 
disparities between Germany and the countries to its east, 
their membership of the gu will bring an uncontrollable in- 
flux of job-seekers. So Germany has extracted from the Euro- 
pean Commission a seven-year restriction on the free 
movement of labour. Now that Germany has a concession, 
France and Spain are piling in. Spain is the largest beneficiary »» 





> of the programmes that give help to the Eu’s poorest regions, 
and the Spanish know that, once the easterners join the Un- 
ion, most of their regions will no longer qualify for aid under 
the Eu’s rules (see page 53). So they want the rules rewritten, to 
ensure that the subsidies keep flowing. They are getting in- 
creasing support from Italy, Portugal and Greece. 

France has a similar concern to the Spanish one. It is by far 
the biggest recipient of £u agricultural subsidies. But if Poland 
joins the Union, it will bring with it regiments of farmers, all 
wanting an equal share. That will either mean less for France, 
or a big increase in the eu budget. The preferred French sol- 
ution is clear: find an excuse to deny the applicants full access 
to the farm programme. 


The best, the enemy and the good 

Itis not hard to sketch out an ideal solution to these difficulties. 
If enlargement makes both the cap and regional aid finan- 
cially unsustainable, why not seize the opportunity to abolish 
or drastically scale back both programmes? It is far from clear 
that regional aid has been effective: think of all the money 
poured into Italy’s Mezzogiorno over the years to the benefit of 


almost nobody but the Mafia. As for the Cap, it is widely ac- 
knowledged to be a wasteful tax on consumers. Talks about 
liberalising farm trade, coupled with new enthusiasm for 
greenery and public anger at the spread of mad-cow disease in 
Europe, are adding to the pressure for reform. 

It would be nice to think that the prospect of enlargement 
could be used to force the existing 15 to reform both the CAP 
and the regional funds in advance, but that could be a trap. It 
risks playing into the hands of those who would like to delay 
the £u’s expansion indefinitely, ideally keeping the CAP as lit- 
tle changed as possible. If the Eu has at some point to choose 
which should take priority, spending reform or enlargement, 
the answer should be clear: enlargement first. 

But how can the £u expand without nailing down the bud- 
getary implications? Easily, as it happens. The financial frame- 
work for the budget runs out in 2006. As things stand, the first 
new members are unlikely to get in before 2005. There would 
be enough money in that year to pay for the first newcomers. 
Once in, they could help make the rules, rather than having to 
accept a fait accomplirigged against them. A messy fight would 
ensue, but that would be better than forfeiting enlargement. = 





Stockmarkets 
Floating in the air 


Stock exchanges should be public companies, and clearing agencies should be utilities 


SOUNDS positively incestu- 
ous. But the fashion for stock 
exchanges to turn themselves 
into companies that are listed 
and traded in their own market- 
places, first started some years 
ago by Sweden’s exchange, has 
o 4 & 12 now become all the rage. This 
week Norway's stock exchange completed its float, and the 
London exchange confirmed plans to go public later in the 
year. Deutsche Börse went public in February. Euronext, the 
alliance of the Paris, Amsterdam and Brussels exchanges, will 
shortly launch its own initial public offering (1P0). 

The action is not confined to Europe. America’s Nasdaq 
stockmarket is preparing to float itself as a public company. 
Last week Instinet, an electronic broker-dealer formerly 
owned by Reuters that is seeking regulatory approval as an au- 
thorised exchange, launched its own IPO. Even the Tokyo 
Stock Exchange is considering demutualising and floating. 
Soon the only hold-out may be the biggest of them all: the 
New York Stock Exchange. The Nyse’s chairman, Dick Grasso, 
had hoped to demutualise and go for a public listing, but he 
was overruled by his powerful specialist member firms. The 
same members also insist on keeping the NySE’s expensive 
and anachronistic trading floor, when almost all the rest of the 
world’s exchanges have gone electronic. 

There are strong arguments in favour of exchanges turning 
into public companies. As they compete increasingly with 
electronic rivals (and with each other), they have become, in 
essence, little more than rival platforms for trading securities. 
The old notion of a national stock exchange as a natural mo- 
nopoly-cum-utility has become not just antiquated but ac- 
tively harmful. It has been used to justify delegating 





regulatory functions, such as listing rules or policing insider 
trading, to exchanges, when these would be better handled by 
disinterested external regulators. Moreover, rather than being 
clubs that respond only to their members’ vested interests, 
publicly traded exchanges have to satisfy the needs of their 
real customers: companies and investors. It may also be easier 
to arrange mergers of publicly traded exchanges, especially in 
Europe, which is saddled with too many bourses. 


A clearer utility 

There is, however, one downside to the process of turning Eu- 
rope’s stock exchanges into fiercely competing companies. It 
may make it harder to rationalise the continent's multifarious 
clearing and settlement agencies. Some of the exchanges, in- 
cluding Deutsche Börse and Euronext, own their own clearing 
and settlement arms, either wholly or in part. Yet, thanks to 
economies of scope and scale, the business of clearing and set- 
tlement genuinely has a large element of natural monopoly 
aboutit. As European cross-border share trading grows, so will 
demand for a single clearing and settlement agency, rather 
along the lines of America’s Depository Trust and Clearing 
Corporation. The cost of clearing and settling a cross-border 
securities trade in Europe is ten times as high as it is for an 
equivalent trade in America. 

The solution is not to discourage Europe's exchanges from 
becoming companies, but to encourage them to divest their 
clearing and settlement arms. The way would then be open 
for market participants to push these arms into a single utility, 
or perhaps two or three interconnected utilities. Not for the 
first time, Europe has had things backwards. Stock exchanges, 
long seen as public utilities, should be competing companies; 
but clearing and settlement agencies, many of which are now 
companies, ought to be considered more as utilities. = 
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Afghanistan 
The monster 


It’s high time their Islamic friends reined in the Taliban 

; N JANUARY, the supreme 
q i leader of the Taliban, the self- 
styled Islamic students who 
rule Afghanistan, declared that 
anyone converting to Christian- 
ity would be executed. In 
March, the Taliban proudly set 
about the destruction of two 
enormous Buddhas that dated back to between the second 
and fifth centuries AD. Now comes the announcement that all 
Hindus in Afghanistan will have to wear a badge or label to 
distinguish them from Muslims. Soon there will be no more re- 
ligions for the Taliban to insult. 

The insults, however, will matter less than the injuries, if 
those are what follow next. History elsewhere suggests they 
may. The Nazis were not content with an edict that all Jews 
should wear the Star of David. The government in pre-geno- 
cide Rwanda was not content with symbols in documents in- 
dicating that the bearer was either a Hutu or a Tutsi. Since the 
Taliban have never been shy of violent punishment of even 
co-religionists deemed guilty of offending Islam, it would be 
foolish to imagine that the followers of other religions are safe. 

Nor are neighbouring countries. Islamic zealots, trained in 
Afghanistan, are now the terror of the governments of Kirgiz- 
stan, Tajikistan and Uzbekistan. Though it may suit the 
authoritarians who run these ex-communist countries to 
make much of the threat to their regimes, a threat of some kind 






The test-ban treaty 


In America’s interests 


Why George Bush should embrace a nuclear-test ban 


OT even the world’s most 
powerful country can 
know everything. America’s 
intelligence officials have been 
fretting over strange goings on at 
China’s nuclear-test site at Lop 
Nor in Xinjiang province. Is 
China conducting “zero-yield” 
nuclear experiments, as America does from time to time? 
These produce no nuclear chain reaction and are allowed by 
the Comprehensive Test-Ban Treaty, which both countries 
have signed (though not ratified). Or is China breaking the 
ban, as some claim, conducting explosive tests so small that 
even America’s sensitive ears cannot pick them up? Itis vital to 
know, at a time when all the nuclear powers, whether they 
have signed the treaty or not, say they have forsworn testing. 
To test-ban critics, continuing doubts about the activities of 
China and also Russia—at its Novaya Zemlya test site in the 
Arctic—show that a test ban is inherently unworkable because 
the ban cannot be adequately verified. That is one reason, says 





undoubtedly exists. The Taliban also have a symbiotic rela- 
tionship with Pakistan, which appears at once to fear and to 
sustain the regime next door. 

Farther afield, the Taliban are accused of helping Islamic re- 
bels in Chechnya, to the fury of Russia, and in Kashmir, to the 
fury of India. China dislikes them. The United States—though 
it nourished them when they were fighting the Soviet Union— 
hates them: they shelter Osama bin Laden, the Americans’ 
most wanted terrorist, blamed for masterminding the blow- 
ing up of two of their embassies in Africain 1988 and bombing 
the uss Cole in Yemen last October. Only Pakistan, Saudi Ara- 
bia and the United Arab Emirates recognise their regime. 

No wonder then that the United Nations, at America’s be- 
hest, has imposed new sanctions on Afghanistan. That, how- 
ever, merely increases the isolation of the regime—it led this 
week to the departure of all the UN’s political staff—and inten- 
sifies the suffering of the hundreds of thousands of Afghans 
already driven from their homes by drought, disruption and 
years of civil war. All the signs suggest that, with the arrival of 
summer, that war is about to be renewed. 

The Taliban’s few friends, stout Muslims all, have a duty to 
use their influence to end the many practices in Afghanistan 
that bring Islam into disrepute. And Pakistan, whose support 
is crucial to the regime, has a particular duty. It fears being de- 
voured by the monster it feeds. But appeasing that monster 
will do the Pakistanis no good in the long run—and add to the 
suffering of many Afghan innocents in the meantime. m 


President George Bush, why he will not resubmit the treaty for 
ratification by the Senate, which rejected it in 1999 in a bitterly 
partisan vote. But the Lop Nor goings-on show instead why Mr 
Bush is wrong not to back a treaty that is probably more in 
America’s security interests than anyone else’s. 

Monitoring is crucial to a test ban. That is why the interna- 
tional system being set up to support the treaty not only en- 
courages openness, but assumes someone may indeed try to 
cheat. Its still expanding networks of sensors—on land, under 
the oceans and in the atmosphere—is already far more exten- 
sive, and sensitive, than anything America can mount on its 
own. Such coverage is essential to deter cheats if possible and 
to detect them if necessary, since below five kilotonnes of ex- 
plosive yield it becomes hard to tell a nuclear test from an 
earthquake, and below one kilotonne a test might be taken for 
a large chemical explosion. And if doubts linger? The treaty 
provides for on-site inspection if it seems something fishy is 
going on—a right worth having at Lop Nor just now. 

Mr Bush, however, has a second worry: that without explo- 
sive testing, America’s nuclear weapons will become less safe »» 


“LADIES AND GENTLEMEN. 
ON THE A340 WE HAVE NO 
MIDDLE SEAT IN BUSINESS 
GLASS. HAVE A NICE 

In three separate travel surveys? 89% or more of business DF. ere eRe Se es MORNING. 


travellers said they prefer to fly long haul in a configuration 
without a middle seat. Because they are less ikeély to be 
disturbed by their neighbour, passengers find it easier to sleep 
when they are comfortably seated in pairs. Which may explain 
why, in 1999, the A330/A340 family outsold the 777 family 
by a factor of three to one, In business, two seats will always 


be more popular than three. As surelyas night follows day, 
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> and effective. Allowing that to happen would indeed be folly. The test-ban treaty will not disarm America. Nor willit stop 


Nuclear weapons cannot be disinvented, though they can be 
reduced greatly in number, as Mr Bush himself proposes. So 
the robustness and reliability of America’s nuclear deterrent 
remain crucial to security and stability: America and its allies 
need to be confident that the weapons that remain will go 
bang if needed, and only if needed. 

Yet America has long been better rehearsed than anyone in 
doing this, using the computer modelling, non-explosive test- 
ing and other work allowed by the treaty. That is why it has 
not needed to test since 1992. Many of its nuclear scientists 
would argue that to keep up these non-testing skills requires 
more money. But unlike verification, which is best done in 
treaty co-operation with others, the remedy here is entirely in 
Mr Bush’s hands. And if America’s weaponeers did encounter 
some unfixable problem that put its nuclear deterrent in jeop- 
ardy? It has the right to pull out of the treaty. 


Liberalising aviation 


Unfinished business 


Only Brussels can open Europe’s wider skies 


2 J pea freeing of Europe’s avia- 
; tion business from govern- 
ment interference over the past 
four years justifies a certain 
measure of satisfaction. Na- 
tional flag carriers no longer put 
their hands out for state sub- 
sidy: most have been privatised 
or are about to be. Competition between European airlines 
has increased. And new, low-fare start-ups are raising their 
share of the market (see page 65). So good news all round? 

Not quite, as the European Commission understands only 
too well. Itis taking legal action against eight of the ten EU gov- 
ernments that have signed “open-skies” agreements with the 
United States. The commission’s legalistic point is that avia- 
tion deals with non-member countries are, as trade agree- 
ments, properly the competence of Brussels. Yet national 
governments have, for narrow, protectionist reasons, repeat- 
edly failed to let the commission exercise its external-trade 
mandate in aviation, even though it has liberalised the inter- 
nal European market. 

This may sound like another argument about “subsid- 
iarity”, the notion of devolving powers inside Europe to the 
level of government that is best-fitted to exercise them. And so 
it is, in a way. But constitutional doctrine is not the only thing 
that is at stake. Bilateral open-skies deals have meant real pro- 
gress in the glacier-like process of opening international avia- 
tion to real competition. Yet they suffer from big drawbacks, 
which could now act as a brake on further competition. The 
main objection is not the popular one that they have favoured 
American airlines unduly by letting them roam around the in- 
ternal European market while not allowing the Europeans to 
do the same in America—although they have. The bigger point 
is that they are delivering a false “liberalisation” that raises 
rather than lowers barriers to entry. 

The open-skies deals that the Americans have struck with 
the Germans, Dutch, French and others lift all controls over 





someone building a crude fission bomb, untested. But it will 
slow the proliferation of more complex weapon designs that 
do need testing—by anewcomer wanting to build amore pow- 
erful thermonuclear bomb, or a China, say, wanting to mount 
multiple warheads on mobile missiles, or a hostile power hop- 
ing to use small nuclear weapons to offset America’s huge ad- 
vantage in conventional forces. 


Fashion victim 

America has the safest, most sophisticated nuclear arsenal in 
the world. A test ban will help, verifiably, keep it that way. Mr 
Bush has singled out proliferation of weapons of mass de- 
struction as the greatest threat America faces. The test-ban 
treaty would better track the proliferation habits of others. In- 
ternational treaties are not the vogue in Mr Bush’s Washing- 
ton, but he rejects this one at America’s peril. = 


who flies where, when and at what prices between any des- 
tinations in the countries at either end of transatlantic routes. 
That sounds as if it should unleash competition that might 
even reduce the notoriously high fares paid by business travel- 
lers to cross the Atlantic. But this is a sham. For the open-skies 
deals have gone hand-in-hand with antitrust immunity given 
to designated national flag-carriers, which have entered into 
alliances with their chosen partners across the pond. 

Thus the antitrust immunity in the German-American 
open-skies deal has allowed United Airlines and Lufthansa to 
pool some of their services across the Atlantic. This means 
they can conspire to reduce capacity and raise fares—all, ironi- 
cally, in the name of free trade. In practice, the only real com- 
petition to Lufthansa and United in Frankfurt, or to Air France 
and Delta (another alliance, blessed by the Franco-American 
deal) in Paris, could come from a non-German or non-French 
carrier, with the infrastructure and financial muscle needed to 
run competing services. Only when British Airways, say, is 
free to compete across the Atlantic from Paris, Frankfurt or Am- 
sterdam, with its continental competitors doing the same from 
London, will that happen. 


Free trade in the air 

The European transport commissioner, Loyola de Palacio, has 
proposed the idea of a transatlantic common aviation area, 
which is now supported by many Americans who see it as a 
way to open London Heathrow to more than two favoured 
American carriers. But BA will support the opening-up of 
Heathrow only if it wins the same antitrust immunity for its 
plans to collude with American Airlines that its European 
competitors have won with their chosen partners. The British 
government is against handing negotiating power to Brussels, 
just as other European governments are, mainly because they 
want to protect the cosy deals that their flag carriers have with 
their American counterparts. Only if Brussels speaks for all 
Europe is there a chance that both the European and American 
markets will be truly liberalised. m 
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Last year, 

code on the client 
cost businesses half 
a trillion dollars. 


How much is it costing 
your business? 


PeopleSoft 8. The only enterprise solution with no code on the client. 
Every year, your company spends hundreds of thousands of dollars maintaining software 
on each individual PC. But PeopleSoft runs entirely on the internet, and that makes it 
accessible from any web browser, anytime. So you can work collaboratively with your 
customers, suppliers, and employees, in realtime, from anywhere in the world. Which opens 
the door to a whole new way of doing business. Suddenly, “no code on the client” is more 
than a strategy to cut implementation costs. It’s the key to running your business more 
efficiently and making your people incredibly productive. And most importantly, it’s exactly 
what you need to create a profitable, competitive, collaborative enterprise. 





To find out how much your business can save by using pure internet software, use our 
calculation tool at www.peoplesoft.com/go/nocode or call 1 888 773 8277. 
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On Robert Wade’s pow- 
piece about the increase 
obal inequality (By invita- 
on, April 28th) you say that 
‘without longer runs of data it 
is hard to know whether this 
hange is part of a well-estab- 
shed trend...or a short-term 
uctuation” (Economics focus, 
pril 28th). In “Monitoring the 
World Economy 1820-1992” 
(OECD, 1995), Angus Maddi- 
on tracked the widening 
lobal gaps and showed that 
‘gap in constant purchas- 
ig-power prices between the 
oorest and the richest coun- 
‘ies rose from just over three 
i one in 1820 to over 70 to 
ne in 1990. Though some 
lobal gaps have narrowed, at 
east in relative terms, the in- 
ome gaps between the richest 
nd the poorest people and 
ountries have not. 
The widening gap between 
1e developed and the de- 
oping countries was called 
the central problem of our 
mes” by the Pearson Com- 
ssion three decades ago. 
ince then the gap between 
chest and the poorest has 





IR ~ The evidence does not 
upport Mr Wade’s assertions 
nat the global distribution of 
ncome is becoming “ever 
nore unequa!” and that the 
‘end is “worsening rapidly”. 
in the contrary, most studies 
suggest that the past 25 years 
have seen a reversal in the 
end towards widening in- 
qualities which had been. 
proceeding for two centuries. 
Mr Wade’s confidence that 
che has drawn upon “probably 
the most reliable dataset on 
world income distribution” i 
absurdly misplaced. His 
nalysis relies on household 
urveys alone. Far from a vir- 
e, this is a massive 
eficiency. One effect is that 
ich important elements of 
onal product as public 
pending on goods and ser- 
ices have been left entirely 
ut of account. The relative 
f these components dif- 
rs greatly between countries 


and over time, and can be par- 
ticularly important in the level 
and growth of real living stan- 
dards in the poorest countries. 
This key problem illustrates 
the importance of using con- 
cepts of income that are 
germane to the purpose of the 
discussion 

IAN CASTLES 

Vice-president 

Academy of the Social Sciences 
in Australia 

Canberra 


SIR ~ Mr Wade is right to note 
the relative neglect of the in- 
equality issue in international 
institutions and in the treat- 
ment of developing countries 
in mainstream economics. But 
both his contribution and 
your rejoinder are stuck in the 
framework of a well-worn de- 
bate about the merits of open 
markets and globalisation. Mr 
Wade set the bait by asserting 
(on the basis of no good evi- 
dence) that global inequality 
is rising because of liberalisa- 
tion and globalisation. You bit, 
pointing out that no amount 
of hand-wringing about in- 
equality can undo a simple 
fact—that the real losers in to- 
day’s global economy live in 
Africa, rural India and other 
places that globalisation has 
bypassed. 

You both miss the two real 
challenges that global inequal- 
ity poses. First, whether rising 
or not, because of globalisa- 
tion or not, global inequality 
is shockingly high. We are so 
rich in the advanced econo- 
mies that small transfers to 
poor countries could trans- 
form the lives of our fellow 
global citizens. I doubt that 
fear of social disruption, as Mr 
Wade seems to hope, will 
move the rich world to action. 
Leadership and appeals to hu- 
manity are likely to work 
better, as the public pressure 
for debt relief and affordable 
medicines in Africa has 
shown. 

Second, inequality within 
countries, particularly de- 
veloping countries where 
markets are shallow and gov- 
ernance is poor, is probably 
itself contributing to low 
growth. In Brazil, Mexico, 
Thailand and South Africa, 
the poorest 40% of house- 


holds produce and control as 
little as 5% of their countries’ 
resources. In these and other 
developing countries with 
weak capital markets, under- 
funded public schooling, and 
inadequate judicial systems 
and contract enforcement, the 
poor are likely to be elbowed 
out of access to jobs, credit, 
and other opportunities to be 
productive. If half of the 
population is locked into low- 
productivity work, overall 
growth will obviously be lim- 
ited. Moreover, a high 
concentration of income at the 
top encourages and sustains 
the corruption and incompe- 
tence that in the worst cases 
add up to kleptocratic states. It 
also encourages a resort by 
politicians to populism and 
protectionism, undermining 
the open markets and democ- 
racy that ultimately are the 
keys to reducing both poverty 
and inequality. 

If inequality contributes to 
low growth, and low growth 
sustains high poverty, then an 
attack on poverty requires an 
attack on the problem of in- 
equality. Next time I hope The 
Economist will move beyond 
the growth debate to under- 
line this point. 

NANCY BIRDSALL 

Carnegie Endowment for 
International Peace 
Washington oc 


sir - Mr Wade has argued that 
reducing international in- 
equality should be an over- 
arching priority. You reply 
that a “strange implication” of 
his position is that a country 
with a more egalitarian distri- 
bution could be regarded as a 
greater success even if it has 
more people in absolute pov- 
erty. There is an obvious 
resolution of this dilemma: to 
regard economic wellbeing as 
depending on both inequality 
and poverty. What Mr Wade, 
The Economist and the rest of 
us all seek is a world in which 
both inequality and poverty 
are falling. But inequality is 
rising as poverty is falling. Are 
things getting better or worse? 
Reasonable people can and do 
disagree. 

GARY FIELDS 

Cornell University 

Ithaca, New York 


Lowering the flag 

sir - How can Doug Schaden 
(Letters, May 12th) write with 
any integrity, from California 
of all places, that the “Union 
Jack” (more properly the Un- 
ion flag~the Union Jack is 
only hoisted at sea) is a sym- 
bol of imperialism and 
oppression. 

The American flag is habit- 
ually burnt publicly around 
the world by anti-imperialists 
while the Union flag rarely is, 
if ever. Second, the Stars and 
Stripes flies over the states of 
California and Texas, which 
America took by force from 
Mexico fewer than 150 years 
ago (that is why Mr Schaden’s 
town, Santa Rosa, has a Span- 
ish name). Mexicans still call 
these states the occupied terri- 
tories. Unlike Britain, America 
has not yet decolonised, and 
continues to act in a brutal, 
imperialist fashion in many 
parts of the world. But what 
can one expect from a nation 
whose creation involved the 
genocide of one race and the 
subjugation of another? 

DAVID SHORT 
Johannesburg 


Death sentences 


SIR ~- It does not require “abso- 
lutist” thinking to oppose the 
death penalty in all instances 
(“The rights and wrongs”, May 
12th). It simply requires a 
clear-minded recognition that 
the death penalty’s brutalising 
futility achieves nothing but 
more violence. Recent figures 
compiled by Amnesty Inter- 
national show that not only is 
America’s pro-death penalty 
stance supported by a dwin- 
dling band of nations, but also 
that only China and Saudi 
Arabia officially killed more 
prisoners than the United 
States in 2000. 

Add the fact that America 
is now a world leader when it 
comes to executing juvenile 
offenders and it becomes clear p» 
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EUROPEAN CENTRAL BANK 


The The European Central Bank (ECB), established in Frankfurt am Main on | June 1998, is seeking to fill the vacancies detailed below in the General 
Economic and Financial Statistics Division of its Directorate General Statistics. Eo 
The main task of the Directorate General Statistics is to provide, explain and publish the statistics needed to support the policy responsibilities of the. 
European Central Bank (ECB). For this purpose the Directorate General Statistics works closely with other areas of the ECB, as well as with the national 
central banks of EU Member States, the European Commission (especially Eurostat), the national statistical institutes of EU Member States, and the 
statistical departments of certain international institutions, Within the Directorate General Statistics, the General Economic and Financial Statistics 
Division is responsible for general economic statistics, financial accounts and government finance statistics. 


The ECB has its own terms and conditions of employment, including a competitive salary structure, retirement plan, health insurance and relocation 
benefits. Candidates must be nationals of a Member State of the European Union. 


ECONOMIST STATISTICIAN 
(Ref.: ECB/164/01/TE) 


The successful candidate will be assigned to the Financial Accounts Statistics Unit and will be involved in the compilation, assessment and 
dissemination of quarterly data for euro area financial accounts. In close co-operation with other areas of statistics and economics at the ECB the data 
are used to monitor and analyse the monetary and financial developments of the various economic sectors. The successful candidate will also prepare 
studies and reports on financial accounts and related statistical and methodological issues. It will be necessary for the holder of this position to visit 
Member States and participate in discussions in international meetings, which require both technical expertise in financial accounts and underlying 
statistics and the ability to prepare legal acts related to financial accounts. 


ualifications and experien 


* Advanced university degree i in economics, or proven ability to perform the tasks commensurate with such a formal academic qualification, together 
with a sound economic background in the macroeconomic analysis of national and financial accounts data. 

* Practical experience in preparing briefing material for meetings and publications. 

* Experience in applying the European System of Accounts (ESA 95), the System of National Accounts (SNA 93) and/or the IMF Balance of 
Payments Manual (BPMS5) as well as statistical software products such as FAME and TROLL would be considered an asset. 

* Ability to work co-operatively, under pressure, as part of a highly motivated team in an international environment. Experience with international 
working groups would be considered an advantage. 

* Very good command of English with proven drafting. Working knowledge of at least one other official Community language is required. Aptitude. 
to draft well-structured notes within tight deadlines. 


ECONOMIST STATIS 
(Ref.: ECB/165/01/TE). 


The successful candidate will work on government finance statistics predominantly in the framework of annual and quarterly national and financial 
accounts. He/she will be expected to contribute to improvements in the international statistical standards, as well as to the compilation of statisties 
for the euro area and of comparable statistics between the euro area and other OECD countries. This task requires teamwork within the Division 
and with other areas of the ECB, in particular the Directorate General Economics, and close co-operation with the national central banks and 
national statistical institutes of EU Member States, the European Commission (in particular Eurostat), the IMF and the OECD. The successful 
candidate will also be involved in preparing briefing material for the members of the Executive Board of the ECB and for senior management: 
He/she will attend meetings at European and international fora. 


Qualifications and experience 


* Advanced university degree i in economics, or proven ability to perform the tasks commensurate with such a formal academic qualification, together 
with a sound economic background in the macroeconomic analysis of national and financial accounts data. ee 

* Practical experience in applying the European System of Accounts (ESA 95), the System of National Accounts (SNA 93) and/or the IMF 
Government Finance Statistics Manual would be considered an asset. 

* Ability to work co-operatively, under pressure, as part of a highly motivated team in an international environment. Experience with international 
working groups would be considered an advantage. 

* Very good command of English with proven drafting ability. Working knowledge of at least one other official Community language is required. 


Applications | 

Applications should be submitted in English and include a covering letter, curriculum vitae and a recent photograph, together with references 
confirming the required experience and skills. They should be addressed, quoting the reference number, to the European Central Bank, Directorate 
Personnel, Postfach 16 03 19, 60066 Frankfurt am Main, Germany and should reach the ECB no later than 13 June 2001. Applications will 
be treated in the strictest confidence and will not be returned. 


‘These vacancies have also been posted on the ECB’s website at www.ecb.int. To meet the deadline, a copy may be sent by fax to +49 69/1344 7979 or- 
by e-mail to. recruit nent@ecb.int. However, a signed application must still be sent by post. | 
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that this is a country divorced 
from mainstream world opin- 
onon the issue. Execution is 
ot, as you contend, the 
trongest statement you can 
ake”; it is the ultimate ex- 
pression of judicial despair. 
CHARD BUNTING 
Communications director 
Amnesty International uk 


| tr ~ You argue that Timothy 
` McVeigh wants to become a 
martyr and do yet more dam- 
age from beyond the grave. 
Thus we should let him live, 
iving him no opportunity to 
make grandiose proclama- 
tions or quote more bad 
poetry before making a histri- 
onic exit. 

< This is wrong on two 
unts. First, it distorts the ju- 
sprudential aspects of the 
se. The severity of the crime 
ould be the sole consider- 
ion in setting the sentence; 














































erate the activities of 
presumed extremist groups is 
not admissible. Second, Mr 
cVeigh will never be an in- 
flammatory symbol for any 
ovement. People wearing 
icVeigh T-shirts will proba- 
y get beaten up in bars. 
\WRENCE BARNES 

angkok 





R - Stop wasting newsprint 
nd readers’ time with tedious 
<aminations of America’s 
eath penalty. No one on this 
de of the Atlantic cares or 

n notes what Europeans 
ink about the death penalty, 
id with good reason. A con- 
tinent which spawned two 
world wars and a cold war in 

_ the 20th century and which 
_had to be rescued repeatedly 

_ by America has no moral les- 
_ sons—none—to impart to us. 
RICHARD SYBERT 

Thousand Oaks, California 


ctoral race 


R- Surely, if Cheltenham 
vhich the Conservatives lost, 
ith a black candidate, to the 
Liberal Democrats in 1992) 
was as you say “a safe Conser- 
ative seat when the 
candidate is white” (“Plagued 
by race”, May 5th), the Conser- 


guesswork about how to mod- 


vatives should have won the 
seat back at the next election, 
when their candidate was 
white. Instead, the Liberal 
Democrats held on to the seat 
with an increased majority. 
In fact, it was not a safe 
Conservative seat. The Con- 
servative majority at the 1987 
general election was 4,896, 
which qualified it as a mar- 
ginal. The swing against the 
Conservatives to the Liberal 
Democrats in Cheltenham in 
1992 was 5.2%. At that election, 
the Conservatives suffered 
larger swings against them in 
many other constituencies, 
particularly in the south-west 
of England. The Liberal Demo- 
crats had been targeting 
Cheltenham, and were 
thought likely to win it before 
the Conservatives selected 
John Taylor as their candidate. 
ALEX MACFIE 
Oxford 


Colombia’s drug problem 


SIR ~ Your survey stops short 
of suggesting the only way out 
of Colombia’s predicament 
(April 21st). It is possible that 
after many more deaths and 
many more billions of dollars 
spent on weapons that Co- 
lombia regains a peace of 
sorts, but only because the 
drug business has relocated. 
The developed world should 
realise that the War on Drugs 
is lost on the home front and 
the time for legalisation has 
arrived. 

BERNARDO RECAMAN 

Bogota 


SIR ~ I would like to add two 
comments to your survey of 
Colombia. First, the degree of 
openness in Colombia’s de- 
mocracy is much higher than 
we Colombians are willing to 
recognise, or the world to un- 
derstand. 

Second, you should not 


use the word paramilitary. 


The AUC was not created, 
armed or trained by the mili- 
tary, nor does it receive 
logistical support from them— 
the proper definition of a 
paramilitary force. Itis neces- 
sary to understand this | 
distinction in order to solve 
the issue of the auc. 


Some believe that the army 
actively supports paramilitary 
groups and so government 
policy must be directed to 
punishing the army for sup- 
porting the auc. Others 
recognise that the AUC is in- 
dependent of the army, and 
that government policy must 
be directed to make the army 
persecute the AUC as crimi- 
nals. The Colombian 
government has taken the sec- 
ond approach. Unfortunately, 
most European governments 


see the army as part of the 


problem. Thus support for 
Plan Colombia is meagre be- 
cause of this incorrect view. 
ALFREDO RODRIGUEZ 

Bogota 


SIR ~ You give a misleading 
impression by saying that in 
the past the two main political 
parties “became perhaps the 
only truly national institu- 
tions”. There is another that 
began operations in 1500 and 
to which the majority of Co- 
lombians belong. Like all old 
and inherently bureaucratic 
institutions it has many faults 
but its leaders condemn un- 
hesitatingly and fearlessly the 
hard men on all sides of the 
conflict: many of its members 
pay for their work with their 
lives. No one could deny that 
itis one of the main elements 
of stability in our society. Al- 
though I do not belong to the 
institution, ram surprised that 
you did not mention the Cath- 
olic church. 


- FRED TIFFIN: 


Cali 


Basle’s bank rules 


sir ~ Europe certainly would 
be “wrong to try to apply new 
international rules on bank 
capital in a uniform way” 
(“Don’t bank on Brussels”, 21st 
April) but no one is advocat- 
ing that they should. It is 
misleading to say that the EU 
proposes to apply the same 
rules to investment firms and 
small savings banks as to 
large, internationally active 
“Basle banks”. The EU propos- 
als set out a structured 
approach designed to enable 
banks with differing levels of 
sophistication to use different 


systems. Nor is there any pro- 
posal to subject investment 
firms to the same range of 
charges for different risks as, in 
most cases, operational risk is 
the only one that such firms 
actually bear. 

The proposed new charge 
for operational risk does cause 
very serious concern, how- 


ever, and can indeed be 


described as “raw and un- 
tested”. The key problem is 
calibration. The charge is sim- 
ply too high, and the simpler 
options for calculation, such 
as a percentage of income or 
assets under management, 
bear no relation to risk actu- 
ally incurred. If the problems 
with operational risk are re- 
solved there is no reason to 
believe that the cost of lending 
by small banks to small busi- 
nesses will increase. 
Although significant pro- 
blems remain with the latest 
draft of the new Basle Accord, 
you are wrong to write off the 
proposals in their entirety. A 
lot more work needs to be 
done but the problems can 
and should be resolved. Frac- 
turing the globally agreed 
framework would be a set- 
back for systemic stability, 
and the Eu’s banking sector 
would not thank its legislators 
for leaving it with a different 
and less flexible set of rules 
than its American and Asian 
competitors. 
THERESA VILLIERS MEP 
European Parliament rapporteur 
for Basle H 
Brussels 


Purple prose 


SIR - The Economist regularly 
spots important social notes 
as with article on the colour 
purple (“Seeing purple”, May 
12th). One correction: Roman 
and other ancient purple col- 
ourings came from crushing a 
colourful snail. Ancient Tyre 
on the Mediterranean was an 
export centre for the colouring 
matter and gave it the name 
Tyrian purple. Roman nobility 
wore the colour as a fringe; 
commoners were not permit- 
ted to wear it—an early 
example of sumptuary law. 
ROBERT BAKER | 

Los Angeles & 





Executive Focus 


www.undp.org/jobs 
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At the United Nations 
Millennium Summit, 
the world’s leaders 
pledged to cut global 
poverty in half by 
2015. The United 
Nations Development 
Programme is charged 
with helping to make 
this happen. We want 


you to work with us. 


Partnerships to Fight Poverty 


The Economist May 26th 2001 
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Crisis Prevention & Recovery 
Put your ideas, experience and expertise to work. 


Many countries are afflicted by violence or recurrent natural disasters that could erase 
decades of development and further entrench poverty. UNDP supports innovative 
approaches to crisis prevention, peace-building and recovery — from reducing risks to 
bridging the gap between emergency relief and long-term development. 


With a strong history of inclusion and consensus building, UNDP has earned the 
trust and partnership of leaders across the developing world. We are now hiring a 
new generation of expert practitioners who want to contribute to those partnerships 
by offering strategic development approaches to crisis and post-conflict situations. 
We seek individuals who can communicate advice and innovative approaches across 
cultures and all strata of society, in the following areas: 


Conflict and Security * Recovery * Natural Disasters * Operations Support 


For more information, please visit our Web site, Or e-mail: initiative@undp.org. We 
especially encourage women to apply and value geographical diversity in our workforce. 















London 


e BritishAmerican Business Inc. (BABI) is the leading 
transatlantic business organization with 1,200 member 
companies in London and New York and chapters in 30 
other cities throughout the US and UK. BABi was created 
through the merger in late 2000 of the American Chamber 
of Commerce (UK) and the British American Chamber of 


? Commerce (New York/London). 


e As BABi’s senior professional executive in the UK, the 


Managing Director 


BritishAmerican Business Inc. 


BritishAmerican- 


BUSINESS ING Aina York taerien 


Attractive Package 


directing BABi’s programs and services, developing policy 
initiatives and promoting effective relationships with BABi’s 
membership and other key constituencies at a senior level. 


e Candidates should be strong leaders/managers with -1 
transatlantic business experience, client-service mentality | 
and outstanding interpersonal skills, who are excited by this 1 
opportunity to build a stronger platform and benefit offering a | 


for BABi’s member companies. 


` Managing Director/London will be responsible for the 







tasks will include leading BABi London’s professional team, for two years. 


Please reply - in confidence - no later than Tuesday 5 June, providing full career and salary details and quoting 
reference no. UR-5G3L, to Russell Reynolds Associates, 24 St. James’s Square, London SW1Y 4HZ, 
e-mail: adresponse@russellreynoids.com 


- SENIOR GOVERNANCE, SPECIAL IST 


Asian Development Bank's overarching goal is to reduce poverty and improve the quality of life of people in the Asian & Pacific region. 
The Position 


» Responsible for matters pertaining in general to the interlace of law and economics with particular emphasis on regulatory reform - both in terms of the policy and institutional 

arrangements - at the sector level. 

e Updates, improves, and expands existing diagnostic tool kits for analyzing the regulatory regime at the sector level and guides/assists operations staff in implementing the tool kits; 

- Develops operationally relevant material for and helps conduct internal training workshops. on regulatory design and reform; 

. Acts as liaison with Office of General Counsel on legal and judicial reform activities and provides inputs - in particular the economist's perspective - into their capacity building 

operations: 

Identifies and develops modalities for translating capacity building activities on legal and judicial reform into potential lending programs/projects, prepares working papers on these 

_ | modalities, and disseminates the findings within the operations department; and 

_ |e. Provides technical assistance (including mission work if needed} to operations staff in the preparation of grants (regional technical assistance, advisory technical assistance, project 
= preparatory technical assistance) and loan programs/projects in which issues pertaining to law and economics and in particular on regulatory reform are significantly involved. 





f I The Requirements 





* A postgraduate in economics, finance, or business administration or equivalent, preferably with concentration in applied microeconomics or institutional economics; 
| e At least five years of relevant professional experience in applying economic principles to matters of law, (e.g. contract design, and in particular, to design of regulation 
| regimes), and 
_ |. © Involvement in preparing capacity building or lending activities focusing on the reform of the regulatory regime at the sector level (e.g. energy sector, as evidenced by project 
1 reports). 

~ Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from over 45 member countries. ADB offers an internationally competitive salary paid 
~4n US dollars. Salaries and benefits are generally free of tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes are taxed by their 
respective governments. ADB staff members are expected to serve in any location outside Headquarters. Applicants should be nationals of one of ADB's member countries. For 
further information, please visit www.adb.org and look for Employment under Resources. 











* Compensation package includes an attractive bax salary a | 
~ direction and management of BABi’s London office. Key and bonus: initial contract period negotiable, but likely tobe 7 
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BANCA D'ITALIA 


paua 
CENTRAL BANK 








The Bank of Italy is seeking highly qualified, 
experienced economists and lawyers for its 
research activities. 


Research in law and economics has always been 
central to the institutional activities of the Bank of 
Italy. Recently the Bank has created a unit for 
economic and legal analysis in fields such as 
corporate governance, bankruptcy, industrial 
relations, antitrust, and regulation. 


The Bank of Italy offers an opportunity to work in a 


“| stimulating environment and to gain valuable insight 


into policy-making in one of Italy's most highly 
regarded public institutions. 


Applicants should have excellent ability in using the 
theoretical and empirical tools needed for legal- 
economic analysis, especially of company law, 
industrial organisation, corporate finance, labour 
economics and law, in a word, for the analysis of 
the legal environment affecting entrepreneurship 
and firms’ behaviour. 


Candidates must have done at least two years of 
graduate studies or have other research experience 
in law and/or economics. They must have good 
knowledge of Italian and be citizens of one of the 
Member States of the European Union. 


Conditions of employment include a competitive 
salary structure, life and health insurance and 
other benefits. 


The selection will be made by means of a 
competitive examination, to be taken in Italian. 
Details of application and selection procedures 
can be found on the Bank's Web site 
(http://www. bancaditalia.it/bandi/oando_12_04_ 


aa 2001/bando_12_04_01.pdf). The closing date for 


l  appicangn T is monday 28 ae 2001. 
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DIRECTOR GENERAL 
International Food Policy 
Research Institute 
WASHINGTON, D.C. 


ominations and applications are invited 
for the position of the Director 
General of the International Food 
Policy Research Institute (IFPRI). IFPRI is 
one of 16 Future Harvest Centers and receives 
its principal funding from the governments, pri- 
vate foundations, and international and regional 
organizations known as the Consultative Group 
on International Agricultural Research. Its mis- 





sion is to identify and analyze alternative national 


and international strategies and policies for meet- 
ing food needs of the developing world on a 
sustainable basis. 

Requirements for the position include an 
earned Ph.D. preferably in economics, agricul- 
tural economics, or other social sciences; sub- 
stantial professional achievement in economic 
development; research and program experience 
with food, agricultural, and/or environmental 
policy issues in developing countries; track record 
in successfully managing research activities; dem- 
onstrated managerial competence in broader 
institutional areas; capacity for intellectual leader- _ 
ship; fundraising capabilities; and skill in working © 
with colleagues, collaborators, and donors. 

Recruitment is international. The Director 
General will be appointed for an initial five-year 
term. Extension tor an additional five-year term 
is possible depending upon a successful review 
of program accomplishments and management 
by the IFPRI Board. Salary is open and commen- 
surate with experience. It is anticipated that the 
successful candidate will assume the position of 
IFPRI Director General in mid-2002. 


Send nominations and applications to: 
Donal O'Hare 

Consultant to id IFPRI DG Search Committee 
P Q. Box # 6577 

Washington, DC 20035-5778 USA 

Fax: +1 (202) 862-6488 

Email: ifpri-dgsearch(@cgiar.org. 





Applications are due by July 31, 2001 
Nominations ate due by June 30, 2001 





IFPRI is an international and equal opportunity organization 
and believes that diversity of its staff contributes to 
excellence. IFPRI therefore encourages female and 
developing-country professionals to apply EOE 










economists 


Symonds, international strategic consultants in 
. management, social and infrastructure sectors, 















































By email; 
joanne. .osborne 
@symonds-group.com 


Or by post: 

Joanne Osborne 
Symonds Group Ltd 
Symonds House 
Wood Street 

East Grinstead 
West Sussex 

RH19 7UU 

United Kingdom 











Symonds maintains a database of independent 
consultants. Econamists interested in current 
opportunities, or wishing to be included in our 
database, are requested to send their details, 
including a curriculum vitae. 


Fax: +44 1342 313455 


Symands: working 
fowerds egual 
portunities 
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| 
| 
| 
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CEO/DEAN 
Temple University Japan 
Tokyo, Japan 

























ple University Japan (TUJ), the Japan campus of Temple University, seeks a 
(Dean. Founded in 1982, with a current annual budget of approximately $12 
million, TUJ is the oldest and largest American university branch campus in Japan at 
‘ich students may earn undergraduate and graduate degrees. With an enrollment of 
700 students and a full-time faculty/staff of 90, TUJ offers AA, BA (in nine fields), 
‘Executive MBA, M.Ed. and Ed.D. in TESOL degrees; graduate law courses for 
“American and Japanese students; non-credit continuing education courses; and 
amployee training for companies in Business English and applications. Except for 
foreign-language courses, instruction is in English. International students study with 
bilingual Japanese in a program that provides intensive exposure to Japanese society 
‘and culture within an English-speaking environment. Additional information is 
available on the TUJ website www.tupac.jp and by request to Korn/Ferry 
pinternational. 






















“The TUJ dean is responsible for managing and developing all aspects of campus 
academic and administrative operations as well as interacting with main-campus 
faculty and administrators, the business community in Japan, the Japanese 
government, and other educational institutions, Preferred qualifications include 
broad experience in academic administration, a terminal degree, knowledge about 
Japanese society and facility in Japanese, an entreprencurial instinct, and the ability 
toJead faculty and staff while developing effective external relationships for TUJ. 
The position is available July 1, 2001. 












“Korn/Ferry International, which is assisting with this search, invites confidential 
‘inquiries. Nominations should include candidate contact information, applications, 
which should include a current resume and letter explaining relevant experience, 
should be directed in total confidence to: 
John Kuhnile, Managing Director, or 
Arnold Sherrin, Managing Director 
Korn/Ferry International 
11 Penn Center, Suite 2626 
1835 Market St. 
Philadelphia, PA 19103 
E-mail (preferred): brian.moorhouse@kornferry.com 
Fax: 215/568-9911 

TUJ is an AA/EO Employer 





















OPPORTUNITY FOR CEO IN INTERNATIONAL HEALTH 


The Aga Khan Health Services, a leading health development NGO 
and provider of health services in Asia and Africa, is seeking an 
individual for the position of Chief Executive Officer of its company in 
Pakistan. Internationally recognised for its community health 
programmes serving high mountain societies, the Aga Khan Health 
Service, Pakistan (AKHS,P) also has hospitals for women and children 
and diagnostic and health centres providing not-for-profit health care in 
Karachi and other urban centres throughout the country. 





The preferred candidate is an experienced CEO with the ability to 
provide impressive leadership in a complex and rapidly changing 
environment. A record of implementing competitive market strategies, 
working with communities, and managing institutional change to create 
a culture emphasising quality and productivity will be an advantage. 

You will possess characteristics enabling you to work with sensitivity in 
diverse cultural and social settings. Reporting to the Board through the. . 
Chairman, the CEO has full responsibility for managing the strategy and ` 
directing the operations of the company. A competitive compensation 
and benefits package is offered. 


Additional information can be obtained from Hugh Annett, Secretariat of 
His Highness the Aga Khan, Aiglemont, 60270 Gouvieux, France. 
Telephone : 33 (0)3 44 58 40 00 - fax: 33 (0)3 44 58 09 18 - 

e-mail : hugh.annett @ aiglemont.org 

Qualified and serious candidates are invited to submit their resumes by 
June 15, 2001 to ensure full consideration. 







AKHS is part of the Aga Khan Development Network, a group of 
institutions working to improve living conditions and opportunities in 
specific areas of the developing world. 


Aga Khan Health Services 


International Centre for Research in Agroforestry | 
Recruiting a 


Regional Coordinator for Southeast Asia 


ICRAF 


The Programme 

ICRAF's programme in Southeast Asia addresses the specific problems arising at the interface of 

forest and agricultore throughout the region. This agenda is implemented within an integrated natural 

resources management framework. ft focuses on small-scale farmers, their production. systems and 

natural resources, and environmental conservation, The programme emphasizes, through 

collaborative research and development activities, the roles that trees play in enhancing the 

productivity and resilience of the natural resource base of agroforestry landscapes. This includes work 

to provide management options for farmers and policy- -makers that improve watershed functions, 

reduce soil erosion, conserve biodiversity, whilst increasing productivity and reducing farmers risks. 

The programme also builds partners’ capacity to conduct agroforestry research, training and 

education. ICRAF scientists are currently based in Indonesia, Thailand, and the Philippines, and work 

with a wide range of international and national partners. The programme also works closely with the 

CGIAR systemwide programme on Alternatives to Slash and Bum Agriculture, 

The Position — 

Based in Bogor (indonesia), the regional coordinator is responsible for shaping the contem and 

assuring the quality, relevance, integration, planning, implementation and effective delivery of 

ICRAF's activities ia the region. This includes managing the scientific agenda, raising funds. 

establishing and facilitating partnerships and alliances, managing all staff in the region. and Haising 

with donors, ICRAF staff in other regions, and ICRAF management. The coordinator is directly 

responsible to the Director of Research, is a member of the middle management team of ICR AF, 

and receives technical support in financial and administrative matters “from the Management 

Services Division of ICRAF. 

The Candidate 

ICRAF believes that staff diversity promotes excellence and strongly encourages applications from 

women and from citizens of developing countries. The successhul candidate will: 

* hold a Ph.D. in a discipline relevant to agroforestry or natural resources management 

* have demonstrated strong scientific research skills and strong conceptualization skulls 

* have at least 8 years of post Ph.D. experience, most of which will preferabiy be in Southeust Asia 

* have a successful record of research management and administrative responsibilities in the 
international field, including fund-raising 

* be experienced in leading innovative and productive interdisciplinary research teams, and 
have the ability to foster a vibrant team approach in a multicultural environment and to 
surture complex partnerships 

e be willing to travel extensively throughout the region and to donor countries 

* have excellent oral communication and writing skills 

Terms of offer 

ICRAP offers an internationally competitive salary and benefits package, and a collegial and 

gender-sensitive working environment. The contract is for continuing appointment Lip fo 10 years; 

subject to a one-year probation period, annual assessment of performance, continued relevance of 

the position and available resources. Applicants are invited to send a detailed curriculum vita, with 

salary details, date of birth and the names and addresses of three referees (including telephone. fax 

numbers and email address). AH | correspondence should be addressed to the Head of Human 

Resources, International Centre for Research in Agroforestry, PO Box 30677, Nairobi, Ke nya. 

Tel #254 2 524000 or 1 650 833 6645; fax +254 2 324001 or | 650 833 6646; email 

b.kimani @cgiar.org. Applications will be considered until July 31° 2001 lor antl the position is 

filled. Please indicate your recruitment source in your application. 

We invite you to learn more about ICRAF by accessing our web 

hip://www.cgtar.orgiicraf on the Internet. 


site at- 
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Take your career to the next level, 
visit Global Executive. 


Are you a senior business executive who is curious to know what other career opportunities may be around but for 
whom time and confidentiality are key? Then look no further. 


Global Executive is a new online service launched exclusively by Economist.com for top-level international business people. 


It is unique in providing you with direct access to experienced recruitment professionals who will personally answer your 
career questions as well as discreetly match your capabilities to the best, most relevant career opportunities available now 
and in the future. They will give you individual advice and guidance on all aspects of the most effective management of your 
career - from training, trends and techniques to evaluating the true costs of moving continents or changing career direction. 
You can compare salaries for hundreds of positions around the world and calculate your buying power in different countries. 


After all, great opportunities don’t come by every day, so be there when they do. 


Get the most out of yourself, visit www.economist.com/globalexecutive today. 


A joint project with 


Econom i st.com Whitehead Mann 





GLOBE 


Global Learning Opportunities 
for Business Executives 


NEW YORK UNIVERSITY 


N 





STERN 


LEONARD N STERN > ' ; i 
SCHOOL OF BUSINESS 3 x THE CHINESE UNIVERSITY OF HONG KONG 





AN ADVANCED EXECUTIVE PROGRAM IN GLOBAL MANAGEMENT, GLOBE, offers executives 
the vision and skills to anticipate and drive the changes required to build tomorrow's leading international 
organizations. Through four one-week modules spaced over twelve months in four of the world’s leading 
business capitals, participants gain direct exposure to the major business issues facing each of the world’s 
principal economic zones. 


* Unique exposure to major business issues that no single business school could offer. 

* A far-reaching alliance between four of the world’s leading business schools, each one recognized as a 
market leader on its own continent and beyond. 

* World-class faculty consider and analyze each region and its specific issues. Participants discover current 
and future business trends “through the eyes” of the world’s four principal economic zones. 

* Sophisticated, structured intellectual approach that leverages the cultural and geographical diversity of 
the partner schools to harness the potential for professional and personal development that "international" 


business people rarely manage to realize. 
Schedule 


Innovation & Finance Risk & Opportunity in Building & Controlling | Managing Globalization 
in the New Economy Emerging Economies Global Organizations & Cultural Diversity 
August 26-31, December 9-14, March 17-23, 
2001 2001 2002 


Who should attend? 

GLOBE is tailored for individuals with executive responsibility ina global For more information, 

or multi-regional company. It is ideal for successful international managers 

who need to upgrade their expertise in a rapidly-changing global economy, please contact : 

as well as for those being groomed for global management. Participants 

should have about 10 years of professional experience and a strong Wendy Lai 

educational background. The GLOBE group will be restricted in size to 

maximize learning opportunities and will include both individuals as well The Asia-Pacific Institute of Business 


as corporate teams. i ae eee 

nae Faculty of Business Admin on 
Participants who successfully complete the four modules and their team tyo ae 
project will receive the "GLOBE Advanced Executive Certificate in Global 2/F, Li Dak Sum Building 
Management", delivered by the four partner business schools and signed 














by their Deans. The Chinese University of Hong Kong 
Whi our UED dko murrud eroe Shatin, Hong Kong 
| Please send me me aR GLOBE... E The Economist | Phone : (852) 2603-5119 
| Name Tite o Company —: Fax: (852) 2603-5136 
ı Address i 





| Email : CUHK@theglobeprogram.org 
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Can sanctions be smarter? 


The United States is rethinking policy towards its old enemies in the Gulf. 
Sanctions have outlived their purpose, but they are hard to replace 


OON after taking office, George Bush 

told his officials to review America’s 
policy towards Iraq and Iran. The general 
idea behind these reviews was to find out 
if there was a way of being tougher to- 
wards Saddam Hussein's Iraq, and per- 
haps less tough towards Muhammad 
Khatami’s Iran. The exercise drags on, but 
the results so far do not seem to be fitting 
the required pattern. The only part of the 
Iraqi rethink to emerge publicly is de- 
signed to ease United Nations sanctions 
against Iraq (albeit in a way that Iraq re- 
jects but cannot prevent), while America’s 
unilateral sanctions on Iran look as if they 
may well remain intact. 

To discuss Iraq first. The stranger ideas 
being considered in the review remain un- 
der wraps: how to help Iraq’s split opposi- 
tion to overthrow the regime, for instance, 
or indicting Mr Hussein for his war crimes. 
But America, with Britain's help, has come 
up with new “smart” plans for replacing 
the 11-year-old sanctions. Ever since the 
UN’S weapons inspectors were expelled 
from Iraq two and a half years ago, sanc- 
tions have lost their original purpose of 
ensuring that the country was declawed of 
its weapons of mass destruction (see box 
on next page). They now merely help to 
devastate Iraq’s economy and bolster its 
cruel dictatorship. A change is called for. 

America and Britain think they have 
found the right one. They are hoping this 
week to persuade not just the other three 
permanent Security Council members, 
Russia, China and France, but also Iraq's 


neighbours, that there are more effective 
ways of squeezing Mr Hussein’s regime. 
And they hope to do this before the current 
oil-for-food protocol, with its crude and 
leaky web of rules, exceptions, bribes and 
cudgels, comes up for its six-monthly re- 
newal on June 4th. 

Basically the new smart sanctions are a 
more flexible and, it has to be presumed, 
more efficient version of the oil-for-food 
arrangement which allows Iraq to import 
food and medicine and some humani- 
tarian goods in exchange for its oil. Under 
the new proposals, Iraq would be able to 
import all the goods it wants, except for 
weapons and dual-use stuff. 

This should cut out some of the bottle- 
necks in the present system. The sanctions 
committee has vetoed almost one in five of 
Iraqi orders on security grounds: Iraq can 
buy vaccines, for instance, but may not be 
allowed to import the refrigerator trucks 
needed to transport them. Some $9 billion- 
worth of approved orders linger in the 
pipeline and $3.5 billion-worth have been 
vetoed. The changes, or so America and 
Britain hope, will shift the blame for Iraqi 
deprivation from the cruelty of sanctions 
to Mr Hussein's misrule. 

Financial control of Iraq would remain 
firmly in UN control: all the money from 
oil sales would go to the UN escrow ac- 
count to stop Mr Hussein spending it on 
weapons. This means that although the 
country would be able to import more, it 
would still be denied the free movement 
of labour and capital that it desperately 
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needs if it is at last to start picking itself up. 

Sitting on the world’s second-largest oil 
reserves, Iraq was once, politics aside, an 
advanced country. Now its living stan- 
dards are on a par with Ethiopia’s; Unicef 
confirms a 160% rise in Iraq’s infant mor- 
tality rate since 1991; and the middle 
classes have disappeared. Iraq needs mas- 
sive investment to rebuild its industry, its 
power grids and its schools, and needs 
cash in hand to pay its engineers, doctors 
and teachers. None of this looks likely to 
happen under smart sanctions. 


Enriching the neighbours 

Another problem is that the old “dumb” 
sanctions have made quite a few people 
rich, apart from Mr Hussein and his cro- 
nies. Iraq’s neighbours, as well as the semi- 
autonomous Kurds under UN protection 
in northern Iraq, have earned billions of 
dollars from tolls, transit fees and smug- 
gling. As an extra indirect reward, Turkey, 
Syria and Jordan are each getting around 
150,000 barrels a day of oil sold by Iraq at 
bargain prices, just soit can getits hands on 
some cash outside UN supervision. 

Thanks to this inventiveness, Iraq now 
has a hidden oil trade worth anything 
from $1.5 billion to $3 billion a year, on top 
of the $16 billion a year it earns officially. 
Jordan’s shaky economy would probably 
have collapsed without these gifts of Iraqi 
oil. The truckloads of oil that pass through 
northern Iraq on their way to Turkey bring 
a tidy income to the Kurdish warlords who 
tax them. Turkish companies then distri- 
bute the oil at profit. Syria and Iran, bitter 
foes of Iraq for 20 years, have been lured 
into widening trade ties. 

Smart sanctions are crafted on several 
assumptions: that there will be no more 
smuggling in or out; that roughly the same 
amount of oil continues to go to Iraq’s 
neighbours, but through the escrow ac- 
count; and that those same neighbours 
agree to police their borders to prevent for- » 
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> bidden goods getting into Iraq. But wean- 
ing these regional players from the trough, 


and persuading them to act as customs of- 


ficers, is tricky. American diplomats have 
quietly proposed a range of possible re- 
wards, in exchange for which Iraq’s neigh- 
bours would place all their oil imports 
under the UN umbrella. 

The suggestions include creating an “in- 
surance” fund to compensate for Iraq’s 
threatened end to oil supplies. “Any coun- 
try that deals with the new American plan 
will lose its trade dealings with Iraq,” says 
Tariq Aziz, lraq’s deputy prime minister, 
and he may not be bluffing. The fund 
might be financed partly by raiding Iraq’s 
escrow account (if thatis not illegal), partly 
by contributions from “friendly” govern- 
ments and multilateral institutions. Ku- 
wait, for instance, has said that it would 
“rush to the aid” of Arab countries hit by 
an Iraqi oil cut-off, and the United States 
backed the mr’s recent bail-out of Turkey. 

Jordan and Turkey, America’s allies, 
will probably go along with the new pro- 
posals. Syria and Iran may wait to see 
which prospect looks more lucrative, bow- 
ing to UN dictates or keeping the Iraqi 
back-door open. The new sanctions are 
also likely to involve considerable payoffs 
to other Security Council members. 


Unseating Saddam 

The contradiction is that, even as America 
tries to find a new way of living with Mr 
Hussein, it is again toying with the idea of 
getting rid of him. During the presidential- 
election campaign, Mr Bush complained 
that the Clinton administration was not se- 
rious about its stated policy of “contain- 
ment plus regime change”. He promised to 
be more serious himself. 

Many people now in senior jobs have 
gone further. Paul Wolfowitz, the number- 
two in the Defence Department, and Rich- 
ard Armitage, a deputy secretary of state, 
once signed an open letter calling for rec- 
ognition of the Iraqi National Congress 
(INC), one of the main opposition groups, 
as Iraq’s legitimate government. 

But the idea of backing an insurrection 
usually goes down better with crusading 
congressmen and gung-ho pundits than 





with the officials and soldiers who would 
have to implement the policy. The Clinton 
administration resisted spending the 
money Congress had set aside for the Iraqi 
opposition for as long as possible, and in 
the end used it to buy the would-be revolu- 
tionaries fax machines. 

It is difficult to imagine the prosperous 
Iraqi exiles who lobby Congress leading a 
charge on Baghdad. Once in office, the 
Bush administration recognised that the 
INC was not the only pebble on the beach. 
These days, the serious armed resistance to 
Mr Hussein comes from the Shia Muslim 
guerrillas in Iraq’s southern swamps. But 
since they are supported by, and often 
based in, Iran, America wants nothing to 
do with them. Iran is the next problem. 


The Khatami disappointment 

The election in 1997 of Muhammad Kha- 
tami, Iran’s would-be reforming president, 
bred hopes that America and Iran might 
restore the diplomatic and trade links that 
were severed so sharply at the time of the 
1979 Islamic revolution. Not so. President 
Bush has already renewed America’s uni- 
lateral sanctions on Iran, and in August 


Iraq's weapons 


The hidden menace 


What the inspectors didn’t find 

FTER its defeat in the Gulf war, Iraq 

agreed to give up all its weapons of 

mass destruction and all its missiles save 
the short-range kind (175km, 108 miles, 
or less). Inspectors, working for the Un- 
ited Nations, were meant to supervise 
the dismantling of the arsenal. 

Although Iraq kept trying to hide 
what it had, the inspectors nonetheless 
managed—before they were thrown out 
in December 1998—to dispose of large 
quantities of chemical weapons and 
many, though not quite all, of Iraq’s 
known missiles. They also dismantled 
the critical elements of Iraq’s nuclear- 
weapons programme. When the inspec- 
tors arrived, Iraq was probably within 
months of producing a fission bomb. 
The guess is that, if constraints were 
lifted, Iraqi scientists could build a nu- 
clear bomb within about five years, and 
sooner if they could buy the highly en- 
riched uranium or plutonium required. 

However, the inspectors could not ac- 
count for more than 4,000 tonnes of 
precursor chemicals used in the manu- 
facture of chemical weapons, as well as 
more than 30,000 chemical shells and 
other munitions. Similarly, despite Iraq’s 
denials, there is strong evidence that it 
made warheads containing vx, one of 
the most toxic nerve agents, and still has 





Congress will probably renew an act im- 
posing secondary sanctions. 

Although imports into America from 
Iran were banned in the 1980s, American 
oil firms, through their foreign affiliates, re- 
mained the largest buyers of Iranian oil. 
Then, in 1995, Conoco concluded a huge 
deal to develop Iran’s offshore oil. This was 
the last straw: Bill Clinton, announcing 
that all trade and investment in Iran would 
in future be banned, forced Conoco to pull 
out. A consortium led by Total, a French 
company, gleefully replaced it. The next 
year Congress passed the Iran and Libya 
Sanctions Act (ILSA), allowing secondary 
sanctions on foreign companies that in- 
vested heavily in Iran's and Libya’s energy. 
Yet Mr Clinton waived his right under the 
act to punish Total, and several other non- 
American firms have since invested in Iran 
and gone unpunished. 

When Mr Khatami took over, he called 
for “a crack in the wall of mistrust between 
the two nations”. He made friends with 
some of America’s Arab allies, such as 
Saudi Arabia; he toned down Iran’s oppo- 
sition to the Israeli-Palestinian peace pro- 


cess; he took steps to halt the murder of »» 


plenty of the stuff hidden away. 

Iraq fought hardest to conceal its bio- 
logical weapons. Until 1995 it denied it 
had ever made any, then claimed it had 
only tinkered. Yet inspectors found evi- 
dence of production on an industrial 
scale, Iraq is known to have stockpiled 
doses of anthrax, botulinum toxin and 
aflatoxin, a carcinogen. It has yet to ac- 
count for some 17 tonnes of growth 
medium for making such weapons, and 
is thought to have experimented with 
the ebola virus and bubonic plague. 
Since inspections ended, Iraq has tried to 
import equipment that it says is for civil- 
ian uses but could be used to make both 
chemical and biological weapons. 

It is also rebuilding parts of its missile 
factories and is thought to be working 
on longer-range missiles. It has managed 
to rebuild the air defences that buzz 
American and British planes enforcing 
the no-fly zones (see map). America re- 
cently accused a Chinese company of 
helping to upgrade Iraq’s air defences, 
installing fibre-optic cables to link the 
missile batteries, radar stations and com- 
mand centres. China has since admitted 
privately that its companies were doing 
work in Iraq without UN permission, al- 
though it still insists they were working 
on civilian projects. 
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> Iranian dissidents abroad and made some 
feeble efforts at social reform. In response, 
Mr Clinton lifted the embargo on certain 
Iranian exports, such as pistachios, and al- 
lowed his secretary of state to speak al- 
most apologetically about American 
influence during the years of the shah. 
American oil companies, convinced that 
Iran would soon be open for business, be- 
gan divvying up the best Iranian fields. 

They were wrong. Mr Bush’s review of 
policy towards Iran will not be revealed 
until after Mr Khatami’s (almost certain) 
re-election on June 8th. But last month the 
Americans again vetoed Iran’s application 
for membership of the World Trade Orga- 
nisation. In March the president renewed 
the embargo on investment and trade, de- 
claring Iran to be a threat to “the national 
security, foreign policy and economy of 
the United States”. Few now expect Con- 
gress to allow ILSA to lapse when it comes 
up in August; the only question is whether 
it will be renewed for the full five years. 


Not yet to be trusted 
Since ILSA is barely applied, it has done lit- 
tle harm to Iran's economy. The ban on 
American trade and investment has a far 
more damaging effect. Iran’s energy sector, 
with ageing fields and growing demand at 
home, needs a vast amount of money if it 
is to meet its monthly OPEC output quota. 
(It has met it only once in the past year.) As 
for trade in general, many Iranian busi- 
nessmen miss the energising high-tech 
presence of their American colleagues. 

American administrations have always 
said they need to be satisfied on three is- 
sues before ending this particular cold 
war: Iran’s production or purchase of 
weapons of mass destruction (see box); its 
sponsorship of terrorism; and its destruc- 
tive influence on Arab-Israeli peace. 

In March the State Department called 
Iran “the most active state sponsor of terro- 
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Iran has reformed a little, but not enough 


Iran’s weapons 


A bigger punch 


Scuds are only the start 


RAN, like Iraq, wants weapons to de- 

fend itself in a dangerous part of the 
world. As a result, it threatens a wider re- 
gion. With help from Russia, China and 
North Korea, it is building increasingly 
long-range missiles. 

From time to time, America has im- 
posed trade sanctions on the foreign 
companies involved. As a member of 
the missile-technology control regime 
(MTCR), which prohibits help to non- 
members for missiles of more than a cer- 
tain range and capability, Russia is not 
supposed to help Iran, but its export con- 
trols leave much to be desired. China too 
has pledged to end missile help that in- 
fringes most MTCR rules, though its 
controls are leaky too. By now, Iran is 
fairly self-sufficient in building shorter- 
range Scud-type missiles. Its most mod- 
ern missile, the 1,300km medium-range 
Shahab-3, could strike targets in Israel. 
Work on a Shahab-4 and possibly a Sha- 
hab-5 with potentially intercontinental 
range is also under way. 


rism in 2000”. The Americans claim that 
Iran has stepped up arms shipments, by 
way of Syria, to Hizbullah in Lebanon— 
which few, outside America and Israel, 
now see as a terrorist organisation—and 
that it supports Hamas and Islamic Jihad, 
which do indeed carry out terrorist acts. 
An extremely sensitive issue is the un- 
solved explosion at Khobar Towers, the 
building in Saudi Arabia that was blown 
up in June 1996, killing 19 American ser- 
vicemen. The Saudis say publicly that 
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Investing in missiles makes little 
sense unless they can deliver a big 
punch. Although Iran has signed treaties 
promising not to build nuclear, chemical 
and biological weapons, it is suspected 
of setting up a network of companies to 
buy materials, technology and know- 
how for such weapons on the interna- 
tional black market. And although Iran 
has declared some of its chemical stocks, 
as required under the Chemical Weap- 
ons Convention, it is thought to hold 
others in reserve, including “nerve, blis- 
ter, choking and blood agents”, accor- 
ding to recent unclassified American 
intelligence reports. Its pattern of pur- 
chases abroad suggests a keen interest in 
biological weapons too. 

Meanwhile, Russia is helping to com- 
plete a nuclear power plant in Iran. 
America insists that this will help Iran 
develop expertise it can use in a weap- 
ons programme—rather as India is now 
known to have used foreign civilian help 
in building its bomb. 


their own nationals alone were responsi- 
ble; the FB1 sees an Iranian hand. 

However, perhaps the most important 
reason for the deterioration in relations is 
neither weaponry nor suspected terro- 
rism, but the Palestinian intifada. Before 
the uprising broke out last September, Mr 
Khatami and his foreign minister pursued 
a relatively gentle line, and the Iranian 
hardliners opposed to Middle Eastern 
peace were isolated and demoralised. 

But when the Palestinian death-count 
began rising, and Ariel Sharon was elected 
Israel's prime minister, the hardliners had 
their day. Mr Khatami could no longer af- 
ford to distance himself from them. A con- 
ference, organised by one of Mr Khatami’s 
supporters, was held in Tehran at the end 
of April to show support for the intifada. It 
was attended by vips from the Islamic 
world and by the leaders of Hamas, Is- 
lamic Jihad and Hizbullah. 

At the conference, Mr Khatami himself 
proposed only that there should be a “ref- 
erendum” to decide Palestine’s future. But 
Ayatollah Ali Khamenei, Iran’s conserva- 
tive “supreme leader”, attacked Israel's “sa- 
tanic intentions”. In general, the confer- 
ence revived Iran’s old image of violent 
pan-Islamism. It alienated influential 
Americans, and made it more unlikely that 
America would drop its sanctions. But un- 
til those sanctions are dropped, not even 
moderate Iranians will agree to official 
talks with the United States. = 
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India decides to try talks 


DELHI 


India ends its ceasefire, but calls for talks with Pakistan’s leader 


T IS an odd sort of peace initiative that 

begins with the cancellation of a truce. 
Yet India’s decision on May 23rd to end its 
six-month unilateral ceasefire against the 
militants fighting its rule in Kashmir while 
inviting Pakistan’s military ruler for talks 
could be the best news the region has had 
in a while. Talks between India’s govern- 
ment and the Kashmiri separatists had 
been going nowhere, partly because Pak- 
istan did not want them to. Enlisting Pak- 
istan to seek peace was the only other 
option. For the first time since declaring 
themselves to be nuclear powers, India 
and Pakistan may be about to discuss their 
differences seriously. 

India’s reversal of policy is dramatic. Its 
prime minister, Atal Behari Vajpayee, had 
initiated civilities in February 1999 when 
he took a bus from Delhi to Lahore, capital 
of Pakistani Punjab, and embraced his 
Pakistani counterpart of the day, Nawaz 
Sharif. The two promised in the Lahore 
Declaration to resolve their differences 
peacefully. A few months later India cried 
betrayal: it discovered that Pakistani troops 


had seized territory near the town of Kargil 
on its side of the “line of control”, which di- 
vides Kashmir into zones controlled by 
Pakistan and India. 

In the mini-war that followed, India 
ejected Pakistan from its part of Kashmir. It 
has since refused to talk directly to Pak- 
istan as long as it backed militancy in the 
state. In October 1999 Pakistan’s army 
chief, Pervez Musharraf, ousted Mr Sharif 
in a coup. Since India regarded General 
Musharraf as the mastermind of the inva- 
sion, this deepened India’s resolve. 

Instead, Mr Vajpayee tried to make 
peace directly with disgruntled Kashmiris, 
in the hope that Pakistan could eventually 
be persuaded to accept the deal. The uni- 
lateral ceasefire began promisingly in No- 
vember, with Pakistan reciprocating by 
pulling troops back from the line of con- 
trol. But India failed to tempt the All-Party 
Hurriyat Conference, the main political 
grouping of separatists, into talks. Mili- 
tancy continued unabated and Kashmiris 
accused Indian security forces of unrelent- 
ing brutality. 
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36 Opening up in Singapore 


With few people mourning the expired 
ceasefire, Mr Vajpayee is trying to de-em- 
phasise the role of the separatists and 
move Pakistan to centre stage. He may not 
have forgiven or forgotten Kargil, but he 
has decided to finesse it. 

For General Musharraf, Mr Vajpayee’s 
invitation is a triumph. He had long been 
lobbying for talks, and seemed to regard 
India’s rebuff as an insult to both Pakistan 
and the legitimacy of his government. Pak- 
istan’s standing in the West seemed to 
reach a new low earlier this month, when 
the American deputy secretary of state, on 
a visit to India, came close to calling it a 
rogue state. Mr Vajpayee’s invitation has 
promoted General Musharraf from pariah 
to potential participant. 

The new initiative could progress fur- 
ther than the last one, if only because, pre- 
sumably, Pakistan will not stupidly repeat 
its prank of seizing Indian-controlled terri- 
tory while pretending to talk peace. Butitis 
not clear yet whether either side is pre- 
pared to concede enough to make it more 
than a temporary respite. 

India will repeat its demand that Gen- 
eral Musharraf should do what he can to 
stop “cross-border terrorism”. But at leastit 
does not seem to expect that all violence 
will endimmediately. A spokesman for In- 
dia’s foreign ministry says that India has 
“decided to address the issue of terrorism 
through the security forces”, implying that 
low-level fighting will go on. Six Muslim 
militants were shot by Indian forces the » 


> day after the ceasefire ended. But an end to 


l 


violence is no longer a precondition of dia- 


logue but an objective of it. This suggests 


that General Musharraf will have at least a 
little time to deal with the anti-Indian mili- 
tant groups based in Pakistan, which are 
the most implacable foes of compromise. 
One, Lashkar-e-Taiba, has reportedly dis- 


_ missed India’s invitation as a “gimmick”. 


But General Musharraf will pay a price 
for India’s relenting. Mr Vajpayee has in ef- 
fect turned the clock back to February 
1999, when Kashmir was just one of sev- 
eral subjects on a broader agenda for im- 
proving Indo-Pakistani relations. General 
Musharraf may now have to accept what 
he seemed to reject two years ago: negotia- 
tions that do not hold relations with India 
hostage to developments in Kashmir. This 
would be good news for the region. Kash- 
mir is by far the most intractable dispute 
between the two countries, but nuclear 
confrontation is the gravest danger. 

It is not clear whether talks will work in 


_ practice. India’s resumption of offensive 


operations against militant groups in Kash- 
mir risks making a bad human-rights situ- 
ation worse, despite the foreign ministry’s 
promise that its security forces would take 
“maximum care” to shield civilians from 
harassment. Mirwaiz Umar Farooq, a Hur- 
riyat leader, claims that they have killed 13 
people in custody in the past week, while 
the ceasefire was still nominally in effect. 
India’s offer of talks to “all sections” in 
Kashmir remains open. But the separatists 
will now take their cue from Pakistan. 

Mr Vajpayee’s invitation to General 
Musharraf has given Pakistan some of 
what it wants, but it may not be enough. 
India’s formal position remains that Kash- 
mir (including the Pakistan-controlled 
part) is an integral part of its territory, 
though most observers think it might agree 
to divide the state along the line of control. 
India’s notion of dialogue on Kashmir is 
discussing ways to reduce militancy, 
whereas Pakistan champions “self-deter- 
mination” for the Kashmiris, in other 
words Kashmir’s accession to Pakistan. 
Peace requires a quick compromise be- 
tween these seemingly irreconcilable posi- 
tions or, more likely, a productive delay. m 





Pakistan 


Quick march 
to power 


LAHORE 
General Pervez Musharraf aims to stay 
in charge 

HERE is no longer much doubt aboutit. 

General Pervez Musharraf, the army 
chief, means to become the next president 
of Pakistan, and a powerful one. He has 
implied as much in private gatherings. The 
finance minister, Shaukat Aziz, has been 
quietly assuring the ımF and the World 
Bank that the general will remain in charge 
even after next year’s promised general 
election to “ensure continuity in the econ- 
omic-reform package” currently being de- 
livered. The government has created the 
post of deputy chief of army staff for Gen- 
eral Muzaffar Usmani, a close confidant of 
General Musharraf’s. The deputy will run 
the army while his boss gets on with ruling 
the country. 

It is thought that General Musharraf 
may make an announcement after the 
third and last batch of local elections in Au- 
gust and before his term as head of the 
army expires on October 7th. He is ex- 
pected to extend his tenure in that role by 
at least one year. Then the constitution 
may be amended to change both the elec- 
tion of the president and his powers. At 
present the president is elected by mem- 
bers of the national and provincial parlia- 
ments, who barely number 700. Under the 
new arrangements the president is ex- 
pected to be elected by nearly 250,000 
“non-party, grassroots democrats” on lo- 
cal councils. 

The president's job is largely ceremo- 
nial at present. But General Musharraf 
plans to sit atop a mighty National Secu- 
rity Council comprising the service chiefs, 
the prime minister and some members of 
the cabinet. The president will have the 
power to hire and fire the service chiefs as 
well as the prime minister and national 
and provincial parliaments. The Supreme 
Court has ruled that the general may 
amend the constitution, provided he does 
not change the parliamentary and federal 
system of government or tinker with the 
independence of the judiciary. 

If there are any obstacles to his ascent to 
legitimated power, General Musharraf 
does not seem to expect them. “The politi- 
cians are all useless and have no credibil- 
ity,” he says. But Benazir Bhutto and 
Nawaz Sharif, both former prime minis- 
ters now in exile, still command the loyalty 
of most voters in the country. Their parties 
are represented in a group called the Alli- 
ance for the Restoration of Democracy. 
This week the Alliance said it intended to 
defy a ban on political rallies and arrange 


pro-democracy “events” in the western 
city of Quetta on June 7th and 8th. At- 
tempts to stage rallies in Lahore in March 
and in Karachi this month were thwarted 
by the security forces. 

General Musharraf claims that Pak- 
istan is “on the road to economic recov- 
ery”. Helpful countries have rescheduled 
some pressing debts and the IMF has ap- 
proved a couple of hundred million dol- 
lars in loans. But the GDP growth target has 
been lowered from 4.5% to 3.8% this year. 
The European Union remains highly criti- 
cal of the military dictatorship. The United 
States has moved perceptibly closer to Pak- 
istan’s arch-enemy, India. “Our defence is 
impregnable,” the general boasts fre- 
quently, as the Indian army continues to 
fence the border in Kashmir and holds 
threatening military exercises along its 
frontier with southern Pakistan.” m 





Indonesia 
Burning books 


JAKARTA 
What lies behind Indonesia’s 
anti-communist surge? 


j: rea has long haunted Indonesia: 
anti-communism. But its recent re- 
emergence is arousing puzzlement as well 
as fear. Spontaneity is a rare commodity in 
Indonesian politics, where even seem- 
ingly random events are believed to be 
“engineered”. So it has been with the for- 
mation in April of an “anti-communist alli- 
ance” (AKA) of more than 30 right-wing 
and Muslim groups. Its activities in recent 
weeks in Jakarta and other cities have in- 
cluded purges of bookshops’ shelves, 
burning of suspect books and attacks on 
left-wing politicians and their offices. On 
May 2oth alliance supporters marked one 
of the anniversaries of Indonesia’s 
nationalist movement with a menacing 
“sweep” of Jakarta’s bookshops. 

Hundreds of thousands of Indonesians 
died in the killings of alleged communist 
sympathisers that accompanied the rise to 
power in 1965-66 of Suharto, whose dic- 
tatorship endured until 1998. At the time, 
the Indonesian communist party, the PKI, 
was the world’s third-largest after the So- 
viet and Chinese parties. But it has been 
proscribed ever since, and has seemed a 
spent political force. That did not stop the 
Suharto regime using it from time to time 
as a pretext for a bout of repression; and 
many Indonesians still believe that the 
creed retains some secret loyalists. 

The chairman of the AKA is Eurico Gu- 
terres, who sprang to fame as the leader of 
one of the most vicious of the govern- 


ment-backed militias that did their best to » 
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> destroy East Timor after it voted for inde- 
pendence in 1999. Guterres was convicted 
of weapons offences and is now serving a 
comfortable six months of house arrest. 
His background makes it seem unlikely 
that the AKA is his own idea. 

The alliance suffers from a lack of obvi- 
ous books to burn. So it has tried to sup- 
press a critical book on Karl Marx by a 
Roman Catholic priest; the works of Pra- 
moedya Ananta Toer, Indonesia’s most 
famous novelist; “The Prophet” and other 
books by Kahlil Gibran, a Lebanese poet; 
and “Chicken Soup for the Soul”, a self- 
help best-seller. Bookshop-owners have 
been alarmingly quick to purge their 
shelves, showing that the self-preserva- 
tion instincts bred under President Su- 
harto still linger. 

Among the human targets is Budiman 
Sudjatmiko, the leader of the PRD, a small 
left-wing party. He was jailed in 1996 and 
was among the political prisoners freed 
when Abdurrahman Wahid became presi- 


Afghanistan and Iran 


The odd couple 


HERAT 


The Taliban’s useful neighbour 


phd acd ee oc eyed a ee 
tentative of relationships with the Ta- 
liban, who rule most of Afghanistan. 
E 9 
not formally recognise the as the 
government of Afghanistan, but it is al- 
lowed to maintain a consulate at Herat 
in the west of the country. This week the 
consulate was . Part of it had been 
ransacked earlier this month when a 
mob attacked the building. Nonetheless, 
both countries are expecting the consu- 
pp pasi ene hen 
The for the Taliban is that 


Afghanistan, despite 
tions that have stopped most of the 
E E A 


outside world. 

The attack on the Iranian consulate 
on May 4th followed a bomb explosion 
in Herat that killed ten people. The mob 
believed that the Iranians, who are Shia 
Muslims, were responsible. The Taliban 
and their supporters are Sunnis. One of 
the dead in the bomb attack was a Sunni 
Iranian in exile in Herat. The Taliban said 
the consulate staff were not to blame, 
and escorted them safely to the border. It 
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Nass RON i hs 
dent. Mr Budiman sees the AKA as an alli- 
ance between opponents of democratic 
change: these include members of Golkar, 
the ruling party under Mr Suharto, and 
some of the more radical Muslim groups. 

More detached observers broadly agree 
with this analysis. The movement seems 
designed both to weaken the president, 
who has called for the lifting of the ban on 
communism, and to besmirch the motives 
of those calling for faster and more radical 
democratic change. By the same token, it 
strengthens the party led by Megawati Su- 
karnoputri, the vice-president, or at least 
of those elements in it with deep roots in 
the old regime, such as Mr Guterres him- 
self, and some retired generals. Like many 
other events where the suspicious detect 
“engineering”—such as the bombings last 
Christmas of Christian churches, or ethnic 
violence in the Moluccas and Borneo—the 
new anti-communism creates a climate of 
instability and, perhaps, a hankering for 
old dictatorial certainties. m 


PAKISTAN 


is believed that the Taliban’s governor of 
Herat hid the consulate’s staff in his back 
yard. A Taliban spokesman said, how- 
ever, that Iranians opposed to ties 
between the two countries had set off 
the bomb. In 1998, 11 Iranians, among 
them nine diplomats, died when the Ta- 
liban captured the town of 

Mazar-I-Sharif from opposition forces 
led by Ahmad Shah Masoud. 

Iran has supported Mr Masoud in the 
past, and has given sanctuary to some 
members of the government deposed by 
the Taliban. It still keeps lines open to the 
opposition. With the Taliban and Mr Ma- 
soud’s forces warming up for a summer 
clash, Iran will be wanting to return as 
soon as possible to its observation post 
in Herat. Will the coming battle be the 
end of Mr Masoud, or will the Taliban 
once again be deprived of their goal to 
be the rulers of all ? Iran is 
likely to be among the first to know. 
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Australia’s budget 


Bribery time 


CANBERRA 
The government bids to stay in power 


FTER five years in power, and with an 
election looming this year, Australia’s 
conservative coalition government led by 
John Howard is looking decidedly shaky. 
Fissures opened up in its ranks a few 
weeks ago when an explosive document, 
written by a top official in the Liberal Party, 
which Mr Howard leads, was leaked to the 
media. It described the government as 
“mean, tricky and out of touch”, uninten- 
tionally giving the opposition Labor Party 
a raft of ready- -made slogans for the com- 
ing campaign. 

When Peter Costello, the finance minis- 
ter, presented the last budget of the gov- 
ernment’s term to Parliament on May 
22nd, he was faced with a choice: to con- 
tinue the coalition’s steady run of mount- 
ing surpluses, bolstering its claim to be a 
more responsible economic manager than 
Labor, or to raid the coffers in a bid to buy 
its way back to power. Not surprisingly, he 
chose the latter. 

The government has never really recov- 
ered politically from the introduction a 
year ago of a new tax system, whose cen- 
trepiece was a tax on most goods and ser- 
vices in exchange for lower income and 
corporation taxes. The reforms were over- 
due, but the government bungled the way 
some aspects of the system were intro- 
duced. Small businesses complained 
about the high costs of complying with it. 
Elderly Australians on fixed incomes felt 
left out of the prosperity being enjoyed by 
younger wage-earners. 

Both disaffected groups have tended to 
support the Liberal Party, and many of 
their members live in marginal constituen- 
cies along the urbanised east coast, where 
Labor needs to snatch only a handful of 
seats to take power. Throw in farmers and 
town-dwellers who have turned against 
the National Party, the coalition’s junior 
partner, whose power-base lies in regional 
Australia, and the government has had to 
concentrate on survival at all costs. 

The main cost has been its reputation as 
a market-driven, low-spending adminis- 
tration that produced fat surpluses. In this 
week’s budget, the surplus was whittled 
down to just A$1.5 billion ($780m ). Spend- 
ing on new measures rose to almost A$4 
billion. A big chunk of this went towards 
trying to win back the grey vote by com- 
pensating older Australians for their 
higher living costs under the new tax sys- 
tem. It offered more than 2m cash pay- 
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ments of A$300 each before the financial » 





> year ends in June, and income-tax breaks 
likewise designed to take effect in the cur- 
rent financial year. The budget also com- 
mitted more money to help the owners of 
small businesses to buy cars, the unem- 
ployed to find jobs and people in the coun- 
tryside to get health care. With the 
negligible surplus, Mr Costello has left the 
Labor leader, Kim Beazley, little room to of- 
fer big promises in the election. There has 
even been talk that, if voters like the bud- 


get, Mr Howard will call a snap election 
around July instead of waiting until No- 
vember, as he has said he would. But this 
would be a gamble. Mr Howard would not 
want to risk missing a planned visit to 
Washington to offer personal support for 
President George Bush’s missile-defence 
plans, or playing host to a meeting of Com- 
monwealth leaders due in Brisbane in Oc- 
tober. When it comes to election timing, 
ego may trump opportunism. W 





Singapore 


No laughing matter 


SINGAPORE 


Despite talk of an opening-up, politics on the island remains a one-sided affair 


66 TDEINVENTING politics”, reads the 

slogan on name-cards handed out 
by members of Think Centre, a tiny Singa- 
porean pressure-group. It is a bold notion: 
since independence, Singapore's rulers 
have been so secure in office that the only 
aspect of politics in need of reinvention 
has been the opposition, whose leading 
lights have trodden a forlorn path of defa- 
mation suits, criminal prosecution and 
emigration. But in recent years even Goh 
Chok Tong, the prime minister, has been 
talking of the need for “a new vision for 
Singapore, an ideal, a fresh mindset”. Are 
refreshing breezes wafting through the po- 
litical climate? 

Not really: sitting so close to the equa- 
tor, Singapore does not have anything as 
dramatic as the season temperate coun- 
tries call “spring”. Yet there are subtle va- 
riations of temperature, and a number of 
initiatives suggest a warming-up: last Sep- 
tember, in Hong Lim park in central Singa- 
pore, a “Speakers’ Corner” opened. Think 
Centre itself has made quite a splash, as 
has a non-partisan political-discussion 
group, the Roundtable; and the Internet 
has opened up free-wheeling debate and 
even, on talkingcock.com, a site devoted to 
Singapore, political satire. 

“All a show,” says J.B. Jeyaretnam, a 
nominated MP, who constitutes a third of 
the opposition: the ruling People’s Action 
Party (PAP) won 81 out of the 83 elected 
seats in the last election, in 1997. Mr Jeya- 
retnam’s bitterness is understandable. He 
has been declared bankrupt for failing to 
meet payments of damages awarded in 
defamation suits (not, on this occasion, 
brought by members of the cabinet). If an 
appeal to be heard in July fails, he will lose 
his parliamentary seat and be disqualified 
from the next election, expected later this 
year or early next. One of Think Centre’s 
recent reinventions was to help organise a 
“Save JBJ” fund-raising rally. It produced 


some S$$19,000 ($10,000), towards the 
$$235,000 needed. 

Already, in December, Think Centre 
had arranged an eventat Speakers’ Corner, 
to mark international human-rights day. 
That provoked a police investigation and a 
warning, since it smacked of an organised 
demonstration. When it first opened, 
Speakers’ Corner attracted hundreds of 
visitors. It now keeps going largely thanks 
to one stalwart speaker, Tan Kim Chuang, a 
stockbroker, with a loyal audience of a 
dozen or so middle-aged and elderly men. 
Mr Tan has already spoken more than 50 
times and, one day this month, was one of 
just three names on the list, posted at the 
conveniently adjacent Kreta Ayer Neigh- 
bourhood Police Post, of those registered 
in advance to speak. 

Like so much else in Singapore, Speak- 
ers’ Corner is based on an idea by Lee Kuan 
Yew, the senior minister, and comes with 





Free speech, Singapore-style 





restrictions. The topics of race and religion 
are out of bounds, speakers must register 
and no amplification is allowed—prompt- 
ing talkingcock.com to joke that now 
Singaporeans have the right to speak, they 
need the right to hear. 

Nevertheless, Singapore is a more re- 
laxed and open place than it was, both so- 
cially and, despite strict censorship, 
culturally. Simon Tay, an unaffiliated 
nominated member of parliament, detects 
“a sense of tentative change, and of gov- 
ernment seeking to manage social 
change”. But, politically, the dominance of 
the par is as secure as ever. Partly that is a 
result of its success. With GDP per head 
higher than Britain’s, Singapore is a safe, 
modern, high-rent enclave in an increas- 
ingly dodgy neighbourhood. Why fool 
around with opposition politics? 

The passage last year of a law on politi- 
cal-party finance has made the opposi- 
tion’s life even harder. It bans foreign 
funds and anonymous donations by 
Singaporeans of more than S$5,000 in any 
one year. And the government carefully 
polices those it believes may meddle in do- 
mestic politics, such as the foreign media. 
Last month it amended its broadcasting 
legislation to make it clear that satellite- 
television news stations were subject to 
the same rules that apply to the foreign 
press, in whose pages the government de- 
mands aright of reply—see, no doubt, next 
week’s issue of The Economist. 

Think Centre itself, along with another 
group, the Open Singapore Centre, chaired 
by Mr Jeyaretnam, were both named in 
March as “political associations”, subject 
to the political-donations law. In response, 
Think Centre announced it would field 
candidates at the next election. This, it later 
revealed, was an April Fool's Day joke. It 
did not go down well. In Singapore, poli- 
tics is no laughing matter. @ 
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@ Competitive interest rates 


@ Two penalty-free withdrawals each calendar 
year of up to 10%, or one amount of up to 20%, 
of the balance of your account 


@® Further withdrawals subject to 180 days 
notice or penalty 


@ Interest - annually, quarterly or monthly 


INVESTMENT ANNUAL (AER*) QUARTERLY (AER") MONTHLY (AER*) 
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£50,000 - £999,999 5.90% 5.90% 575% 588% 570% 5.85% 
£1,000,000 + 6.00% 6.00% 5.80% 5.93% 575% 5.90% 


The Annual Equivalent Rate (AER) is a notional rate quoted for interest bearing accounts which illustrates 
the contractual (gross) interest rate, as if paid on an annual basis. The actual return for US Dollar and 
euro accounts will be slightly higher since, by convention, interest is calculated on a 360 day year basis. 
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What one man can do 


WASHINGTON, DC 


Jim Jeffords’s defection from the Republican Party is a cruel blow to the president 


Fo two days or more, he kept everyone 
on tenterhooks. Jim Jeffords, the senior 
Republican senator for Vermont, sent 
strong signals, through the usual array of 
anonymous sources, that he was planning 
to abandon his party. On Thursday, in Ver- 
mont, he made it official: he is to become 
an independent and will caucus with the 
Democrats. With that single step, he makes 
the Democrats the majority party in the 
Senate. 

The Democrats had fought to get him, 
and the Republicans to keep him. Tom 
Daschle, the Democratic leader, report- 
edly “giddy” with excitement, offered Mr 
Jeffords the chairmanship of a powerful 
Senate committee. Trent Lott, the Republi- 
can leader, promised to trump any Demo- 
cratic bribe. The Republicans also tried to 
persuade Zell Miller, a Georgia Democrat 
who frequently votes with the administra- 
tion, to switch to the Republican side. Their 
efforts were in vain. 

Mr Jeffords is one of the last surviving 
examples of a Rockefeller Republican, that 
breed of north-eastern blue-blooded Re- 
publicans who used to dominate the party 
but who have been increasingly marginal- 


ised by the more conservative figures who 
hail from the South and the west. He voted 
against Ronald Reagan's tax cut in 19831, 
supported Bill Clinton’s health reforms in 
1993-94 and was maddened by George 
Bush's decision to govern as if he had a 
clear mandate for a conservative agenda. 

But the squabble also became per- 
sonal. The administration punished Mr 
Jeffords for his opposition to tax cuts by re- 
fusing to invite him to a White House cere- 
mony honouring a Vermont native who 
had been voted teacher of the year. It also 
hinted that it might oppose the dairy sub- 
sidies that are particularly important in 
Vermont. Naturally, Mr Bush cannot be 
seen to be kowtowing to every powerful 
senator with a bee in his bonnet. But snub- 
bing and threatening him is never a sensi- 
ble course. 

Mr Jeffords’s departure has robbed the 
Bush administration of its momentum. He 
has reminded everybody of two awkward 
facts: the difficulty of keeping the Republi- 
can coalition in one piece (other moderate 
north-easterners, including Lincoln Cha- 
fee and Olympia Snowe, are also uncom- 
fortable with southern-fried Republic- 
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anism); and the frailty of the Republican 
majority. Another Republican senator, 
Jesse Helms, is in poor health, and Strom 
Thurmond is showing his 98 years. 

Mr Jeffords has already shown other 
would-be mavericks that the price of loy- 
alty can be astronomical. He played a key 
role in forcing Mr Bush to reduce his tax bill 
from $1.6 trillion to $1.35 trillion, and in se- 
curing guaranteed funding for the educa- 
tion of disabled children, his personal 
hobby-horse. In fact, Mr Jeffords has voted 
with Democrats over the years more often 
than any other Republican, so he should 
feel athome with them. 

He has, of course, technically decided 
to become an independent. This was a sop 
perhaps to his constituents, who pride 
themselves on the orneriness of Vermont 
and already have another independent, 
Bernie Sanders, once the socialist mayor 
of Burlington, in the House. Nonetheless, 
his alliance with the Democrats still makes 
them the majority party. Mr Daschle will 
replace Mr Lott as majority leader (and the 
hapless Mr Lott may be challenged for the 
leadership of the Senate Republicans). 
Democrats will acquire the chairmanship 
of Senate committees, giving them the 
ability to control legislation. 

This is calamitous news for the Bush 
agenda. On Wednesday the Senate passed 
Mr Bush's revised tax package (with Mr Jef- 
fords voting in favour). But henceforth Mr 
Bush will surely have to water down his 
agenda to suit the new Democratic major- 
ity in the Senate. He will have to kiss good- 
bye to his dream of stocking the federal » 
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7 judiciary with right-wingers. And other 


_ appointments may suffer too. Ted Olson’s 
chances of becoming solicitor-general 
_ look slimmer by the day. 

Mr Bush will also have to change what 


he means by “bipartisanship”. So far he 


has been able to pick off conservative 
Democrats to give a bipartisan sheen to 
conservative legislation. Now that Mr Jef- 
fords has jumped ship, he will have to deal 
with the Democratic leadership. 

The Democrats are as delighted as the 
Republicans are downcast. They have 
been hopelessly adrift since the election, 
furious about having the presidency 
snatched from them, embarrassed by the 
continuing Clinton scandals, and out- 
manoeuvred by the White House. Captur- 
ing the Senate majority makes it clear 
where the party leadership lies: with Mr 


= Daschle and, to a lesser extent, Ted Ken- 


nedy. The Democrats used their control of 
the Senate to destroy the last Bush presi- 
dency. Mr Jeffords may give them the 
opportunity to do the same thing to the 
present one. m 


The tax cut 


Victory at a price 


_ WASHINGTON, DC 


It’s going through, but it’s still too big 


NLY days ago, Republicans were cer- 

tain that a bold tax cut would be 
signed into law by Memorial Day on May 
28th. That would provide powerful evi- 
dence of the president's ability to carry out 
his radical agenda. Then, amidst the hulla- 
baloo surrounding Jim Jeffords, the cer- 
tainty faded. Getting the tax bill signed by 
Memorial Day no longer seemed assured. 


~ And once the bill, whatever its final shape, 


is law, it may mark the end rather than the 
beginning of the president’s hopes of far- 


- reaching reform. 


The Senate passed its version of the tax 
bill on May 23rd, after two days of filibus- 
ter by amendment, where Democratic sen- 
ators repeated their accusation that the 
package was excessively tilted towards the 
rich. As The Economist went to press, the 
tax package was in conference, a period of 
negotation where it is reconciled with the 
versions the House has already passed. 
Newly emboldened, Democrats are 
increasingly determined that the bill 
should look like the Senate version. 

The Senate’s plan is built around the 
same four planks as George Bush’s—cuts in 
marginal tax rates, an increase in the tax 
credit for children, a reduction of the “mar- 
riage tax penalty”, and a gradual repeal of 
the estate tax. But there are significant de- 






partures from Mr Bush's scheme. 

The Senate tax cut is smaller ($1.35 tril- 
lion over 11 years rather than the $1.6 tril- 
lion Mr Bush wanted and the House 
passed). The top tax rate (currently 39.6%) 
would fall to 36% under the Senate pro- 
posal, compared with 33% in the House 
version. The Senate version offers more to 
lower-income Americans (for instance, it 
makes the child tax credit partly refund- 
able), and it includes education and pen- 
sion tax breaks dear to Democratic 
senators. It also offers $100 billion in a 
short-term fiscal stimulus—something not 
in Mr Bush’s original plan, but a goal he 
now touts ceaselessly. 

Even if the final bill looks much like the 
Senate version, it would still representa re- 
markable political achievement for Mr 
Bush. The largest tax cut since Ronald Rea- 
gan will have been passed in less than five 
months, far faster than the Gipper man- 
aged, despite the slimmest of congres- 
sional majorities and widespread public 
apathy. Opinion polls show most Ameri- 
cans want tax cuts, but not as much as they 
want better schools or cheaper petrol. 
Equally remarkable, the tax cut has es- 
caped disfigurement from business lobby- 
ists looking for special-interest tax breaks. 

Much of this was due to clever politick- 
ing. The president made tactically astute, if 
extraordinarily disingenuous, use of the 
bully pulpit, suggesting to Americans that 
the tax cut was the answer to virtually ev- 
ery problem the country faced—from the 
slowing economy to high energy prices. 
Lobbyists and businessmen were silenced 
by the promise that this tax bill was the be- 
ginning, rather than the end, of tax cuts. 

Mr Bush made highly visible presiden- 
tial trips to states which he carried in No- 
vember and where Democratic senators 
face tough re-election battles. His most im- 
portant convert, Max Baucus, the top 
Democrat on the Senate Finance Commit- 
tee, is up for re-election next year, and he 
comes from Montana, a state that voted 
heavily for Mr Bush. 

The Bush team also had some outside 
help. The jump announced in January in 
the projections of the ten-year surplus 
(from a cumulative total of $4.6 trillion to 
$5.6 trillion) made it increasingly hard to 
argue—at least within the parameters of 
the Washington debate—that tax cuts were 
unaffordable. Alan Greenspan’s public 
support was another big boost. 

Above all, for most of the tax-cut battle, 
the Democrats were in disarray. The 
party’s leaders never found a way around 
the fact that individual components of Mr 
Bush’s plan, such as the marriage tax pen- 
alty, were extremely popular even among 
Democrats. 

All this politicking has tended to ob- 
scure whether the tax cut makes economic 
sense. The current package might be said 
to be an accountant’s tax cut rather than an 





Watch those clouds 


economist’s one. It is defined by the arbi- 
trary numbers of a ten-year horizon for the 
budget surplus. These numbers alone are 
dubious: few Washington realists regard 
the projected levels of government spend- 
ing as tenable. Looking beyond the ten- 
year horizon, towards the retirement of 
millions of baby boomers, the tax cut 
looks increasingly imprudent. 

Even more bizarre, this accountant’s ap- 
proach has led to absurd micromanage- 
ment of future fiscal policy. In the Senate 
version of the bill, for instance, the college- 
tuition tax credit is introduced in 2002 and 
ended in 2005. The estate tax is repealed— 
but only in 2011, to disguise the long-term 
cost of losing it (and, naturally, to make 
those numbers balance). Marginal tax 
rates are lowered mainly in the later years. 
To comply with obscure Senate rules, the 
entire tax bill is technically revoked in 
2011. (Presumably, that will not happen 
really.) 

Economists tend to judge tax policy on 
its efficiency (how little a tax distorts econ- 
omic activity), equity and simplicity. 
Democrats have spent a lot of time arguing 
that this package is unfair. Less noticed is 
that the tax package does surprisingly 
badly on the other two criteria. 

Particularly if the Senate succeeds in 
limiting the reduction in the top rate of in- 
come tax, this tax package may not do 
much to boost long-term growth. It is also 
hard to argue that it makes America’s tax 
code simpler. And it has certainly made 
more radical tax reform harder. 

The lure of tax cuts may not be avail- 
able to future presidents and Congresses to 
sugar-coat tax reform. Meanwhile, by dou- 
bling the child tax credit, the administra- 
tion has created a powerful new reason for 
Americans to stick with the current (over- 
complicated) system. Add all these factors 
together, and history may judge Mr Bush's 
tax-cut victory as rather a Pyrrhic one. @ 
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A watching eye 


LOS ANGELES 
At last, an outside monitor? 


OMPLIMENTS come cheap in cam- 

paign season, but the officers standing 
at the back of the meeting still grin when 
the candidate announces that Los Angeles 
has the “finest police department in Amer- 
ica”. On the stump, both James Hahn and 
his opponent Antonio Villaraigosa pay 
their respects to the Los Angeles police. But 
whichever of them is elected mayor on 
June 5th will have to tackle the problems of 
an institution with, it seems clear, too 
proud a tradition of independence. 

An early decision for the new mayor 
will be whether to appoint Bernard Parks 
to a second five-year term as chief of po- 
lice. At a debate on May 19th in Crenshaw, 
Mr Hahn's home turf and a predomi- 
nantly black part of the city, both candi- 
dates raised cheers with their praise for Mr 
Parks, who is himself black and is seen asa 
bulwark against racism in the Los Angeles 
Police Department (LAPD). Still, neither 
candidate would promise to reappoint 
him, insisting that the decision would de- 
pend on what he does to reform the force. 

The main test of this will be Mr Parks’s 
commitment to a “consent decree” issued 
last October in settlement of a lawsuit 
brought by the federal Justice Department. 
The suit, which alleged a “pattern or prac- 
tice” of misconduct by the LAPD, was 
prompted by revelations of corruption in 


an anti-gang unit known as CRASH, Com- 
munity Resources Against Street Hood- 
lums. The decree sets up a system for 
investigating shootings by officers, and a 
way of keeping track of police-conduct re- 
ports (and thus providing early warning of 
officers turning bad). It also joins the calls 
for an outside eye to keep watch on the 
force’s operations. 

The decree is not yet in effect. The judge 
involved held back from enforcing it until 
a monitor was chosen. This should have 
been done by March 1st, but the city coun- 
cil dithered until, on May 18th, it eventu- 
ally picked Kroll Associates, a security firm 
whose boss, a former New York prosecu- 
tor, will lead the monitoring team. The 
judge still has to approve of the choice. 

Messrs Hahn and Villaraigosa, both 
Democrats, have embraced the consent 
decree much more warmly than the cur- 
rent mayor, Richard Riordan. Like Mr 
Parks, Mr Riordan abandoned his opposi- 
ton to the idea only when it became clear 
that it had enough support in the city 
council to override their wish to do all re- 
form internally. 

The LAPD needs outside monitoring 
because it has proved unable to reform it- 
self. The terms of the consent decree re- 
semble part of a much longer list of 
changes suggested in 1991 by a commis- 





What they're up against 


sion led by Warren Christopher, a Los An- 
geles lawyer who went on to become 
secretary of state, after officers were filmed 
beating a black man, Rodney King. Those 
suggestions had in turn echoed proposals 
made after the Watts riots in 1965. None of 
these earlier recommendations was 
adopted. 

The more recent Justice Department in- 
vestigation followed allegations by Rafael 
Perez, a CRASH Officer in Rampart, a poor, 
predominantly Latino part of the city. In 
exchange for lenient treatment after he 
was arrested for stealing cocaine from a 
police-station locker, Mr Perez confessed 
that he and another officer had shot un- 
armed men and then planted guns on 
them. He claimed that fabricating evi- 
dence and falsifying testimony were stan- 
dard practice in CRASH, which saw itself 
as the outfit that “intimidates those who 
intimidate others”. 


Crash reports 

His revelations and accusations have dev- 
astated the city’s law-enforcement system. 
So far 100 convictions in which Mr Perez 
was involved have been overturned, and 
$30m paid out in compensation. Lawyers 
estimate that the final damages may run to 
$100m. Seventy officers are under investi- 
gation. Morale has plummeted. 

Yet most people in Los Angeles seem 
less worried by the Rampart scandal than 
they were by the Rodney King beating, 
even though the former involved more 
victims. Rough stuff, it appears, is less trou- 
bling when the victims are gangsters. Since 
their release, several of the gang members 
fitted up by CRASH have been shot by ri- 
vals or arrested on fresh charges. On March 
13th a man crippled and then framed by 
Mr Perez was arrested in Las Vegas for drug 
possession, producing more shrugging of 
shoulders. And gang violence has risen in 
the past year, after steadily dropping for a 
while. 

Both mayoral candidates therefore bal- 
ance their support for the consent decree 
with plenty of tough noise about crime. 
Each is quick to emphasise that he believes 
most of the LAPD’s officers are honest. Al- 
most the only difference between Mr 
Hahn and Mr Villaraigosa is a minor argu- 
ment about whether the force should in- 
troduce a working week of three 12-hour 
days for some officers. Mr Hahn is in fa- 
vour, thus buying himself the endorse- 
ment of the police union. Mr Villaraigosa 
is against, although he does countenance 
trying out a week of four ten-hour days. 

Saying the right thing about police 
hours may help to decide the election. 
Once in office, though, the next mayor will 
have more to worry about than keeping 
the cops at the back of room smiling. Los 
Angeles needs a police force that lives up 
to its promise to “protect and serve” the 
city without bringing disgrace onit. = 
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Black America’s new champion 


NEW YORK 
He’s running for president 


HE Rev Al Sharpton confessed to a se- 

cret fantasy this week: “the day Rudy 
Giuliani has to say ‘Good morning, Rever- 
end Mr President’.” Cynics might jibe that 
most people with Mr Sharpton’s history 
would probably be on the run, not plan- 
ning to run for America’s highest office. As 
it happened, on May 23rd he was sen- 
tenced to 90 days in jail for trespassing on 
navy land during a protest against military 
exercises. The offence was added to sev- 
eral prior arrests for civil disobedience in 
New York. 

Notwithstanding that, and although 
his chances of becoming president remain 
mercifully small, Mr Sharpton decided 
this week to run for the Democratic nomi- 
nation. This declaration marks another 
milestone in his attempt to replace Jesse 
Jackson as the country’s leading left-wing 
black politician. 

Mr Sharpton’s rise is aremarkable story 
of triumph over adversity, much of it self- 
inflicted. Yet, ironically, without his fre- 
quent scrapes, he would probably never 
have achieved his current prominence. 
Starting out as a preacher in Brooklyn at 
the age of four, he later became youth di- 
rector of Mr Jackson’s Operation Bread- 
basket. He is close to both James Brown, 
the godfather of soul, and Don King, the 
godfather of boxing (indeed, he has just 
helped organise a concert for Mr Brown in 
Beijing next month before a boxing match 
promoted by Mr King). 

In Mr Sharpton’s favour stand a sharp 





Leadership in action 


wit, courage and a remarkable talent for 
publicity. But these have often been used 
to ill effect. In 1987, he supported claims— 
later discredited—by Tawana Brawley, a 
teenager, that she had been gang-raped by 
white men, including law-enforcement 
agents. He still has not apologised to Ste- 
ven Pagones, a prosecutor whom he ac- 
cused of taking part in the rape. However, 
his $87,000 debt to Mr Pagones resulting 
from a defamation suit has now been 
paid—most of it by prominent black busi- 
nessmen and Johnnie Cochran, O.J. Simp- 
son’s lawyer. They hope that this puts the 
case behind the aspiring president. 

In 1991, he survived a stabbing during a 
march through Bensonhurst, where a 
black teenager had been killed by a white 
mob. In 1995, he talked about the need to 
oust the “white interloper” from Harlem, 
and his supporters marched daily outside 
Freddy’s Fashion Mart, a non-black-run 
store there, chanting about “blood-sucking 
Jews”. This ended violently when a protes- 
ter shot and wounded three whites and a 
Pakistani, and then started a fire that killed 
eight people, including five Latinos. 

Mr Sharpton’s renaissance began when 
he led peaceful protests against the shoot- 
ing of Amadou Diallo by the New York Po- 
lice Department in 1999. By early 2000, 
aspiring candidates Hillary Clinton and Al 
Gore had visited him for a blessing. Late 
last year, Mr Sharpton increased his na- 
tional presence, protesting at an execution 
and at the Florida recount. He intends to 
make the Democrats’ mishandling of that 
recount a big theme of his campaign. 

This year Mr Sharpton has tried to re- 
peat the Diallo protests in Cincinnati, 
where rioting followed the police shooting 
of an unarmed youth. And, to establish 
himself as an international statesman, he 
has travelled to Sudan to highlight the pro- 
blem of slavery—and plans to return soon, 
accompanied by Michael Jackson. In a re- 
markable display of political maturity, he 
even decided to stay away from the trial 
earlier this year for gun possession of rap- 
per Sean “Puffy” Combs. 

His return to polite society has been 
marked with a flattering cover story on the 
“post-Sharpton Sharpton” in the New York 
Times magazine. “History has plopped 
him in a very large spotlight on a very 
empty stage.” Gotham magazine investi- 
gated what happens when you take Mr 
Sharpton to “a society restaurant and sur- 
round him with intriguing people”. An- 





swer: it’s fun. 

This week’s presidential announce- 
ment was, in part, a sly way of confirming 
that Mr Sharpton will not run for Mayor of 
New York. In 1997 he polled 32% in the 
Democrat primary. This year, he hopes to 
dominate that race from the sidelines. 

But his real aim is to replace Jesse Jack- 
son. Mr Jackson’s star has been waning 
this year. First came the news that he had 
fathered a child in an adulterous relation- 
ship. Then there were claims that Mr Jack- 
son's family has benefited financially from 
his political campaigns against companies 
with too few black employees. Mr Sharp- 
ton’s campaign of damning Mr Jackson 
with faint praise has been awesome (eg, 
comparing Mr Jackson to Muhammad Ali, 
who “can’t fight no more, but he’s still a 
great champion”). 

Being the leader of black America 
means less than it once did. A growing 
number of blacks, particularly middle- 
class ones, are appalled by what Mr Sharp- 
ton stands for. But he may be capable of 
mustering enough votes in the presiden- 
tial primaries to exert a powerful leftward 
influence on Democrat policies. Mr Bush 
should wish him well. = 


Abortion 


Is a fetus a person? 


COLUMBIA, SOUTH CAROLINA 


The old argument won’t go away 


EGINA MCKNIGHT, a 24-year-old drug 

addict, has been sentenced to prison 
for 12 years in South Carolina. Miss 
McKnight smoked crack cocaine in 1999 
while she was pregnant. Her unborn baby 
died in the eighth month. Miss McKnight, 
who has three other young children and is 
now pregnant again, has been convicted 
of homicide. 

South Carolina is the only state where, 
by law, a fetus able to live outside its 
mother’s body is considered a person with 
legal rights. This law is not of long stand- 
ing, but the result of a court decision of 
1997. Abortion advocates see it as a par- 
ticularly egregious part of widespread at- 
tempts by anti-abortionists to establish 
fetal rights in any area of law they can. 
Their purpose, says the pro-abortion 
camp, is ultimately to overturn Roe v 
Wade, the 1973 Supreme Court ruling that 
made abortion legal in America. 

For years, various state legislatures 
have been chipping away at Roe v Wade by 
passing laws that make it more difficult for 
women to obtain abortions. But abortion 
supporters fear that, with George Bush in 
the White House, Roe v Wade itself may be >» 





> overturned if the new president, who op- 
poses abortion, is able to place enough 
like-minded justices on the high court. (Mr 
Bush implied during the campaign that he 
would not overturn it, but would respect 
settled law; many do not believe him.) 

The Supreme Court has so far been si- 
lent on the issue, declining to hear an ap- 
peal of the original 1997 South Carolina 
case. Roe v Wade ruled that, in the third tri- 
mester of pregnancy, the state had such a 
compelling interest in protecting the life of 
the unborn child that it could forbid abor- 
tions. The justices in 1973 stopped short, 
however, of calling the unborn fetus a per- 
son at any stage. 

So far, nearly two dozen other states 
have rejected the criminal prosecution of 
pregnant women for behaviour that 
harms their fetuses. This includes the Flor- 
ida Supreme Court, which ruled five years 
ago that a pregnant woman who had shot 
herself in the stomach could not be 
charged under a homicide statute. But 
South Carolina soldiers on. 

The thin-end-of-the-wedge argument 
against the South Carolina law is, how- 
ever, less compelling than the unfair way it 
works in practice. It is mainly applied 
against drug addicts. Women who drink or 
smoke or drive recklessly while pregnant, 
and then deliver a stillborn child, are not 
being arrested; perhaps because many of 
them are well-to-do and white and not, 
like Miss McKnight, poor and black. 


Affirmative action 

The man who started it all was Charlie 
Condon, who used to be Charleston's 
prosecuting attorney. In 1989, Mr Condon 
began to get drug-abusing pregnant 
women arrested for child abuse when 
they turned up for pre-natal treatment at a 
Charleston public hospital. All the moth- 
ers arrested were poor, and nearly all were 
black; several later served jail terms. 

Mr Condon, a conservative white Re- 
publican who rode the attendant publicity 
to victory several years later in the election 
for state attorney-general, discontinued 
the policy in 1994 when ten women filed a 
lawsuit. The Supreme Court ruled in that 
case, Ferguson v City of Charleston, that 
hospitals could not test pregnant women 
for drug abuse and then inform the police 
without the women’s consent. 

Mr Condon, who has perfected the art 
of self-promotion, praised the McKnight 
verdict and has announced that he will 
run for governor next year. Only a handful 
of South Carolina prosecutors have fol- 
lowed his lead and brought charges 
against pregnant women who are drug ad- 
dicts. Some say they use the threat of pros- 
ecution to persuade the women to get drug 
treatment. But South Carolina has few 
drug-treatment programmes for the poor, 
and current budget problems may oblige 
the state to cut back even on those. m 


Texas and water 


Pay up or dry up 


AUSTIN 


Another state trying not to go thirsty 


O IL built Texas, but water will shape its 
future. With five droughts in the past 
four years, water is running out fast. The 
Rio Grande, one of the state’s main 
sources, has failed to reach the Gulf of 
Mexico for the first time in about 50 years. 
And demand is soaring, with the number 
of Texans expected to double by 2050. If 
this goes on, El Paso will run out of water 
in 20 years and other cities not much later. 

Can the supply be increased? Texas has 
been squabbling with its neighbours 
about the division of the Rio Grande’s wa- 
ter. There is talk of new reservoirs, but they 
may not be ready before El Paso and other 
cities have gone dry. Since surface water is 
so scarce, many people want to pump 
more water from underground aquifers. 
This would help—55% of the state’s popu- 
lation already depends on such water for 
drinking and agriculture—but reliance on 
well water, if not handled carefully, could 
create vast environmental problems and 
leave the state with no water reserves. 

So Texas is again wondering how to cut 
demand. Nobody can stop the state’s 
population growing. But there are surely 
ways to limit the amount of water each 
Texan uses. Americans consume more wa- 
ter per head than most people, yet the 
price (a third of a cent per gallon) is lower 
than in most other rich countries. Water 
takes up less than 0.8% of the average 
American household budget. In theory, a 
price increase could achieve two things. It 
could raise money to help build better 
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pipelines. It could also tame consumption, 
perhaps by as much as 20% in some areas. 

Meanwhile, however, T. Boone Pick- 
ens, an erstwhile corporate raider, has 
been working on the supply side. He has 
been busy buying water rights in western 
Texas, setting up a consortium of land- 
owners who have agreed to sell him their 
water at a given price. Mr Pickens hopes to 
pipe 150,000-200,000 acre-feet of water 
from the vast Ogallala aquifer in the Texas 
Panhandle to the state’s parched cities. (An 
acre-foot, enough water to cover an acre a 
foot deep, is 326,000 gallons, or some 1.2m 
litres.) 

The cities would pay on a sliding scale, 
depending on the distance Mr Pickens has 
to pump the stuff. Far-away El Paso would 
pay $1,400 per acre-foot, Dallas around 
$800. Much of the projected revenue of 
$200m would go into building pipelines to 
carry the stuff. But these are still stiff prices: 
the state of California recently paid $260 
an acre-foot in a similar deal. 

Environmentalists have reason to 
worry, too. The Ogallala replenishes itself 
at a rate of less than one acre-foota year. In 
these circumstances water extraction is lit- 
tle different from mining. Indeed, Texas 
law treats water much as it does oil or gold: 
anybody who has access to the stuff can 
extract as much as he wants. 

In theory, such water is protected by 
Texas’s Groundwater Conservation Dis- 
tricts. But the state’s strong tradition of 
property rights limits the Gcps'’ ability to 
control men like Mr Pickens. C.E. Williams, 
general manager of the Panhandle’s 
Groundwater Conservation District No. 3, 
which deals with Mr Pickens, thinks the 
current crisis justifies pumping up to 50% 
of the Ogallala. But Mr Pickens’s methods, 
he argues, would empty it within 25 years. 

Mr Williams is pinning his hopes on a 
bill that is currently being discussed in the 
state legislature. This would allow more 
GCDs to be established, and empower 
them to levy a fee of at least two-and-a- 
half cents per 1,000 gallons to study the ef- 
fects of pumping and set up replenish- 
ment projects. The only trouble is, Mr 
Pickens may have already got himself ex- 
empted from the fee. m 
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Lexington Rumsfeld’s defence 


His plans for military reform have been roundly—and wrongly—condemned 


. 7 B y . 
r. Te — "4 d; 
S i r 4 en ° 
I EITS | O A a 
es 2. d ' A " ; ig ’ T. 


—— = = 


A GEORGE BUSH prepares to unveil what is likely to be the 
most wide-ranging military reform for decades, a strange 
conventional wisdom is forming in Washington. It goes like this: 
Donald Rumsfeld, the defence secretary, has been stealthily set- 
ting up a Hillary Clinton-like policy review. By shutting 
important constituencies out of his defence plans, he has fool- 
ishly caused a backlash against those plans even before they 
have been made public. The result is that he is being forced to 
scale back his earlier vaulting ambition and if things go badly 
could even end up watching his defence review suffer the fate of 
Mrs Clinton’s health-care plan: it will be dead on arrival at Capi- 
tol Hill. 

Parts of this picture are indeed accurate. And, given the un- 
certainties in Washington at the moment, defence reform may 
end up in the bin. But the conventional dismissal of Mr Rums- 
feld is premature and, on balance, is likely to be wrong. 

If anyone can push through fundamental reform of the most 
powerful armed forces in the world, it is Mr Rumsfeld. He has 
long been a believer in the main bits of the new defence agenda: 
an increase in small, ultra-high-tech, manoeuvrable weapons at 
the expense of large, heavily armed land divisions; a further 
shift in the Pentagon’s focus away from Europe towards Asia; 
and a change to the policy of preparing to fight two wars at 
once. As a central figure in his review, he picked Andrew Mar- 
shall, a Pentagon guru who has supported these ideas even 
longer than he has. And Mr Rumsfeld has the bureaucratic ex- 
perience to fight off the Pentagon's ingrained opposition to 
change. Unlike any of his predecessors, he has served as defence 
secretary before. 

So he must have known a backlash was inevitable. Last 
week, the joint chiefs of staff held a closed-door meeting in the 
Pentagon to vent their spleen against a review which, they com- 
plain, has shut them out of important decision-making. A 
former army chief of staff, General Gordon Sullivan, went pub- 
lic with the army’s anxieties by lambasting Mr Rumsfeld. 
Expressions of military alarm matter because even if he were to 
have his reform plans approved by politicians, Mr Rumsfeld 
must still rely on the Pentagon to implement them. 

But how many of his reforms will be approved? The noises 
coming from aggrieved senators suggest not many. Angry at not 





being consulted enough, the Republican leadership in the Sen- 
ate recently held up three of Mr Rumsfeld's nominations for 
senior jobs at the Pentagon—a slap in the face, since it is usually 
the opposition party that makes life awkward for the adminis- 
tration by deferring appointments. 

At the moment, Mr Rumsfeld is being attacked not for his de- 
cisions but for the process he set up to make them. The defence 
secretary established a score of working groups in the Pentagon, 
which were told to make specific recommendations on specific 
questions, but not to involve themselves in the overall picture. 
The secretary, along with his deputy, the president and the vice- 
president will assemble the pieces into a (with luck, coherent) 
whole. This is known as leaving everyone in the dark. 

Such a process does have shades of Mrs Clinton’s health-care 
fiasco. But it does not mean Mr Rumsfeld is in the wrong—either 
in principle or in practice. The Pentagon chiefs have no God- 
given right to determine American defence policy in advance. 
The country has civilian control of the military. As for those con- 
trollers in Congress, they will get every opportunity to pick the 
strategy apart when it is presented to them. 

It also seems unfair to criticise Mr Rumsfeld for not defend- 
ing his decisions before he has fully made up his mind. Previous 
reform efforts were derailed because, in the name of open con- 
sultation, defence chiefs and politicians were drawn into the 
review process too early. Bill Clinton’s first defence secretary, Les 
Aspin, wanted to look at whether America could move away 
from its two-war strategy to something called “win-hold-win” 
(fight one war to victory, run a holding campaign in the other, 
then seek to win that). His critics derided this as “win-hold- 
oops”, before the details were thrashed out, and had the idea 
squelched. Now many are prepared to support it. 

In so far as opposition to Mr Rumsfeld is based on offended 
amour propre, it seems likely to fade. The real problems will 
come from those who lose out from the substance of the re- 
form—notably the army, its backers in Congress and, in 
particular, congressmen with military bases in their districts. 
The grumbling and growling in the Senate clearly shows that 
there will be a battle over military reform (there always is). But it 
is wrong to conclude that Mr Rumsfeld is likely to lose the fight. 

With two ex-defence secretaries and a former chairman of 
the joint chiefs of staff in the cabinet, it will be hard for oppo- 
nents to argue that the Bush administration does not understand 
the military. More important, the new defence policy does not 
require an immediate choice between, say, building space 
weapons and junking aircraft carriers on the one hand, and con- 
tinuing with the existing military structure on the other. For the 
next few years, much of the so-called “revolution in military af- 
fairs” will be pursued by increases in R&D spending, which 
would amount to 3% of the annual defence budget even if the 
most starry-eyed proponents of the revolution get their way 
(which they won't). The hard choices occur only later. Mr Rums- 
feld’s current tactics may even be a feint to secure passage of just 
such an R&D increase in exchange for not cutting existing pro- 
grammes as much as the opponents fear. 

In the end, Mr Rumsfeld is subject to his own civilian control. 
It will be Mr Bush who sells the defence plans to Congress. And 
it will be Mr Bush who decides whether to fight for these plans 
or for, say, Social-Security reform. Mr Bush may yet choose not 
to engage in a battle with the Pentagon and its allies. That would 
be Mr Rumsfeld’s problem. It would hardly be his fault. m 
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The drug war 





The struggle to exterminate a 
much-loved Andean shrub 


Efforts to wipe out the coca crop and stop the flow of cocaine are attracting more 
money and more allies than ever before. Will they work? 


N THE next few days, American officials 

are due to decide whether to restart sur- 
veillance flights over Peru and Colombia 
aimed at denying the freedom of the skies 
to light aircraft used by drug traffickers. 
These flights were suspended last month, 
after Veronica Bowers, an American mis- 
sionary, and her baby were killed when 
their aircraft was strafed by a Peruvian air- 
force jet. Despite unease in the United 
States Congress, the likelihood is that Presi- 
dent George Bush’s government will rec- 
ommend that the flights should resume. 
That is because they are an integral part of 
an ever more elaborate effort, started over 
two decades ago, to cut the flow of cocaine 
from producer countries in the Andes to 
consumers in the United States. 

John Walters, Mr Bush’s choice for the 
post of “drug tsar”, is a strong supporter of 
such “supply-side” anti-drug programmes. 
In the Andes, these have three parts: eradi- 
cation of coca, the shrub from whose 
leaves cocaine is extracted; the closing 
down of processing laboratories and traf- 
ficking rings; and alternative develop- 
ment, or helping coca farmers to earn a 
living in other ways. The death of Mrs 
Bowers and her daughter brought home to 
ordinary Americans just how much their 
country’s “war on drugs” in the Andes has 
come to resemble a real war, complete 
with civilian casualties and some less- 
than-attractive allies, such as Vladimiro 
Montesinos, Peru's fugitive former intelli- 


gence chief who first put the shoot-down 
policy into practice. The missionary’s air- 
craft had been picked out by a spy plane 
operated by an American crew under con- 
tract to the CIA. Investigators are likely to 
report that the spy plane’s crew tried to 
warn the air-force jet not to attack. Even so, 
private contractors may be subjected to 
tighter rules and regulation in future. 
American officials say that the shoot- 
down policy is less important than it was 
when it began in 1994. That is partly be- 
cause Peruvian traffickers have found 
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other routes, but mainly because most 
coca production has moved to Colombia 
(see map). That, and the presence of guer- 
rilla armies in Colombia’s main drug-pro- 
ducing areas, led the United States last year 
to grant $1.3 billion under what it called 
Plan Colombia, to be spent on a new anti- 
drug army brigade and helicopters, and on 
development and human-rights projects. 

But the drug fighters are likely to want 
to resort to aerial enforcement once again. 
Last week American officials unveiled a re- 
quest to Congress for $882m for anti-drug 
programmes in and around the Andean re- 
gion in 2001-02. This continues Plan Co- 
lombia, but in modified form. 


Adios, Plan Colombia 
One change is lexical. Plan Colombia has 
been criticised for being likely to plunge 
the United States into a “new Vietnam”. It 
is now being rebaptised as the Andean Re- 
gional Initiative. A second change is de- 
signed, say American officials, to meet the 
criticism that Plan Colombia is too milita- 
ristic, and risks pushing drugs and vio- 
lence into neighbouring countries. So now 
the money is to be split roughly equally be- 
tween law enforcement and develop- 
ment, and with the neighbours getting 
slightly more than Colombia. The new 
plan is intended to sustain the assault on 
Colombia’s coca industry while prevent- 
ing its revival in Peru, Bolivia and else- 
where. So it involves extra dollops of aid 
for Peru, Bolivia and Ecuador, for develop- 
ment as well as enforcement, and smaller 
sums for Brazil, Panama and Venezuela. 
Will it work? American officials say 
that, for the first time, their effort to cut 
drug supply in the Andes is being backed 
with serious money. A report last week by 
the United Nations Drug Control Pro- 
gramme (UNDCP) suggested that the tide 


may be about to turn in Colombia: using »» 
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different methodology from that of the 
United States, it reckoned the country had 
163,000 hectares (402,000 acres) of coca 
last year, an increase of only 2% over 1999. 
Since then, police, backed by the Ameri- 
can-trained brigade, have sprayed about 


_ 35,000 hectares with herbicide. 


Nowadays, Latin American govern- 
ments are less hostile than in the past to 
the United States’ drug war. That is partly 
because of the increased aid. Peru could 
get around $200m this year, dwarfing its 
own anti-drug budget. And Latin Ameri- 
cans are aware that for their countries the 
overall costs of the drug trade—in violence, 
corruption and rising drug consumption— 
outweigh any economic benefit. 

Peru’s government is anxious to re- 
sume surveillance flights. But even more 
striking has been the change in Mexico: Vi- 
cente Fox’s government has shown itself 
to be far more willing than its predecessors 
to co-operate with American efforts to 
crack down on drugs. 

But there are limits to co-operation. 
“What the United States calls a regional ap- 
proach means us dealing with each coun- 
try separately,” says Michael Shifter, of the 


Inter-American Dialogue, a Washington 


think-tank. “There’s still a lack of the Latin 
Americans working among themselves 
and the United States being part of that.” 

Forcible coca eradication is particularly 
unpopular. In Bolivia, where eradication 
and alternative development have gone 
furthest, unemployed former coca farmers 
have swelled protests against the govern- 
ment of Hugo Banzer. Peru's government 
is continuing with its predecessor's policy 
of forced eradication of coca in national 
parks; this month coca farmers in Aguaytia 
staged roadblocks in protest. In Colombia, 
the government in February halted aerial 
spraying in the southern province of Putu- 
mayo, where almost half of the country’s 
coca crop is grown. Since then, officials 
have stressed voluntary eradication and 
alternative development. 

Economics, too, conspires against the 
anti-drug warriors. All the Andean coun- 
tries have recently suffered recessions, or 
sharp slowdowns in growth. Worse, the 
price of coffee, which is grown in similar 
places to coca, has slumped because of 
world overproduction, which may induce 
farmers to switch to coca. In Peru, coca pro- 
duction has been rising again since 1999, 
according to the UNDCP. The Apurimac 


valley, where there have been many ef- 


forts at alternative development since the 
mid-1990s, is once again “a sea of coca”, ac- 
cording to Hugo Cabieses, an adviser to 
coca farmers. 

Despite the drug war, total coca produc- 
tion is more than enough to meet demand, 
and the flow of cocaine is unstaunched. 
The anti-drug warriors may be richer, but 
they still face a Sisyphean task on the An- 
dean hillsides. m 


Politics in Colombia 
Limits to reform 


BOGOTA 
Time is starting to run out for the 
government 


NDRES PASTRANA has never been 
short of problems. Since becoming 
president in 1998, he has grappled not just 
with a drug-fuelled internal war, but with 
Colombia’s first economic recession since 
the 1930s and public disenchantment 
with a self-serving Congress. Now his ef- 
forts to deliver reform are being rebuffed. 

With the help of the mr, a devaluation 
and higher oil prices, the economy 
bounced back quickly last year (see chart). 
But growth remains weak, private invest- 
ment is slow to recover, and the govern- 
mentis struggling to cut its fiscal deficit. 

Last year, the government hit its fiscal 
target by raising taxes and trimming its 
budget. But in the medium term fiscal sol- 
vency depends mainly on reforming both 
the system of transfers from the centre to 
local governments and the country’s state 
pension schemes. A constitutional 
amendment to restrict transfers is now 
close to final approval in Congress, having 
passed the Senate last week. But it has 
been diluted. The government wanted 
transfers to be pegged to projected infla- 
tion plus 1.5%, indefinitely. Congress 
changed this to past inflation, plus 2% a 
year, rising to 2.5% from 2006-08, with no 
limit thereafter. The savings the finance 
ministry had hoped for over five years will 
now take seven, it says. 

As for pensions, the government wants 
to raise both contributions and the retire- 
ment age, and to eliminate special regimes 
for members of Congress, teachers, oil 
workers and the armed forces. The need 
for reform is clear: government spending 
on pensions rose from 0.8% of GDP in 1991 
to 2.3% in 2001, yet fewer than 30% of those 
eligible are covered. With unemployment 
at 19%, many workers are no longer able to 
make contributions. On the other hand, 
former congressmen get 20 times more 
than the basic pension. The government 
has set up anew working-group, involving 
business and unions, to discuss reform. 
Even so, progress will be slow. 

Juan Manuel Santos, the finance minis- 
ter, is sticking to his forecast for economic 
growth of 3.8% this year and 4.5% next. He 
points to evidence that construction is 
picking up again after a long slump, and to 
a surge in imports of machinery. But after a 
slow first quarter, others reckon growth 
this year could be as low as 2.5%. That 
would make the fiscal target harder to 
reach. Given Colombia’s problems, the 
IMF is likely to be accommodating. 


R Recovery plan | 
Colombian growth and public finances 
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Not so Colombia’s politicians. This 
week, after three years of discussions, the 
Senate finally killed Mr Pastrana’s plan for 
political reform, originally intended to en- 
courage Colombia’s guerrillas to make 
peace. The proposed reform would have 
required each political party to present a 
single list of candidates, rather than the 
current plethora. Proponents argue that 
this would have created stronger parties 
and reduced corruption. Politicians saw it 
as a threat to their hopes of re-election. 

Mr Pastrana still has 14 months of his 
term left, but already attention is shifting 
to next year’s presidential election. With 
Congress in no mood for radical measures, 
the prospects for reform are dimming. @ 





Brazil's energy crisis 
St Peter is innocent 


SAO PAULO 


Asin California, botched regulation lies 
behind an electricity shortage 


ACED with a looming energy shortage, 

Brazil’s government this week an- 
nounced final details of emergency mea- 
sures aimed at cutting electricity con- 
sumption by 20%, and intended to avoid 
regular blackouts. Contrary to an earlier 
promise by President Fernando Henrique 
Cardoso, consumers who exceed their 
electricity quotas face heavy fines, or even 
temporary disconnection. To give the elec- 
tricity companies more time to prepare, 
the start of rationing has been postponed 
to July. But Brazilians are already counting 
the cost to the economy. And consumers’ 
groups have started winning court injunc- 
tions against rationing; the attorney-gen- 
eral says he will deploy up to 600 lawyers 
to get them reversed. 

Mr Cardoso blames the energy short- » 
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> age on St Peter, whom Brazilians tradition- 
ally credit with controlling the weather. 
He says an exceptional drought is draining 
the country’s hydro-electric dams, which 
supply nearly all its electricity, at a time 
when the economy, and thus electricity 
demand, is growing. In the past four years 
south-eastern Brazil—which includes Sao 
Paulo, its chief industrial state—and the 
north-east have had their lowest rainfall 
since the 1970s. Climate change? Meteorol- 
ogists say they cannot yet be sure. 

Power shortages have looked immi- 
nent several times in recent years, but just 
enough rain has fallen to avoid them. That 
has encouraged official complacency. In 
fact, southern Brazil has had above-averge 
rainfall in the past year; the dams there are 
full. But a failure to expand the transmis- 
sion grid limits the export of electricity 
from the south to the industrial heartland. 
Since erecting power lines is far quicker 
than building power stations, expanding 
the grid is the “priority of priorities”, says 
Adilson de Oliveira of Rio de Janeiro’s Fed- 
eral University. 

Officials want private firms to pay for 
and build new lines. If they do not start do- 
ing so quickly, the government will pay for 
the job itself. Some left-wingers blame pri- 
vatisation for the current fiasco. But the op- 
posite is closer to the truth. Most of Brazil's 
electricity generation is still owned by the 
federal or state governments. Faster pri- 
vatisation would have freed the industry 
from government spending constraints, al- 
_ lowing swifter expansion. 

Partial privatisation has gone hand-in- 
hand with Californian-style bungling of 
tariffs. Under their contracts with the regu- 
lator, the electricity firms are meant to be 
able to pass on to customers any rise in the 
cost of gas. But the generators complain 
that in practice the regulator has not let 
them fully pass on a recent cost increase, 
caused partly by the weakening of Brazil's 
currency, the real, against the dollar, in 
which gas is priced. 


The candle makers respond to market signals 
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Sex, death and desert snafus 


TIJUANA 


Anew plan to help migrants stirs passions 


HAS been dubbed “the happy box”, 
and is the latest wheeze from President 

Vicente Fox’s government to help Mexi- 
cans who illegally cross the border into 
the United States each year. The plan, 
costing $2m, is to furnish 200,000 of 
them with a survival kit: a box contain- 
ing medicines, bandages, anti- 
dehydration powder, water and emer- 
gency rations to help on the dangerous 
trek across the deserts that straddle the 
border. But 25 condoms? 

“Anything that helps migrants is 
good,” says Roberto Martinez of the 
American Friends Service Committee, a 
Quaker organisation, who works with 
immigrants in San Diego. “But I don’t 
think this will stop people dying.” 
Across the border, Victor Clark, director 
of the Tijuana-based Binational Centre 
for Human Rights, is more scathing. 
“Carrying these boxes will be like wear- 
ing a sign saying ‘I’m an illegal 
immigrant.’ And why the condoms? The 
last thing you want to do when you've 
just crossed the border is have sex.” 

According to American offcials, 369 
people died trying to cross the frontier 
last year, mainly of hunger or thirst. But 


As a result, few of the 55 new gas-fired 
power Stations that the government wants 
private firms to build have got off the 
drawing-board. The government has 
promised to fix the tariff problem, but has 
procrastinated over doing so. 

Officials hope that afew months of eco- 
nomising will see Brazil through until the 
start of the rainy season in November, and 
that, by next year, generating and trans- 





at least migrants are no longer routinely 
robbed or beaten up by the Mexican po- 
lice before they reach the border. Special 
units, called Beta Groups, now patrol 
busy crossing-points to protect migrants. 
Helping them survive the crossing 
seems a sensible next step—and all part 
of recognising that migration is an econ- 
omic, not a criminal, phenomenon. 

Past governments handed out some 
survival kits. Their revamp is the brain- 
child of Juan Hernandez, who heads a 
new presidential office to help migrants. 
He has swiftly backtracked on the con- 
doms, saying that the box’s precise 
contents are still being discussed. More 
worrying is that press reports of Mr Her- 
nandez’s plan seemed to take his 
colleagues by surprise. Never heard of it, 
said the foreign ministry. No budget for 
it, claimed the immigration office. 

Mr Hernandez’s job is just one of sev- 
eral new posts created by Mr Fox. But his 
government does not yet seem to have 
worked out how to co-ordinate new 
agencies with existing ones. Given that 
they were created to tackle Mexico’s 
most pressing problems, that is not a 


happy sign. 


mission capacity will have expanded 
enough to prevent shortages. But is a 20% 
cut in power consumption achievable? 
Not without pain, says Mr de Oliveira. 
Households will have to do without such 
comforts as freezers and air-conditioners. 
Andelectricity-guzzling industries, such as 
aluminium smelting and steel making, are 
likely to have to reduce output. 

Economists have cut their forecasts for 
economic growth this year. Rodrigo Aze- 
vedo of CSFB, an investment bank, had ex- 
pected growth of 4.1%, but reckons it will 
now be perhaps one percentage point less, 
Others are gloomier. Since many energy- 
dependent industries are exporters, the 
trade balance will be hit too. All this has 
caused the real to weaken further, putting 
the Central Bank’s inflation target at risk. 
As a result, on May 23rd it raised interest 
rates, for the third time this year. 

The economic pain will be greater still 
if consumers ignore the government's 
pleas to economise, triggering blackouts. 
But the government's palpable panic 
seems to be scaring consumers into cutting 
back. Electricity firms say demand has 
fallen in recent days, though not yet by 
20%. As they switch off the lights, many 
Brazilians will also be praying to St Peter 
for an unseasonal downpour. m 
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Israel and the Palestinians 


Yes to a ceasefire, no to a halt on 


settlements 


JERUSALEM 


Israel’s responses to the latest recommendations for ending Israeli-Palestinian 
violence show the disunity of the unity government 


O LONG as it was only the Palestinians 

who contended that an end to Israeli 
settlement-building would bring an end to 
the intifada, the Israelis could dismiss the 
notion. But now an ultra-respectable inter- 
national group, led by George Mitchell, a 
former American senator and peace bro- 
ker for Northern Ireland, has made the 
Same connection between settlements 
and violence. The commission’s report, 
published on May 21st though leaked ear- 
lier, urges a complete ceasefire to be fol- 
lowed by a complete freeze on further 
settlement-building, including construc- 
tion in existing settlements. 

The recommendation has predictably 
exacerbated the disunity between hard- 
liners and moderates in Ariel Sharon's 
government of national unity. Avigdor 
Lieberman, the minister of infrastructure 
and an extreme hardliner, gave warning 
this week that if Mr Sharon accepted the 
Mitchell report the government would fall 
apart. Labour members threatened a crisis 
if he did not accept it. So Mr Sharon and 
Shimon Peres, his Labour deputy, are try- 
ing to devise a policy that will reconcile ac- 
ceptance with non-acceptance, and get 
their parties—and the rest of the world—off 
their respective backs. 

On May 22nd Mr Sharon called pub- 
licly for an immediate ceasefire. Privately, 
he ordered the army to stop any further of- 
fensive actions. The soldiers were to shoot 
only if they were in direct danger, his offi- 
cials said, and Mr Sharon would allow 
“several days” to see how the Palestinians 
reacted to his gesture. It did not take that 
long: the next day, Palestinian gunmen 
killed an Israeli contractor driving in the 
West Bank, and a fierce battle in Gaza left 
several Palestinians wounded. 

In his public statement, Mr Sharon also 
said that, if there were a complete ceasefire 
that held up through a “significant cooling- 
off period”, he would then be prepared to 
discuss the Mitchell report's confidence- 
building measures, among them the settle- 
ment freeze. He was sure, he said, that a 
way could be found to accommodate the 
“ongoing needs” of the settlements while 
allaying Palestinian fears that more con- 
struction would close off negotiating op- 
tions. No new land need be requisitioned 
for further home-building: “There is quite 
enough available.” But if bypass roads 
needed to be built, for security reasons, 
then land would “certainly” be taken. 


Creating facts on the West Bank's hills 


The prime minister pointedly praised 
Colin Powell, America’s secretary of state, 
for emphasising, a day earlier, that the 
commission's call for a ceasefire was not 
dependent on the recommended settle- 
ment freeze (see next story). America’s am- 
bassador to Israel, Martin Indyk, its con- 
sul-general in Jerusalem, Ronald Schlicher, 
and the new special assistant for the Mid- 
dle East, William Burns, are to start shut- 
tling between Israel and the Palestinians. 

For his part, Mr Peres claims that the 
Mitchell report will be adopted by both 
sides, and will lead to a speedy resump- 
tion of peace negotiations. Building work, 
he maintains, can quietly continue within 
existing settlements, so long as it does not 
mean new land expropriations. 

But the Palestinians have dismissed Mr 
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Sharon's ceasefire call as a public-relations 
stunt, accusing him of tendentious selec- 
tivity in his ostensible acceptance of the 
Mitchell plan. They have called for the 
adoption of the Mitchell proposals as an 
integral whole, and for an international 
summit to devise “a practical mechanism” 
for implementing them. Yasser Arafat, on 
the telephone to George Bush, appealed 
for the president's personal intervention. 

A similarly sceptical view of the Israeli 
government's position came from Israel's 
opposition leader, Yossi Sarid. Mr Sharon, 
he said, had no genuine intention of ac- 
cepting the Mitchell report; he was merely 
pretending to accept it while emptying it of 
all significance. Mr Peres, too, was pretend- 
ing: since much of the land on the West 
Bank had been designated “state land”, no 
further expropriations from individuals 
were required to continue building. “The 
world won't buy this bullshit,” said Mr Sa- 
rid, “and nor do I. The Mitchell report is the 
last hope to avert full-scale war.” 

Mr Sarid’s harsh tone chimed with the 
widespread and angry domestic criticism 
of Mr Sharon for ordering F-16 fighter- 
bombers to bomb targets in several Pal- 
estinian towns on May 18th, after a sui- 
cide-bomber had killed five Israelis at a 
shopping mall in the coastal town of Neta- 
nya. This was the first time that warplanes 
had been used in the eight months of the 
intifada, and it left many Israelis aghast. 

Twelve Palestinian policemen were 
killed in the air raids, and hundreds of ci- 
vilians injured. One target was a prison in 
Nablus where a prominent Hamas terro- 
rist was reportedly being held; he was ap- 
parently not hurt, if he was there at all. 
Israeli newspapers reproached Mr Sharon 
for reacting with his gut rather than his 
head. “What do we do next week,” asked 
Dan Meridor, chairman of the Knesset for- 
eign-affairs committee, “if there is a worse 
terror attack, with more victims?” 

The discomfort at the way Mr Sharon 
and the army are fighting the intifada was 
intensified on May 20th when an Israeli 
tank fired two shells at the Ramallah home 
of Colonel Jibril Rajoub, head of the Pal- 
estinian security force in the West Bank 
and a central figure in what remains of the 
Israeli-Palestinian dialogue. He was taking 
a shower, but escaped unscathed. Just 
hours earlier he had welcomed Israeli 
journalists at his office for a briefing, in the 
fluent Hebrew he learnt in jail. The army » 
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> said there had been repeated shooting 
from a position close to the house. There 
was no intention of hitting Mr Rajoub, 
whose force has consistently stayed out of 
the fighting. Awkwardly, though, the offi- 
cer in command of the tank unit told a ra- 
dio interviewer that his men did in fact 
know whose home they were firing at. 

The decision to use warplanes was 
taken by the “kitchen cabinet”, which com- 
prises Mr Sharon, Mr Peres and the minis- 
ter of defence, Binyamin Ben-Eliezer. All 
three doggedly defended the action. Other 
ministers, not in the loop, muttered their 
reservations, both over this and over the 
sophistry with which the Mitchell recom- 
mendations have been met. “We're in this 
government to protect our principles,” 
said Labour’s Matan Vilnai, the minister of 
culture and another ex-general. “If the gov- 
ernment doesn’t accept the Mitchell report 
in full, we shouldn’t be there.” m 


America and the Middle East 


A toe in the water 


WASHINGTON, OC 


Ethiopia 
Post-victory 
turmoil 


Domestic discontent threatens 
Ethiopia’s ten-year-old government 


T THE height of the war between Eri- 
trea and Ethiopia, Issaias Afwerki, Eri- 
trea’s president, predicted that the fighting 
would bring down his rival and former 
ally, Ethiopia's prime minister, Meles Ze- 
nawi. He was wrong. Mr Meles won the 
war last year. But now, after victory, his 
governmentis in trouble. 

Divisions at the heart of his administra- 
tion are exposing the fragility of his rule. 
Some say it is imploding. Mr Meles has 
been a reformer, bringing the market to a 


Colin Powell’s cautious words on the Mitchell report 


Y APPOINTING a special envoy to 

the Middle East and by endorsing the 
Mitchell report on the Israeli-Palestinian 
conflict, America’s secretary of state, 
Colin Powell, has made two small shifts 
in policy. It is still unclear how far he is 
willing to go on the bigger question of 
whether America is prepared to inter- 
vene to stop the fighting. 

But at least the Bush administration 
has abandoned its initial hope that it 
could ignore Israel and Palestine in order 
to concentrate on Iraq. Little has been 
heard of that idea since Mr Powell's trip 
to the Middle East in March. Linkage be- 
tween one Middle Eastern issue and 
another is, he discovered, rather strong 
in the minds of some 200m Arabs. 

Over the past few weeks, the admin- 
istration has been torn between increas- 
ing international pressure to step in, and 
its own fear of failure. The fear is born 
partly of Bill Clinton’s experience, but is 
also the result of its own—not unreason- 
able—assessment that the chances of a 
breakthrough are small. 

The Mitchell report offered a way out 
of the dilemma. Since it was a United 
Nations document, Mr Powell could en- 
dorse it without adopting it wholesale. 
Above all, he stopped short of endorsing 
its central and most controversial ele- 
ment, the proposal to freeze all Jewish 
settlement activity. Mr Powell merely 
said that settlements were a problem. He 
offered no American plan to end the 
fighting. Nor did he appoint a special en- 
voy, in the sense of someone (like 





Powell goes in gingerly 


Dennis Ross, Mr Clinton’s envoy) who 
had exceptional political status and re- 
ported directly to the White House. 

Instead, he asked William Burns, his 
assistant-secretary-designate for Near 
Eastern affairs, to work out how to help 
implement the Mitchell recommenda- 
tions, which, among other things, call for 
an unconditional ceasefire, and require 
the Palestinian Authority to arrest terro- 
rists operating in its areas. But Mr Powell 
has not committed his own authority, 
still less that of his president. 
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centralised state-run economy. The econ- 
omy shows a healthy growth rate and the 
harvest will be good this year. But prices 
for coffee, Ethiopia's chief export, are low, 
and the government spent millions of dol- 
lars on the war and lost millions in aid 
from disapproving donors. Now the urban 
poor cannot afford basic goods, and unem- 
ploymentis at an all-time high. 

In April thousands of university stu- 
dents demonstrated for academic freedom 
on their campuses. Unemployed youths 
took the protest to the streets where the de- 
monstrations degenerated into the worst 
public disorder for years. The government, 
seeing political plots behind what appears 
to have been a spontaneous uprising, re- 
sponded brutally. Some 130 people were 
killed—only 31, said the government. On 
May 8th Mesfin Wolde Mariam, a veteran 
human-rights campaigner, and Berhanu 
Nega, an academic, were arrested, accused 
of stirring up the students. The two men, 
and hundreds of opponents of the regime, 
are in prison but uncharged. 

On May 12th Mr Meles had more genu- 
ine grounds for fear when his head of secu- 
rity, Kinfe Gebre Mehdin, was shot and 
killed at the officers’ club in Addis Ababa. 
His death removes a close ally who kept 
the army subordinate to the government. 

This, in turn, has exposed divisions in 
the government. At the administration's 
core are Mr Meles and his friends from Ti- 
gray, who once formed the Marxist-Lenin- 
ist League of Tigray. That grew into the 
Central Committee of the Tigrayan Peo- 
ple’s Liberation Front (TPLF). After a long 
war, and in alliance with Eritrean rebels, 
the TPLF overthrew the Soviet-backed re- 
gime of Mengistu Haile Mariam in 1991. 
Originally a small separatist movement, 
the TPLF was suddenly faced with ruling 
this vast, disparate country. 

Tigray is far from Addis Ababa, whose 
Amharic residents resented the invasion 
of northerners. But the TPLF created like- 
minded parties among each of Ethiopia's 
main ethnic groups until they had con- 
structed what looked like a multi-layered, 
multi-party national political system. This 
coalition, known as the Ethiopian People’s 
Revolutionary Democratic Front (EPRDF), 
has ruled ever since. But the point on 
which the whole rests is the secretive, all- 
powerful TPLF Central Committee. 

This committee is now looking wob- 
bly. When a ceasefire and peace agree- 
ment were signed with Eritrea last 
December, the TPLF Central Committee 
split and 12 members were expelled be- 
cause they felt Mr Meles had sold out to 
western capitalism and had been weak on 
Eritrea. Many felt that Mr Issaias should 
have been crushed completely. A similar 
division splits the army. 

The prime minister has tried to roll 
with the pressure, showing toughness by 
creating problems for the UN peacekeep- »» 





> ing force, and by dragging his feet on the 
creation of a neutral buffer zone between 
the two countries. But that upsets Mr 
Meles’s western allies and the UN. He 
needs good relations with them to get a 
deal out of the IMF. 

Mr Meles is caught between interna- 
tional pressure and the demands of some 
of his oldest and closest allies. He tried to 
win support from other parties in the 
EPRDF, but each wanted its pound of flesh 
in return. His reinvented political struc- 
tures have not grown deep enough roots to 
give him an alternative power base. Next 
month the TPLF and all the other parties in 
the EPRDF should hold congresses to cele- 
brate ten years in power. But the dissenters 
are strong in Tigray, and could give the 
prime minister a hard time. m 


Ghana's violent past 
Skeletons under 
the sand 


ACCRA 
National reconciliation in Ghana 
means disinterring old horrors 


VIOLENT past is about to be dug up. Pe- 

titioned by the victims’ families, 
Ghana's president, John Kufuor, has or- 
dered that the remains of eight generals, 
who were summarily executed in June 
1979 on charges of treason and corruption, 
should be exhumed so that funerals and 
reburial can take place. It is a first step by 
Mr Kufuor, who was elected last Decem- 
ber, to honour his pledge to bring some 
form of reconciliation to his people after 
the 19-year rule of Jerry Rawlings. 

The generals, including three former 
heads of state, were executed at a shooting 
range on the beach after peremptory trials 
by a “people's court” set up by the Armed 
Forces Revolutionary Council (AFRC). The 
AFRC, a group of junior officers led by Mr 
Rawlings, then a 32-year-old flight-lieuten- 
ant, had overthrown the military dictator- 
ship of General Fred Akuffo, who was 
among the executed generals. The bodies 
were not returned to their families. But se- 
nior prison officials announced recently 
that they have documents showing where 
the men were buried. The reburial ceremo- 
nies are expected to be held in June. 

The AFRC ruled for three months be- 
fore handing over to an elected civilian ad- 
ministration. But there was more chaos 
and blood-letting packed into those three 
months than at any time since Ghana’s in- 
dependence from Britain in 1957. General 
Akwasi Afrifa, who in 1966 led a coup 
against the country’s first president, 
Kwame Nkrumah, was hauled to the beach 
firing range and executed for no apparent 
reason. Commodore Joy Amedume, chief 


of the navy, was executed for “using his of- 


ficial position to acquire a bank loan”, the 
equivalent of $20,000. 

Some think that even older skeletons 
should be disinterred. Enoch Mensah, an 
opposition member of parliament, points 
to the execution in the 1960s of Moses Ye- 
boah and Samuel Arthur, who were pun- 
ished for plotting to overthrow General 
Afrifa’s government. “Why don’t they go 
and dig them up too?” asks Mr Mensah. 

But there is a more recent horror that 
most Ghanaians would prefer to revisit. In 
1981, after Mr Rawlings, in another mili- 
tary coup, had overthrown the elected 
government that succeeded him in 1979, 
three judges and a retired army officer 
were gruesomely murdered. The four men 
were abducted from their homes by night, 
and their mutilated and charred remains 
were found days later in a field outside the 
capital, Accra. 

Four people, all associated with the 
Rawlings regime, were found guilty of the 
murders. Two were executed, and the oth- 
ers escaped. But the judicial inquiry into 
the murders left many questions unan- 
swered, and some people suggest that 
those who gave the orders to kill may still 
be walking free. The event, which trauma- 
tised Ghana's judiciary for years, is com- 
memorated as “martyrs’ day”. 

The attorney-general, Nana Akufo- 
Addo, long a campaigner for human 
rights, has expressed doubts whether the 
brains behind the murders were ever 





hauled in. But he says that, as in the case of 
the generals, individuals would have to — 
take the initiative by presenting a petition 
to the government. A potential petitioner 
is Kwabena Agyepong, the deputy govern- 
ment spokesman. Mr Agyepong 's father 
was one of the murdered judges, and he 
has been campaigning for years to have © 
the killings reinvestigated. 

A bill setting up a body to handle such 
petitions is already in the works. It seems 
only a matter of time before old misdeeds 
geta second hearing. If “national reconcili- 
ation” is handled carefully, it could indeed 
heal the country’s wounds. If handled 
badly, it could tear them open again. @ 


Egyptian security ; 
Shutting up Saadedin 
CAIRO 
Egyptjails an outspoken civil-rights campaigner 
Pee Na Egypt's government ciates, have raised fears that Egypt's j 
faced a violent insurgency by Islamist security services have widened their __ 
militants. Over 1,000 Egyptians died, brief dangerously. Arrests at gunpoint, 
and many more were arrested and tor- charges under emergency laws, and $ 
tured. The unrest eventually fizzled out. trials with no right of appeal have long _ 
What has lingered is the heavy handof been the fate of religious militants. In re- 
the state’s security apparatus. cent years the scope of summary justice — 
A reminder came this week withthe has grown to include urban profes- 
sentencing of a prominent civil-rights sionals from the Muslim Brotherhood, a — 
activist to seven years’ imprisonment. shadowy but powerful group that seeks 
Saadedin Ibrahim, a 62- sociol- “Islamic” rule by peaceful means. 
ogy professor, had been arrested last Such harsh methods are increasingly 
year, along with 27 employees of there- being used against less obvious threats 
search institute he ran, and charged with to the state. Recent victims include teen- 
a clutch of crimes ranging from fraudto agers accused of satanism, homosexuals, 
“defaming Egypt's reputation”. He was a series of unlikely “spies” for foreign 
thought to have raised particular ire by agencies, and businessmen tarred with 
championing the Coptic Christian mi- flimsy corruption charges. 
nority, by for openness in Egypt's Mr Ibrahim may perhaps be able to 
famously murky elections—and by at- appeal. The irony of the whole business 
tracting generous financing from is that Egypt’s image is damaged much 
western donors, including governments. more when university professors get 
The sentences, which included shor- thrown in jail than when they point out 


ter terms in prison for six of his asso- 


the government’s shortcomings. 
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Burying the big 
population story 
by Ben J. Wattenberg 


he overwhelming demographic story of 

our time has somehow failed to make it into 

the headlines, Here it is, in short: Never 
have birth and fertility rates fallen so far, so fast, so 
low, for so long, all over the world, already yielding 
some population decline, with much more to come. 
That story continues to be buried by the noise of “the 
population explosion”, a powerful trend that peaked 
decades ago, but which is still promoted by environ- 
mental alarmists and their allies, 

Recently, however, the United Nations Population 
Division had started “unburying” the facts. Some pro- 
jection techniques were modified to partially account 
for starkly falling fertility. The UN’s “Replacement 
Migration: Is it a Solution to Declining and Ageing 
Populations?” caused a firestorm. It predicted that 
European nations will either take in large numbers of 
immigrants, or suffer grievous economic damages. 

But now, alas, the recent release of the “high- 
lights” of the new UN biennial reference book “World 
Population Prospects - The 2000 Revisions”, once 
again buries the big story. That is too bad, because 
only the UN has the standing to correct the central 
misconception of our time. 

Consider the gist of the first four items of the 
executive summary of the document. World popula- 
tion is growing by 77 million per year, going from 6.1 
billion today to 9.3 billion in 2050, according to the 
“medium variant” projection, The gain will come 
entirely in the Less Developed Regions (LDR), even 


though the LDR “projection assumes continuing declines 
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in fertility”. The population of the modern “More 
Developed Regions” (MDR) is “anticipated to change 
little”. The 2050 global projection comes out at 413 


million more people than previously reported. 


Shouldn’t we be investing 
more in improving 
healthcare and education 
in the less developed 
regions where populations 
are growing? 


“More people” was the functional UN lead, and 
that is how the Associated Press, among other news 
organisations, reported the story. But saying that 
developed nations won't lose population in the next 
50 years is simply not accurate. Europe, Japan and 
almost every other developed country will suffer 
severe population losses, while the United States is 
projected to grow. 

Thus, the 2000 population of Europe is 727 mil- 
lion and the UN's “medium” projection for 2050 is 603 
million — a loss of 124 million people or 17%, an 
unprecedented drop. The “low” (and probably more 
likely) projection puts Europe at 556 million - a loss 
of 171 million or 24%. 

America, on the other hand, is slated to grow 
from 283 million today to 397 million in 2050. But that 
American projection assumes increasing fertility and 
immigration, which is dubious. American fertility has 
been below the replacement rate of 2.1 children per 
woman for 30 consecutive years. Why would it go up? 


It is equally unlikely that immigration will go up, 
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given trends elsewhere. Demographers say that 
Mexico, for example, has already breached the 2.1 
rate, down from a 1965-70 rate of 6.8 children. Like 
Mexico, there are already 21 nations from the LDR 
that have fertility rates below the replacement rate, 
including China, Thailand, Cuba, both North and 
South Korea, and Kazakhstan. 

The problem is not that the UN has made poor 
projections, but that it labels fairly high projections 
as “medium”. That word is immediately mis- 
interpreted as “most likely”, and in the media it is 
then further transmuted into “fact”. And so we read 
that the UN is predicting that the world population 
will rise from about 6 billion to about 9 billion and 
keep growing — instead of a more likely course of 
going from 6 billion to about 8 billion and declining. 

There is a big difference between growing and 
declining, especially when we consider the serious 
policy implications of population decline. How will 
the developed countries sustain their healthcare and 
pension systems if their populations are ageing even 
more rapidly than we had thought? And shouldn't we 
be investing more — much more — in improving 
healthcare and education in the less developed 
regions where populations are growing? Reporting 
growth when the likelihood is decline postpones con- 
sideration of these serious issues. And that is why 
burying the big story can be dangerous, 

Ben J. Wattenberg is a Senior Fellow at the 
American Enterprise Institute (AED. His most 
recent book, The First Measured Century, is avail- 
able from AEI, 1150 Fifteenth Street, Washington, 


D.C. (www.aei.org). 
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The EU's regional aid 


What’s ours is ours 


BRUSSELS 


What should happen to the EU’s aid to its existing poor regions when East 
European countries with far poorer ones join its ranks? The EU is split 


NEW motorway under the Spanish 

town of Malaga; the modernisation of 
the Belgian port of Zeebrugge; a restored 
medieval abbey in Ireland; a drop-in cen- 
tre for drug addicts in Lisbon; training pro- 
grammes for unemployed southern 
Italians. All these examples of the largesse 
of the European Union were displayed this 
week in glossy brochures and at promo- 
tional stands as European leaders met in 
Brussels to discuss the future of the EU’s re- 
gional aid policies. 

But the tone of the gathering was any- 
thing but celebratory. A row has broken 
out over the future of regional aid, which 
will consume €213 billion (say, $180 bil- 
lion), around 35% of the EU's budget, be- 
tween 2000 and 2006. The trouble springs 
from the prospect of “enlargement”: the 
spread of the Ev to take in up to 12 new 
countries, mainly in Central and Eastern 
Europe. The prospective new members are 
poorer than the existing 15. Under EU 
rules, a region's GDP must be 75% or less of 
the EU average to qualify it for “structural” 
funds, the bulk—€182 billion—of that €213 
billion total. Apply these rules in an en- 
larged EU, and the juiciest subsidies will 
flow to regions of countries like Poland 
and Hungary, rather than, as now, Spain, 
Greece and Portugal. 

The Spanish can see that the fiesta may 
soon be over, and they do not like it. The 
government of Jose Maria Aznar has is- 
sued a paper claiming that its own poorer 


regions will be the victims of a “statistical 
illusion” in an enlarged EU. They will not 
be any richer, but eight of the 11 (out of 17) 
Spanish regions that get EU aid at present 
will no longer fall below the 75% thresh- 
old, and so will be ineligible for aid. That, 
say the Spanish, is unacceptable. 

Rather curiously, they are invoking the 
vaunted principle of Eu solidarity to de- 
mand that the subsidies keep flowing. A 
normal interpretation of that word might 
suggest that it would be time for Spain, 
having benefited from Eu generosity, to be 
generous in turn. But Mr Aznar is under 
political pressure at home. The money is 
big, and besides, it is part of Spanish politi- 
cal folklore that Felipe Gonzalez, the for- 
mer Socialist prime minister, successfully 
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fought off German attempts to cut subsi- 
dies to Spain in the early 1990s. Mr Aznar 
cannot be seen to do worse. 

Spain leads the efforts to protect the fi- 
nancial privileges of the current recipients 
of regional aid, but it is not alone. Portugal 
and Greece, other notable beneficiaries, 
are urging the Spanish on. Ireland, whose 
GDP per person is now well above the Eu 
average, knows that the game is up. But It- 
aly, once Silvio Berlusconi is in the saddle, 
can be expected to weigh in (see next 
story). Its poor south—and those who run 
it—also does well from the system. 


Ways out? 

All this poses a problem. To negotiate with 
the applicants, the EU needs to make up its 
mind about the future of its big spending 
programmes, those for regional aid and ag- 
riculture. But Spain is threatening that, if it 
does not get some guarantees on regional 
aid, it will block internal EU agreement not 
only on that but on other sensitive topics, 
such as the free movement of labour. Hans 
Eichel, finance minister of Germany— 
which has its own axes to grind on free 
movement—has called this “blackmail”. 
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The European Commission is already 
floating some ideas for buying off the 
Spanish and the others. Though their 
structural aid will be reduced, it will not be 
cut off at one blow. Some still more expen- 
sive ideas are in the air. One is to raise the 
threshold for eligibility for structural funds 
to 90% of the Eu’s average GDP. Another is 
to use unemployment still high in Spain— 
rather than relative wealth as a basis for 
calculating eligibility. The Eu has already 
proved adept at inventing such politically 
inspired fudges on aid. Even under current 
rules the Union has managed to ensure 
that every country, no matter how rich, 
gets some sort of structural aid. 

Any compromise is bound to be expen- 
sive. One thing the Poles and the Spanish 
do agree on is that it would be a great idea 
to breach the current limit on total regional 
aid, which is capped at 0.45% of the EU’s 
GDP. A study circulating at this week’s 
conference suggested 0.66%, which means 
an extra €20 billion a year. The big contrib- 
utors to the budget, notably Germany, 
would not wear that. Indeed a policy pa- 
per issued by the ruling German Social 
Democratic Party suggested returning re- 
gional aid largely to national control. 


Does it work? 

Lost in this squabbling is the question of 
whether regional aid works. The European 
Commission says yes, noting that over the 
past decade income per person in Spain, 
Greece and Portugal has risen from 68% to 
79% of the EU average; and that poor re- 
gions too have generally been rising to- 
ward it. But a new study by two European 
academics, Michele Boldrin and Fabio Ca- 
nova, casts doubt on this rosy picture. EU 
aid to poor regions, they say, “does not ap- 
pear to enhance the capacity of these re- 
gions.” It is not so much development aid, 
they say, as mere income distribution. 

The fact that Greece, Spain and Portugal 
are catching up does not prove the case for 
structural help, they argue: any poor coun- 
try will tend to catch up once it joins a free- 
trade area with richer ones. And its poor 
regions will share in the trend. The most 
significant figure, say the two academics, is 
the gap between rich and poor regions 
within a country—and in most of the coun- 
tries whose poorest regions have been big 
recipients of Eu aid, that gap has widened 
over the past decade, especially in Spain, 
Greece, Italy and Britain. 

Of course defenders of regional aid can 
argue that things would be even worse 
without the Eu’s largesse. And ordinary 
voters do not read academic papers. But 
the row may cause some in rich countries 
to ask the awkward questions buried in 
talk of solidarity. Do they feel it? Just why 
should the citizens of Bristol or Brussels 
pay for a road to Bialystok or the new air- 
port building, shown on the previous 
page, of (none-too-poor) Bilbao? m 


Italy and the EU 


Questions, at last 


MILAN 
For the first time, an Italian government 
may not offer uncritical devotion 


FTER decades of unquestioning sup- 
port from Italy for the European Un- 
ion, its new government may take a new 
line. Within days of Silvio Berlusconi's vic- 
tory, Giulio Tremonti, his likely finance 
minister raised doubts about enlarging the 
EU: not too fast, he said, the development 
of Italy’s south must come first. 

From the European Commission came 
cries of horror. Romano Prodi, in 1996-98 a 
centre-left prime minister in Italy, averred 
that there was no link between enlarge- 
ment and EU aid to poor regions. Mario 
Monti, the competition commissioner, de- 
clared enlargement “an absolute priority”. 

This sort of debate is novel to Italians. 
They like the EU. When they had to cough 
up a special tax to qualify for the future 
euro-zone, they paid without moaning. To- 
day 61% of them trust the European Com- 
mission; the EU average is 46%. During the 
election campaign, the issue did not arise. 
So why did Mr Tremonti say what he did? 

Because that’s what he thinks. The cen- 
tre-right’s few eggheads have a practical, 
unromantic approach to the Ev. Antonio 
Martino, briefly foreign minister during 
Mr Berlusconi's short prime ministership 
in 1994, denies he is a Eurosceptic, but he 
talks like one. He also likes America, and 
its current administration, a lot. With Mr 
Tremonti, he and a few others will shape It- 
aly’s future European policy. And Mr Ber- 
lusconi’s best friend abroad is Spain's Jose 





Corleone has a Brussels godfather 





Maria Aznar, whose enthusiasm for en- 
largementis yet to be proven. 

Policy will depend much on who be- 
comes foreign minister. There are two can- 
didates left: Pier Ferdinando Casini, leader 
of the Christian Democratic Centre, a 
staunch ally of Mr Berlusconi; and Renato 
Ruggiero, a former head of the World Trade 
Organisation, and before that a diplomat 
and Fiat's ambassador-at-large. 

Mr Casini, aged 45, has little interna- 
tional experience. He would probably be 
closer to his boss, and to Mr Berlusconi's 
foreign-policy mentors. In contrast, Mr 
Ruggiero, at 71 a tough and experienced ne- 
gotiator, is a firm pro-European. He is said 
to have told Mr Berlusconi that he would 
not take the job unless he could carry on 
that Italian tradition—and act as a foreign- 
affairs professional, nota political pal. 

Mr Berlusconi once said he wanted a 
politician, and his main political allies cer- 
tainly would. But he may have had second 
thoughts: a respected international figure 
like Mr Ruggiero might improve his own 
image abroad. And President Carlo Aze- 
glio Ciampi is watching the race closely. 
He too is a keen European. & 


Central Europe's roads 


Crash, bang, wait 


EN ROUTE TO BUCHAREST, MAYBE 
The roads in ex-communist Europe are 
still pot-holed, jammed and deadly 


HY should West Europeans pay to 

build roads in ex-communist, now 
would-be Eu, countries to their east, did 
someone ask? He or she should try driving 
on them. 

The road from Poland’s Baltic port of 
Gdynia to Romania’s capital, Bucharest, 
begins well enough. A nice jaunt round the 
harbour, an obedient stop at a new set of 
traffic lights, and in a flash you are on a 
new stretch of motorway. For Poland, this 
is exciting. Traffic moves speedily and 
smoothly, exits are clearly marked, hyper- 
markets gleam on either side. It seems too 
good to be true. 

And so it is. Twenty minutes later, the 
motorway peters out, to become a crum- 
bling little country road. Welcome back to 
the relentless jams of the old Central Eu- 
rope, made far worse by a doubling in traf- 
fic since the end of communism. 

The challenge of knitting together a 
half-way competitive transport network 
still overwhelms Central European gov- 
ernments, despite the efforts of the Euro- 
pean Union to help. The Ev’s lofty if not 
very green ideal is to tie all of Europe to- 
gether by a new web of motorways, or, in 
EU jargon, “transport corridors”. The Un- »» 








> ion set up an agency in Vienna called the 
Transport Infrastructure Needs Assess- 
ment for Central and Eastern Europe. On 
its estimate—it has now shut up shop, its 
work done-—to bring Central Europe's 
roads up to scratch by 2015 would cost $48 
billion. Romania and Poland are in worst 
shape: Poland needs $16 billion, Romania 
$12 billion. 

Most of Central Europe's arterial roads 
are clogged. In western Poland, the main 
east-west highway carries ten times as 
much traffic as in 1989. In Poland as a 
whole, the number of cars has risen by 
70% in the past decade, while the number 
of rail passengers has fallen by half. 
Roughly the same pattern has emerged 
elsewhere, from the Baltic in the north to 
Bulgaria on the Black Sea. One trouble is 
the dearth of alternative routes. When a 
bridge in Poland, on the road linking Mos- 
cow to Berlin, was closed for repairs not 
long ago, the resultant traffic jam stretched 
across the entire country. 

Such gridlocks are expensive. In EU 
countries, transport uses up about 4% of 
GDP, in Central Europe twice as much. 
And the roads are far more dangerous. 
Rare is the journey in Central Europe when 
you do not pass the relics of a grisly acci- 
dent. Romania’s death-rate per vehicle is 
nearly three times the EU average, Poland’s 
double. Even the Czechs, with the safest 
roads in Central Europe, are twice as prone 
to lethal crashes as West Europeans. 

One feature of a trip from the Baltic to 
south-eastern Europe is the variable state 
of the roads. One minute you are purring 
along a motorway, in Slovakia, for in- 
stance. Then the motorway stops dead, 
and you are back on a pitted track—a lega- 
cy, to some extent, of an ousted prime min- 
ister, Vladimir Meciar, who had roads 
built where he thought there were votes to 
be won, and not elsewhere. 

Slovenia has done best of the ex-com- 
munist countries. Its motorways are so 
good that many drivers pass straight 
through the tiny country, from Austria to 
Croatia, barely noticing that they have 
been in it. “They don't even spend a cent,” 
complains a Slovene minister. Once in 


Croatia, you are back in a jumble of pot- 
holes, jams and crashes. There, the main 
coast road is particularly slow and twisty. 
In Serbia, the old Highway of Brotherly 
Love, once the Balkans’ main trade artery, 
has been torn up by NATO bombs. Many 
of the fancy cars with Italian and German 
licence plates on Serbian roads are stolen. 
“Come to Yugoslavia,” a wry Serbian slo- 
gan has it. “Your car is waiting for you!” In 
Romania the road is slower still. In the 
north-west of the country, wooden wag- 
ons drawn by horses, often driven by Gyp- 
sies, far outnumber motor vehicles. 

Across Central Europe at least one or 
two western features have arrived. Even in 
rural areas, smart petrol stations have 
sprung up. At a lonely one in Bosnia, at 
2am, this correspondent was able to buy a 
cappuccino—and The Economist. m 


German diplomacy 
Plain speaking, 
plain cover-up 


BERLIN 
The leak of an ambassador’s cable is 
causing red faces and rage 


RITING a frank report, as Jürgen 
Chrobog, Germany’s man in Wash- 
ington, did, is an ambassador’s work. 
Leaking it is a fool’s. Or a knave’s? Mr Chro- 
bog's account of a meeting on March 29th 
between President George Bush and 
Chancellor Gerhard Schréder was full of 
more-than-frank comments by their aides. 
Made public, it has enraged Muammar 
Qaddafi and Yasser Arafat, alarmed Vladi- 
mir Putin and, worst, strained Germany's 
relations with the United States. 
The meeting included Mr Bush's secre- 
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Lockerbie: a Libyan bomb did it 





tary of state, Colin Powell, his national se- 
curity adviser, Condoleezza Rice, and Mr 
Schréder’s top diplomatic adviser, Mi- 
chael Steiner. According to the ambassa- 
dor’s leaked report, Mr Steiner, recounting 
talks earlier in the month with Colonel 
Qaddafi, said that the Libyan leader had 
“admitted that Libya took part in terrorist 
actions (La Belle, Lockerbie). He clarified 
that he had abandoned terrorism and 
seeks the opportunity to make Libya’s new 
position known.” For La Belle, read a night- 
club bombing in Berlin in 1986 that killed 
three people and wounded over 200; for 
Lockerbie, the bomb that brought down a 
PanAm jetin Scotland in 1988, killing 270. 

Explosive stuff. Not quite that explo- 
sive, says the German government: the col- 
onel indeed admitted to terrorism in gen- 
eral, but no specific cases were mentioned; 
the two named were Mr Chrobog’s gloss. 

Mr Powell is reported as describing Mr 
Arafat as having “lost touch with reality”, 
Mr Steiner as calling Jordan’s King Abdul- 
lah “one of the most intelligent leaders in 
the region, and also one of the most pow- 
erless”. So be it, one might say. That was 
not what the Russians said to the report 
that Mr Schréder had argued for no more 
foreign aid to be sent to Russia until it 
stopped the capital flight that carries the 
cash promptly out again to bank accounts 
abroad. “A provocation aimed at destroy- 
ing the positive trend in relations between 
Russia and the European Union,” was Mr 
Putin’s angry comment on the leak, saying 
he did not believe it was authentic. Many 
others, whether or not wishfully, do. 

The Americans and the Germans are 
now desperately trying to play down the 
incident. But it is a huge embarrassment 
for Mr Schréder—an example of “how dis- 
reputably and unprofessionally the gov- 
ernment conducts its business”, crowed 
the opposition Christian Democrats. Mr 
Steiner, already summoned to testify in 
the trial of five Libyans for the La Belle 
bombing, will probably have to appear be- 
fore a Bundestag committee too. 

How and why did the cable get to the 
media? After reaching the foreign minis- 
try, it was sent to Mr Steiner in the chancel- 
lery for editing and approval—and then 
given one of the lowest security classifica- 
tions, “confidential: for internal use only”, 
and circulated widely within the bureauc- 
racy. And so, inevitably, outside it. 

So far, so foolish, at least. But was there 
worse? Rivalry between the chancellery 
and foreign ministry over foreign policy is 
traditional. But there are extra motives to- 
day. As Mr Schréder has shown an increas- 
ing penchant for diplomacy, so tensions 
with his Green foreign minister, Joschka Fi- 
scher, have grown. Mr Fischer was espe- 
cially miffed when Mr Schröder ousted 
him from the limelight in the debate over 
the future of the EU, for example. And a 
general election is due next year. m 


56 Europe 
France’s public sector 


They love it 


PARIS 


el herr 


Most Europeans have gained from privatisation, and most believe in market forces. 
France’s rulers and citizens alike believe in neither 


66 E MUST not abandon public ser- 
vice to economic liberalism: Brit- 
ain’s railways and America’s airlines are 
not examples to follow.” Ah, no: the TGV 
high-speed trains are comfortable, punc- 
tual and cheap, and Air France still serves 
wine without charging extra. So if Francois 
Loncle, a Socialist member of the French 
parliament, does not speak for all his 
compatriots, he certainly speaks for most. 
Hence the government's stubborn refusal 
to open France’s energy industry to real 
competition, despite pressure from other 
European Union countries and the Euro- 
pean Commission. With presidential and 
parliamentary elections due next year, 
politicians have more to gain by defending 
France’s public sector than decrying it. 

Why, when voters in most other coun- 
tries associate the public sector with poor 
service and inefficiency? One reason is 
that a lot of French voters are part of that 
public sector. Central- and local-govern- 
ment civil servants; police; hospital work- 
ers; teachers; post and telecoms workers; 
electricity and gas workers; the armed ser- 
vices—together they add up to some 6m 
people, a quarter of the workforce, as 
against 13% in Germany and Britain. 

But bigger reasons lie in France’s his- 
tory and culture. The idea of a beneficent 
state controlling the economy has been 
around since the 17th century, when Louis 
xiv and his dirigiste finance minister, 


Jean-Baptiste Colbert, nationalised the to- 
bacco industry. In the 19th century public 
money helped entrepreneurs build rail- 
ways, set up banks and dig coal mines. In 
the 1930s the Popular Front government of 
Léon Blum made itself popular not just by 
cutting the working week and guarantee- 
ing annual holidays for all but by national- 
ising (with dire results for productivity) the 
defence and aircraft industries, the rail- 
ways and the Bank of France. 

In the second world war, French indus- 
try tarnished itself by collaboration with 
the Nazis. Come 1945, it was logical for the 
state, besides setting up its own oil com- 
pany, to nationalise the electricity and gas 
companies, the Renault car company, the 
insurance companies and the banks. 

What followed was what the French 
love to call les trente glorieuses, the 30 glori- 
ous years in which the birth rate, the econ- 
omy and living standards all boomed in 
unison. Indeed, the public still laud Electri- 
cité de France (EDF) and Gaz de France 
(GDF) for restoring the nation’s light and 
heat in the war’s aftermath—a reputation 
that helped mute the criticism of EDF atthe 
end of 1999 when hurricanes left much of 
France in prolonged darkness. When Fran- 
cois Mitterrand brought the left back to 
power in 1981, it was with a mandate not, 
like Margaret Thatcher in 1979, to roll back 
the frontiers of the state but to extend 
them. He nationalised 36 banks and the 





Great train, great viaduct, great bill for the taxpayers 


leading companies in chemicals, glass, alu- 
minium, electronics and armaments. Al- 
most at a stroke, the state’s share of 
industrial output rose from 15% to 30%. 
There was, of course, an initial cost to 
the taxpayer—and there is a continuing 
one. EDF and GDF make lots of money. 
Even the post office has been in profit for 
four years running. But other state compa- 
nies have gobbled subsidies. The disas- 
trous performance under state ownership 
of the Crédit Lyonnais bank will eventu- 
ally have cost taxpayers some FFr120 bil- 
lion ($16 billion). Meanwhile, the price 
they pay for France’s superb rail network 
will this year be a loss for sNcF, the state- 
owned railway company, of over FFr1 bil- 
lion francs—its fourth loss in five years. 


Pressure, who cares? 

Can it go on? To qualify to join the new 
euro-zone, successive governments have 
been under pressure to undo the national- 
ising follies of the early Mitterrand years. 
The current Socialist-led one of Lionel Jos- 
pin has been quite as active as its conserva- 
tive predecessors in selling state holdings, 
for example allowing private capital into 
France Télécom and the aircraft builder Aé- 
rospatiale. And the European Commission 
can bite: it has gone to law over the pro- 
tected positions of EDF and GDF, and 
increasingly it allows aid for state compa- 
nies only with a pledge to privatise. 

Yet, for all the pressures, the state’s 
holdings remain enormous. It owns all of 
EDF, GDF, the post office, the rail system, 
the Paris airports, the nuclear industry, the 
aero-engine maker SNECMA; most of Air 
France, France Télécom and Thomson 
Multimedia; significant bits of Renault, the 
Bull computer company and-still—Crédit 
Lyonnais; and much more. In all, the state 
has a majority stake in some 1,500 compa- 
nies and a minority in 1,300 others. So 
much for modern free-market capitalism. 

Yet free-marketeers sneer in vain. Most 
French people see the market as ajungle, to 
be feared if it cannot first be tamed by the 
state. Only the tiny Liberal Democratic 
party of Alain Madelin is happy to let 
Adam Smith wave his invisible hand. And 
although France’s public employees are a 
cosseted lot, many retiring at 55 or even 
earlier, enjoying generous pensions and 
ever ready to strike (the railway workers, 
1% of the labour force, accounted for 40% 
of all time lost by strikes in 1998 and may 
do even worse this year), the rest of the citi- 
zenry is ever ready to indulge them. 

Indeed, according to opinion pollsters, 
two-thirds of the nation believes the pub- 
lic services in general perform well—even 
the arrogant civil service, mandarin at the 
top and citizen-disdaining below. For 
France Télécom and the post office, the pro- 
portions rise to 92% and 80%. In sum, till 
the elections are over, who cares what the 
European Commission thinks? # 
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Keeping order in European football is quite a business 





“Re man handing out the medals under the stadium lights is 
he official face of European football: Lennart Johansson, the 
Swedish president of UEFA, its governing body. But the figure in 
the background handing them to him is no gofer: he is Gerhard 
Aigner, UEFA’s German chief executive. The two together make 
a strong team. And they are not here in Milan, at the final of 
UEFA’s annual Champions League, for the champagne. 

Football—association football, in full, hence “soccer” to Eng- 
lish public schoolboys a century ago and to Americans today—is 
Europe’s number-one sport, both a weekend kickabout for mil- 
lions of amateurs and big business too. And as a business, an 
odd one. Its main, but very mixed, components, the league 
clubs, tend to be owned and run, hands-on, by tycoons, mostly 
egocentric, many eccentric (who else would want the hassle and 
the cost?), one or two criminal. The clubs are grouped into na- 
tional cartels. Many are local monopolies. They fire managers 
the way Elizabeth Taylor gets through husbands. Yet many lose 
money. Their overpaid but often unhappy workforce is also 
their main asset—but one that at any moment may cease to func- 
tion, and whose capital value can crash alike at the break of a leg 
or the ruling of some sports-blind Eurocrat or court. 


Goodbye to amateurism 
This is the multinational flux of interests, egos and umpteen- 
figure finance over which UEFA has to rule; UEFA, which itself 
owns little but its moral authority, a glass and marble palace on 
the edge of Lake Geneva, and the rights to sundry competitions. 
And this while dickering with the outside paymaster, television, 
and fighting off antitrust zealots in Brussels. For UEFA, like any 
monarchy, a high profile and public accceptance are essential. 
That was not always so. UEFA was born in 1954, when top- 
level football had long been a professional game but its regula- 
tion was not. When Mr Aigner, a keen amateur player and later 
referee, joined it in 1969, its shabby offices held only a handful 
of staff. Even in 1989, when he became general secretary—the 
title says a lot—they totalled only 30-odd, though the Klondike of 
television cash was already transforming football. Then UEFA 
struck lucky, twice: Mr Johansson in 1990 became its president, 
and in 1998 failed to do so at FIFA, the game’s world body. That 
year, belatedly, UEFA called in consultants, to help reshape it for 


the newly rich and complex world of European football. With its 
ancient network of elected committees, “we were drowning in 
paper,” says Mr Aigner. “We couldn't fix priorities. Now we've 
become a business.” Hence his new CEO title, and a board of ex- 
ecutive directors to speed up day-to-day decisions. Hence too a 
communications chief hardened in the rough world of British 
political spin-medicine. That’s just as well, for big as the money 
is these days, so, not by chance, are the issues. 


Football money and football power 

UEFA runs 13 competitions. Three are gold mines: the four- 
yearly international European championship; the annual Cham- 
pions League, for clubs; and the UEFA Cup, less prestigious and 
less profitable. The latest Champions League has earned, mainly 
from television, some SwFr1,000m ($570m), not counting ticket 
money, which the clubs keep. Of that, 72% is shared by the 32 
qualifying clubs, on a formula reflecting how well each did and 
how many televiewers it attracted. The result last year ranged 
from SwFr5.3m to SwFr44.9m for the winners, Real Madrid. 

Those sums illustrate European football’s biggest problem. Its 
real masters are not UEFA, not the 51 national associations that 
are its members, not the national leagues nor yet the mass of 
clubs, but a few rich clubs; and the gap between these and the 
rest is widening, as money buys the best players, which brings 
success and more money. America has solutions: the draft sys- 
tem (the worst teams get first pick of new players), team salary 
caps and, in American football, revenue-sharing. UEFA has no 
such tools. It talks of salary caps. Some clubs would be happy, 
Mr Aigner says, but admits it would be hard to police the figures. 

He blames much of the trouble on the 1995 “Bosman deci- 
sion”. In it, the European Court decided (i) that a Belgian player 
of that name had the right, being out of contract, to join a French 
club though his old one would get no fee; and (ii) that rules lim- 
iting the number of foreigners in a club squad broke Eu law on 
free cross-frontier movement of labour. Point (ii) freed rich clubs 
to buy players from all over the Eu. By now, even rules limiting 
non-EU players are being relaxed—indeed in Italy this month 
abolished entirely. Point (i) also has been extended, to Mr 
Aigner’s woe: it inspired the European Commission to denounce 
all transfer fees, be the player in contract or out, as restraints on 
movement. A blow against the moneybags? No. They would still 
rule, buying stars with huge wages instead of huge fees, which 
do or may at least go to the small clubs that trained them. 

The transfer-fee battle was almost lost, when FIr A—whose 
business, in theory, it was—first flounced, then floundered, then 
put up the white flag. vera and European clubs, with real busi- 
ness at stake, rushed to pull it down. Lobbying of governments 
won a decision at the EU’s Nice summit last December that sport 
is a special case. The commission retreated into a compromise, 
though the working-out of its details still has UEFA on edge. 

The affair spoke well of UEFA’s zeal to keep close to the real 
forces of football (a lesson FIFA would do well to learn). Yet it 
carried a warning too: the clubs have clout. Mr Aigner still hopes 
for a limit on a club’s foreigners; they do not. He wants fewer 
clubs in the Champions League; less money for us, they say. 
UEFA in 1998 saw off a scheme for a super-league of Europe’s 
big clubs. For how long? Fourteen are already formally grouped, 
with an office in Brussels. Though UEFA plans a club-licensing 
system (no licence, no UEFA competitions), in the end, as Mr 
Aigner accepts, “we rule by consent.” Will it always be there? m 
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The angry brigade 
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Some of the disaffected people who feel mainstream politics is passing them by 


could make their mark on the election 


HERE is an unfortunate coincidence on 

June 7th—between polling day and the 
first one-day cricket international in which 
England faces the touring Pakistani team at 
Edgbaston, Birmingham. Many, perhaps 
most, of the 13,000 spectators at the game 
will be British Pakistanis cheering on the 
tourists. The match starts at 2pm and fin- 
ishes at 10pm. Polls close at 9pm. 

For the People’s Justice Party, whose 
candidate and support are drawn from 
among the Kashmiris who make up most 
of Birmingham's Pakistani population, the 
coincidence could spell disaster. The pyr 
says it therefore tried to get Labour to sup- 
port it in lobbying for a postponement of 
the match, but Labour denies that it was 
approached. Still, Labour knows that the 
Kashmiris are fed up, and that the pyr is on 
a roll. It is therefore, presumably, hoping 
for a fine day and along match. 

Birmingham's Kashmiris are one of a 
number of groups who feel that the main- 
stream parties have ignored them. Some of 
those groups are not natural Labour sup- 
porters. The egg that hit John Prescott, the 
deputy prime minister, on May 16th was 
fired by a furious ferret-keeping farm 


worker. But Labour is also under pressure 
on its home ground. Tony Blair was con- 
fronted in front of the television cameras 
in a safe Labour seat in Birmingham by a 
woman distraught by the National Health 
Service’s treatment of her husband—a 
place, and an issue, which Labour consid- 
ers its own. 

Labour always knew that, by shifting to 
the right, it would alienate some of its core 
supporters, but it thought it could afford to 
because those old Labour loyalists would 
have “nowhere else to go”. The hope was 
that anger would subside into apathy. But 
some of those angry people are looking 
less and less likely to stay at home on June 
7th. In the West Midlands, at least, they are 
getting organised, and beginning to worry 
Labour candidates. 

The pyp was formed only in 1998. Since 
then it has already won five council seats, 
mostly in the Sparkbrook and Small Heath 
constituency held by Labour's Roger God- 
siff. It is contesting three seats in inner-city 
Birmingham, but will be concentrating 
most of its campaigning efforts on Mr God- 
siff’s territory. 

The pyp was originally called the JFK, 
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which stood, approximately, for “Justice 
for the Kashmiri Community”. Around 
120,000 of Birmingham's ım people are 
Kashmiri-origin Muslims. The pyr claims 
that about 40% of the voters in Sparkbrook 
and Small Heath are Kashmiri. Its candi- 
date is a young, charismatic youth worker 
called Shafaq Hussain. He argues that the 
party’s support is almost entirely made up 
of formerly “loyal Labour card-holders 
and activists”. Labour took the Kashmiri 
vote for granted in the past, and the Kash- 
miris know it. 

But the party, as its name-change sug- 
gests, is trying to broaden its appeal. It ar- 
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> While the city’s Labour politicians preside 
over the building of the huge, shiny new 
Bull Ring shopping precinct in the city cen- 
tre, Sparkbrook still has some of the coun- 
try’s most run-down estates, as well as 
some of its highest rates of unemploy- 
ment. Labour’s record of economic stabil- 
ity and fiscal prudence does not impress in 
Sparkbrook. 

Nor has the nasty row about the selec- 
tion of Khalid Mahmood, the new candi- 
date for the safe seat of Perry Barr, done 
Labour's standing any good in the city. 
Even by the usual unfraternal standards of 
the Birmingham Labour party, the atmo- 
sphere is poisonous. Mr Godsiff’s only 
printable epithet for Jeff Rooker, the retir- 


Campaign diary 


On the trail 


Pledge of the week 

Jordan (not her real name), a pneumatic 
glamour model more often seen in the 
company of football players than politi- 
cians, was one of the hopefuls to declare 
their candidacy before the deadline. She 
is standing in the Stretford and Urmston 
constituency, on a promise of free plas- 
tic surgery for all. “I know it will take a 
big swing to win the seat,” she says, “but 
there’s no bigger swinger than me.” 


Plebeian of the week 

The efforts of Shaun Woodward to se- 
cure the seat of St Helens South for 
Labour have been dogged by allegations 
about his wealth, and consequent in- 
compatibility with the working-class 
constituency. Anxious to fit in, Mr 
Woodward has denied rumours that he 
has a butler: the idea, he says, was “an 
invention of Tories who still live in the 
world of P.G. Wodehouse”. There is no 
butler: “We just have three people who 
look after the house.” Just like every- 
body else in St Helens, then. Meanwhile, 
a group of “rapid-reaction butlers”, des- 
patched from Conservative central 
office, were said to be seeking out Mr 
Woodward after hiring butler outfits. 





ing MP for Perry Bar, who has refused to 
support Mr Mahmood, is “that little runt”. 

In 1997, the emblematic independent 
was Martin Bell, a former journalist in a 
trademark white suit. This time round, in 
the constituency of Wyre Forest, just to the 
south-west of Birmingham, it isa man in a 
white coat. A local doctor, Richard Taylor, 
is standing as an independent candidate in 
protest over the closure of the local hospi- 
tal’s accident and emergency unit. 

Over the past two years, Mr Taylor has 
channelled local fury at the closure of this 
unit into a campaign group called Health 
Concern. The group has won 17 seats on 
the Wyre Forest District Council, which it 
now runs in coalition with the Liberal 


Whinge of the week 

Margaret McDonagh, general secretary of 
the Labour Party, wrote to broadcasters 
expressing concern that they might be 
colluding with anti-Labour protesters, 
and overstepping the line between mak- 
ing and reporting news. After all, what 
other possible explanation could there be 
for last week’s angry confrontations be- 
tween ministers and the public? 


Manifesto of the week 

The Monster Raving Loony Party 
launched its election-winning platform 
this week. The two leaders, Alan “Howl- 
ing Laud” Hope and a ginger tabby, 
Cat-Mandu, promised to reduce class 
sizes by making children stand closer to- 
gether. And they offer a compromise on 
hunting: the sport would not be banned, 
but would be made fairer by allowing 
only one dog per fox. 


Socialist of the week 
“Obviously it would be good if people 
didn’t have to pay any tax at all.” 

Tony Blair, the prime minister 
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Democrats. For the general election, the 
Liberal Democrat candidate has stood 
down to give Mr Taylor a free run at La- 
bour, which won the seat in 1997 with a 
majority of 6,946. Mr Taylor has a good 
chance of victory. Like the PJP, he has 
something important behind him—mo- 
mentum, which American political com- 
mentators call “the big mo”, and to which 
they attribute an almost mystical power. 

David Nellist, the Socialist Alliance 
candidate in Coventry North East, is not 
surfing to Westminster on a wave of sup- 
port, but he could still do Labour some 
damage. He has a big personal following 
in the area, which he represented for La- 
bour in Parliament until he was expelled 
from the party in 1992 for his association 
with the left-wing Militant Tendency. The 
Socialist Alliance has also been picking up 
council seats in Coventry, and Mr Nellist is 
adept at mobilising the support of those 
working-class Labour voters who feel Mr 
Blair no longer represents them. 

These parties have nothing much in 
common beyond a desire to punish New 
Labour. The PJP, in particular, cannot even 
unite the local Muslim community, let 
alone other disaffected voters. But they 
may take a seat or two; and they feel like 
the beginning of something that the gov- 
ernment may have to pay attention to. W 


Asylum 


Lunatic 


The argument on asylum is nonsensical 
and dishonest 


FORMER Conservative immigration 

minister recalls cartloads of files being 
wheeled past him, so that officials could 
“truthfully” reply to parliamentary ques- 
tions that the files had personally been re- 
viewed by the minister. The debate over 
asylum during the election campaign is 
similarly surreal. 

William Hague’s promise that a Con- 
servative government would provide “a 
safe haven, not a soft touch” is based on 
locking up all asylum seekers in secure re- 
ception centres. Various objections have 
been raised: that the idea of jailing thou- 
sands of innocent people, many of them 
torture victims, sits uncomfortably with 
Britain’s self-image as a haven for the per- 
secuted; that the courts, which have been 
vigilant in safeguarding the rights of refu- 
gees, would likely overrule such a policy; 
that the plan is plainly impractical. 

At present, there are around 70,000 
asylum applications a year. Including de- 
pendents, that is more than 100,000 peo- 
ple. On average, each asylum application »» 





> takes 14 months to process. The shadow 
home secretary, Ann Widdecombe, has es- 
timated that only 4,000 secure places 
would be needed to detain all applicants, 
but it is not clear how that figure was ar- 
rived at. Even if universal detention cut the 
inflow by half and even if the time for pro- 
cessing their applications was also cut by 
half—both questionable assumptions— 
more than 25,000 prison places would be 
required. That would be a 40% increase in 
Britain’s prison population. The Conserva- 
tives have not explained how much it 
would cost to provide these places or 
where they would be built. 

Nick Hardwick, chief executive of the 
Refugee Council, says the detention policy 
is “fundamentally dishonest” because the 
Tories know they are not going to have to 
implement it. “Its more about creating 


mood music around the issue than any- 
thing else.” So far the Tories have suc- 
ceeded in setting the mood. Asylum is one 
of the few policy areas in which they are 
clearly ahead. 

Jack Straw is trying to close the gap, 
both, it seems, in the polls and in the pol- 
icy. He was recently reported as saying 
that he wanted to cap the number of refu- 
gees Britain accepts each year. That has 
now been denied but ministers are hinting 
that they want to rewrite the Geneva Con- 
vention on Refugees to limit Britain’s ob- 
ligations to accept asylum seekers. As there 
are more than 160 signatories, the chance 
of a successful renegotiation is remote. But 
plausibility is not the main criterion in the 
competition to devise ever-tougher asy- 
lum policies. Refugee lobby groups say 
they can’t wait until the election is over. = 





Nationalism 


Dragon’s teeth 


EDINBURGH AND CARDIFF 


In Wales more than in Scotland, the nationalists could make trouble for Labour 
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LAID CYMRU, the Welsh nationalist 

party, is used to the Scottish National 
Party (SNP) getting all the British media's 
attention at election time. The snp is a lot 
more explicit about wanting Scottish inde- 
pendence than Plaid is about its plans for 
Wales, and it got a much bigger share of its 
countrymen’s vote in the 1997 elec- 
tion—22% to Plaid’s 10%. But at this elec- 
tion, it looks as though it will be the Welsh 
who give Tony Blair the bigger headache. 

At first sight, both of the Celtic fringe 
parties appear to be struggling to make 
headway. They have new and relatively 
unknown leaders—Ieuan Wyn Jones for 
Plaid and John Swinney for the snp—with- 
out much television presence. Devolution 
has also presented the nationalists with a 
problem. Scots and Welsh voters tend to 
see the devolved assemblies in Edinburgh 
and Cardiff, rather than Westminster, as 
the nationalists’ natural home. Neither 
party will get anything like the vote (28% 


for the sNP and 29% for Plaid) that it got in 
the 1999 assembly elections. 

So, among the claims that Mr Blair will 
be anxious to make on June 8th will be 
that the nationalists have suffered a seri- 
ous setback after the upward surge in their 
vote in recent years (see chart). But the real- 
ity looks likely to be rather different, more 
so in Wales than in Scotland. 

The SNP may get more votes than in 
1997, but it will struggle to win seats. Its 
best hope is Labour-held Inverness East, 
Nairn & Lochaber. But, because the hostil- 
ity to the Tories that led to so much tactical 
voting in 1997 has abated, any gain there 
may well be offset by losses to the Conser- 
vatives in Galloway & Upper Nithsdale, 
and Perth. 

The same shift in attitudes in Wales 
could allow the Tories to win back Ynys 
Mon (Anglesey) from Plaid. But the nation- 
alists have a different target in mind in this 
election—winning enough votes from La- 
bour to set themselves up for a tilt at power 
in the 2003 assembly elections in Wales 
and Scotland. As yet, there is little sign that 
the snp is liable to do real damage to the 
Scottish Labour party, but Plaid has al- 
ready broken through in Labour’s Welsh 
heartlands and seems set to consolidate its 
bridgehead on June 7th. 

The party is reasonably confident that 
it will pick up two rural Labour-held seats 
it won in 1999—Carmarthen East & Di- 
nefwr, and Conwy. It is also excited about 
its chances of getting close to repeating its 
stunning feat in 1999 when it won three as- 


sembly seats—Islwyn, Rhondda and Lla- 
nelli-in the Labour stronghold of the 
south Wales valleys. 

There are reasons why Labour is more 
vulnerable in Wales than Scotland. Apart 
from Paul Murphy, the Welsh secretary, 
the Welsh Labour party does not have the 
big players in government, such as Gordon 
Brown, the chancellor of the exchequer, 
and therefore the stake in Mr Blair's New 
Labour project, that the Scots have. This 
feeling of remoteness from the govern- 
ment was made worse by Mr Blair’s ham- 
fisted imposition in 1999 of Alun Michael 
over the popular Rhodri Morgan as Welsh 
Labour leader. 

Although Mr Michael was ousted last 
year and Mr Morgan is now first minister 
in the Welsh Assembly, the memory still 
smarts. Barry Jones, a lecturer in politics at 
the University of Wales in Cardiff, reckons 
that this, combined with Mr Blair’s centrist 
policies, tells a lot of Welsh voters that the 
Labour Party they voted for does not exist 
any more. 

At the same time, the Welsh Assembly 
allows voters to see a lot more of Plaid 
Cymru in action. They are discovering that 
it is left-leaning, sensible-looking, and not 
the nutty sect of Welsh-language zealots 
that Labour had warned them to stay 
away from. 

John Osmond, director of the Institute 
of Welsh Affairs, says that in Welsh poli- 
tics, the opponents of the establishment 
usually win the prizes. Labour is now 
clearly identified as the establishment, but 
turned out to be powerless when Corus, a 
British-Dutch steel firm, announced in Feb- 
ruary it was getting rid of 3,000 Welsh 
steel-making jobs. That still hurts in the 
valleys. Come polling day, Mr Blair may 
share the pain. = 








_Bagehot How not to save the pound 


The Conservatives are making it more likely that Britain will scrap the pound and adopt the euro 





S YOU can imagine, many absorbing press releases about 
this and that have landed on Bagehot'’s desk since the start 
of the present election campaign. But only one has been signifi- 
cant in the way that Sherlock Holmes found the failure of the 
dog to bark in the night significant. This was the one whose 
sender promised to say nothing until the campaign was over. 

The sender was the “No” campaign, the name under which 
two anti-euro pressure groups—Business for Sterling and New 
Europe—campaign jointly against British membership of the 
European single currency. In their press release, the two groups 
briskly remind the press that they are not involved in the general 
election, that neither endorses a political party, and that they ex- 
ist only in order to campaign against Britain's membership of 
the European single currency. For the duration of the election, 
they have, in effect, taken a vow of silence. 

This is curious. One thing that has made this election feel flat 
is that the parties look alike on so many issues. The euro is a glo- 
rious exception. Here voters face a stark choice on a question 
that will have fateful consequences however they answer. Tony 
Blair says that if he is re-elected, and provided various economic 
tests are met, a Labour government will propose in a referen- 
dum that Britain should adopt the single currency. William 
Hague promises that a Conservative government would keep 
the pound. The choice could hardly be plainer. Or could it? One 
non-plain thought prompted by the vow of silence from the 
“No” campaign is that the Conservatives are in fact making it 
more likely, not less, that Britain will one day join the euro. 

To unravel this paradox you have to accept the evidence of 
the opinion polls that the Conservatives are heading for defeat. 
If they were somehow to win, Mr Hague would indeed go 
down in history as the dauntless saviour of the pound (and asa 
political Houdini). But if, as expected, he loses, the interesting 
question is what impact this will have on a referendum later on. 

Certainly, a Conservative defeat in the election is not 
enough, on its own, to sink the pound. The very polls which 
show that Mr Blair will be re-elected next month also show how 
many more minds the prime minister must change before he 
can be certain of winning a referendum. On MOR!’s latest fig- 
ures, 70% oppose Britain’s joining the euro. When, after the 
election, groups such as Business for Sterling and New Europe 


come out of purdah, the No campaign will still have public 
opinion on its side, as well as some decent arguments. All the 
same, it will be in a weaker position than before. 

Mr Hague intends in the final fortnight to fight the election as 
if it were the referendum on the euro. Such a strategy makes em- 
inent sense, for him. Ruling out British membership is not only 
his most popular policy, but also the one that enticed Lady 
Thatcher to rise this week from the political dead and bestow a 
rare personal endorsement. Though unlikely to change many 
votes on polling day—only a Martian could be surprised by her 
loathing of the euro—this could come in handy for Mr Hague 
when his leadership is questioned the morning afterwards. 

The pound has plainly been good for Mr Hague. But has Mr 
Hague been good for the pound? 

It is hard to see how. At a stretch, it is just about imaginable 
that a good Tory showing in the election would scare Mr Blair 
off his promised referendum. It is not altogether impossible that 
the Conservatives will argue so well against the euro in the re- 
mainder of the campaign that, even if they lose, public opinion 
on this issue can never be reversed. But these are the outer 
fringes of what is possible. It is far likelier that by choosing to 
fight the election on the euro, and then losing heavily, Mr Hague 
will have damaged the No campaign by associating it indelibly 
with his own doomed cause. 


That fellow has nothing to do with me 

All of this makes the silence of the No campaign a lot easier to 
understand. New Europe and Business for Sterling have long 
stressed that their support comes from all corners of politics: 
leading lights include Lords Owen and Healey, both former La- 
bour ministers. The last thing they want is for the unpopularity 
of Mr Hague to rub away the popular objection to the euro. 

There is, however, yet another danger. Has Mr Hague con- 
taminated the sound arguments for a No in the referendum by 
spraying so many unsound ones in the general direction of all 
matters European during the election? 

When it comes to the referendum, the merit of Lords Owen 
and Healey is not only that they are not Conservatives. It is that 
they are Good Europeans who nonetheless oppose British mem- 
bership of the euro. Like Mr Hague, neither deems it in Britain’s 
interest to submit to every demand the Eu makes for “ever- 
closer union”. But unlike Mr Hague, they do not express their 
objections in the juvenile language of nationhood in peril. 

Naturally, Mr Hague disavows the opinion of Sir Peter Tap- 
sell, a veteran Conservative MP who accuses the German 
chancellor, Gerhard Schréder, of trying to achieve by peaceful 
means the domination that Hitler failed to impose on Britain by 
violent ones. But Mr Hague does believe that the Eu threatens to 
make Britain “a foreign land”. Though he says he cannot con- 
ceive of Britain leaving the EU, many senior people in his party 
desire just that. 

No doubt historians will argue in defence of Mr Hague that 
his exaggerations and ambiguities on Europe kept a divided 
party together and turned what used to be a political liability 
into an advantage, albeit not a big enough advantage to win this 
election. Against this, he has fallen into the trap of reinforcing 
the myth, cultivated by Mr Blair, that to oppose British member- 
ship of the euro is to oppose British membership of the £u itself. 
There could be no better way for the Conservative leader to de- 
stroy the pound he claims to love. = 
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Business 


Low-cost airlines 





The squeeze on Europe’s air fares 


LOVE FIELD, TEXAS, AND LUTON, ENGLAND 


Low-fare, no-frills airlines are shaking up Europe’s national flag carriers 


AY day now, British Airways (BA) 
should complete the sale of its low- 
fare subsidiary, called Go, to a manage- 
ment buy-out backed by capital from 3i, a 
venture-capital group, and Barclays Bank. 
It will launch on to the market an aggres- 
sive competitor in what has become the 
hottest sector of European aviation. 

Europe’s two leading low-fare carriers, 
Ryanair and EasyJet, are not only expand- 
ing their route networks out of Britain, but 
also setting up bases in continental Eu- 
rope, where low-fare airlines are few and 
far between. For an increasing number of 
passengers in Europe there is now an alter- 
native to the sky-high fares charged by na- 
tional flag carriers. This week, a round-trip 
traveller from London to Frankfurt could 
choose between paying £500 ($714) for an 
economy return on BA or Lufthansa, or 
just over £200 on Ryanair. 

Low-fare airlines emerged from the de- 
regulation of Europe's skies that came into 
full effect in 1997. Any qualified airline can 
now fly anywhere within the European 
Union, without any need for government 
approval. With this liberalisation came the 
first widespread competition for national 
flag carriers, then still mostly state-owned. 
Previously only BA had had much compe- 
tition (from British Midland and Virgin At- 
lantic). Then Ryanair and EasyJet took off. 

Low-fare, no-frills airlines such as these 


are modelled on Southwest Airlines, a 
Texas-based carrier that was the first to ex- 
ploit successfully the deregulation of 
America’s skies in 1978. Southwest's no- 
frills business model famously involves no 
free meals or coffee, only peanuts. But fares 
start at around one-fifth of those of the 
mainstream carriers. It operates short, 
point-to-point flights between secondary 
airports, sometimes over an hour’s drive 
from city centres. And it has a fleet made 
up entirely of one type of aircraft, the Boe- 
ing 737, to keep down costs. 

Labour is cheaper than in the big air- 
lines and cabin crews do the cleaning, 
speeding up turnaround times to 20 min- 
utes and allowing aircraft to be used for 15 
hours a day. That is twice as much as in a 
conventional airline that runs a hub-and- 
spoke network, in which aircraft must wait 
to connect with waves of incoming and 
outgoing flights. The Southwest way can 
bring costs down to half those of a main- 
stream airline. 

Southwest now has the eighth-largest 
fleet of any airline in the world (bigger 
than Ba’s or Lufthansa’s), and it challenges 
the mainstream airlines in America in the 
number of passengers carried on its na- 
tional network. As American takes over 
TWA, and United attempts to swallow us 
Airways (a deal that still awaits antitrust 
approval), the “Southwest effect” is being 
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cited as a counterweight to the concentra- 
tion of market power in the hands of the 
big airlines. 

When a low-cost carrier enters a mar- 
ket, its bigger rivals are forced to cut their 
fares. After JetBlue started flights last year 
between New York’s JFK airport and Buf- 
falo, with a low fare of $47, traffic rose by 
54% and average fares fell by 20% as other 
carriers were forced to respond. 


European imitations 

The Europeans have copied Southwest, 
and the closest imitator, Ryanair, is even 
more profitable than the Texan airline (see 
table on the following page). As one South- 
west manager said recently, “Thank God 
these guys are not allowed to operate in 
the United States.” 

Ryanair specialises, like Southwest, in 
using secondary airports, where it is paid 
to land because of the trade it brings, 
rather than having to bear the stiff landing 
charges of the big hubs. So a Ryanair flight 
to Paris lands in Beauvais, about 80km 
north of the French capital. There it meets a 
connecting bus to the city centre. 

EasyJet is Ryanair’s biggest competitor, 
flying to airports around Europe from Lu- 
ton and Gatwick airports near London. 
While Ryanair grows by adding extra 
routes, EasyJet expands by increasing the 
frequency of its flights, which means that 
it attracts cost-conscious business travel- 
lers on routes to places such as Glasgow, 
Edinburgh and Barcelona. Although it al- 
ready has a presence on the continent 
(with bases in Geneva and Amsterdam) it 
sticks to the Southwest formula of not 
scheduling connecting services. 

Like other low-fare carriers, EasyJet has 
a flexible pricing policy that rewards those 


who book early and charges top whack for » 







-> those who come along at the last minute. It 
< also benefits from those who fail to turn up 
= for a flight. Unlike latecomers on main- 
-> stream airlines, they get no refund, allow- 
ing EasyJet sometimes to sell their seat 
again to a last-minute arrival. EasyJet also 
~~ now has the highest share of online book- 
ings anywhere in the industry, at over 
90%. That compares with around 60% for 
other European low-fare carriers and just 
over 30% for Southwest. 

Not all Europe’s low-fare carriers, how- 
ever, have been a success. Virgin Express— 
Euro-Belgian Airlines before it was bought 
by Sir Richard Branson—has never done as 
well as the others. It was not as focused as 
_ the best and has been cutting its services to 

_ stem losses. Another low-fare carrier, Deb- 
onair, went bankrupt after only a couple 
of years. It used expensive-to-run aircraft 
and had a confusing brand image, being 
neither straightforwardly low-fare nor a 
full with-frills competitor. 


Where are the others? 
-One of the puzzling aspects of the spread 
-of British-based low-cost carriers across 
Europe is that they should have been left 
with the skies much to themselves. There 
may be a natural tendency for the British 
and the Irish to latch on more quickly to 
American ways. The early Ryanair traffic 
was based on fare-conscious Irish folk vis- 
iting friends and relatives, the so-called 
“vfr segment” that has always been the 
bedrock of Southwest’s market. The Irish 
expatriate population in London provided 
= a strong launching-pad before Ryanair’s 
-<> boss, Michael O'Leary, applied the for- 
mula more widely. 
3 High social costs are a hurdle for low- 
<c fare, low-cost carriers in continental Eu- 
rope, although both Ryanair and EasyJet 
are confident enough now to run conti- 
nental bases with local staff. A bigger ob- 
stacle is the competition provided by 
intercity trains. High-speed rail travel is 
cheap and efficient in France, Germany 
and Italy. 

Even where rivals to flag carriers have 
set up in continental Europe, they have 
been content to be “me-too” operations, 
carving a niche by offering conventional 
with-frills services at a slightly lower price. 
One example is Air One in Italy, which of- 
fers gentle competition to Alitalia on do- 





mestic routes. Another, Air Liberté in 
France, soon came to grief. It ended up first 
under the wing of BA, then of the Swissair 
group. But Swissair is now backing out be- 
cause of its heavy losses. 

This week, the boss of Air Liberté, Marc 
Rochet, unveiled a recovery plan which in- 
volves cutting services and running feeder 
flights to connect with long-haul Air 
France routes. It looks less like a low-fare 
strategy than an attempt to creep under 
the wing of yet another flag carrier. 

Until five years ago, cheap air travel in 
Europe was restricted to charter flights in 
holiday packages. Charters still account for 
about half of all intra-European flights. But 
low-fare carriers offer people the opportu- 
nity to design their own packages, often 
providing access to cheap car hire and ac- 
commodation as well through their web- 
sites. Today, low-fare flights account for 
only about 3% of scheduled traffic in Eu- 
rope, compared with 22% in America. But 
since the low-fare airlines are growing by 
25% a year and forcing their bigger rivals to 
cut their loss-making European routes, it 
will not be long before the protected eco- 
nomics of Europe’s flag carriers are under- 
mined. That, in turn, may help to bring 
about their long-overdue consolidation. ® 


French investment abroad 


Behind the bluster 


PARIS 
Anti-globalisation in France is more 
appearance than reality 


p WAS more than a symbolic defeat: on 
May 16th, Robert Mondavi, a big Califor- 
nian wine maker, announced that it had 
abandoned plans to build a winery in 
Aniane, a small village in France’s Langue- 
doc region. The recently elected mayor of 
Aniane had denounced Mondavi's plan, 
which had been approved under the previ- 
ous mayor, as a capitalist plot designed to 
benefit shareholders rather than locals 
and the environment. In March, demon- 
strators had smashed toll-booths and 
fought with police in protest. Mondavi 
pulled out, citing personal and political in- 
terests that it did not understand. 

The episode was reminiscent of the 
anti-globalisation campaign led last year 
by José Bové, a one-time nuclear protester 
turned small farmer who became famous 
for his protests against McDonalds. It also »> 
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[| France's global progress 
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echoed the recent fuss over Marks and 
Spencer, a British retailer that has been at- 
tacked for shutting its French stores, with 
the loss of 1,700 jobs. But such well-publi- 
cised behaviour disguises the truth, which 
is that French companies are quietly fur- 
thering their own globalisation, even as 
they noisily defend their home turf. 

Mondavi's defeat coincided with a 
rush of controversy generated by French 
companies seeking to increase their pres- 
ence abroad. On May 18th, it emerged that 
Alcatel, a big French telecoms-equipment 
group, had reopened multi-billion dollar 
merger talks with Lucent, a struggling 
American rival. Three days later, Vivendi 
Universal, a media group based in France, 
announced that it had offered to buy 
MP3.com, an American online music-shar- 
ing company; and on the following day, Vi- 
vendi did not deny that it was in the early 
stages of negotiating to buy Houghton 
Mifflin, an American publisher that could 
be worth around $1.7 billion. Such a flurry 
of Franco-American deals is unprece- 
dented in recent years. 

Meanwhile, state-owned Electricité de 
France (EDF) has become mired in ugly bat- 
tles in both Spain and Italy. At the start of 
May, the Spanish government suspended 
the voting rights of two foreign companies 
that had bought shares in a small utility. 
One of those companies is controlled by 
EDF. The Spanish accuse the French of 
double standards on market opening and 
are considering whether to restrict voting 
rights so that EDF is held at bay. 

The Italian fight is even dirtier. It arose 
after EDF took a 4% stake in Montedison, a 
holding company that is under pressure to 
break itself up and put into play Edison, It- 
aly’s second-largest electric utility. Italians 
have expressed outrage that a protected 
foreign state monopolist is butting into 
their electricity market. The government is 
even toying with imposing legal curbs on 
foreign state-owned companies’ invest- 
ment. Unabashed by the fuss, epr has 
blithely raised its stake to more than 20%. 

Yet a picture of French companies be- 
striding the globe while refusing to allow 
competitors into France is altogether mis- 
leading. Levels of foreign direct invest- 


ment (FD1) into France have never been 
higher. Last year, for example, France re- 
corded 563 inward investment deals, up 
from 447 in 1999. America accounted for 
178 of them, with Germany the second- 
biggest investor with 102. More than 
35,000 new jobs will be created over the 
next three years by such investments. 

Longer-term figures from the OECD tell 
a similar story. In the late 1980s, France in- 
vested nearly twice as much overseas as it 
received from abroad. Until 1998, the gap 
remained much the same. Although the 
trend appeared to go into reverse in 1999 
and last year, this can be explained largely 
by the effect of a few huge deals, notably 
Vivendi's $34 billion acquisition last June 
of Seagram’s Universal business. 

This is consistent with other measures. 
Research by J.P. Morgan on global mergers 
and acquisitions suggests that activity by 
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French companies is in line with the size 
and influence of the French economy. 
European companies in general have been 
big buyers of their North American coun- 
terparts, snapping up $1.16 trillion-worth 
of assets there since 1988. Britain has been 
by far the biggest acquirer, with $504 bil- 
lion-worth. France's $186 billion places ita 
distant second. 

EDF’s belligerence and Mondavi's re- 
treat, it seems, are exceptions to the 
broader trend of France's active participa- 
tion in the globalisation game. But the epi- 
sodes carry a warning nonetheless. France 
has its sacred cows—nuclear power and 
gastronomy among them. It also has a 
populace that has, for over two centuries, 
never been slow to take to the streets. For- 
eigners wanting to enter the French market 
should pick their targets with a careful eye 
towards national sensitivities. = 





Ford and Firestone 


Screeching to a halt 


DETROIT 


Last year’s tyre crisis has returned to haunt Ford and Firestone 


HERE is more to Ford’s recall of Fire- 

Stone tyres this week than meets the 
eye. The latest skirmish in the increasingly 
bitter war between the two companies is 
over nothing less than the fate of the car 
maker's most profitable products. That is 
why Ford, without any federal prompting, 
is ready to spend up to $3 billion to recall 
and replace 13m Firestone Wilderness AT 
tyres, most of them used on its popular Ex- 
plorer sport-utility vehicles (suvs). That is 





The nature of the problem 


twice as many as in an earlier recall last 
summer, triggered by the deaths of at least 
170 American motorists. 

First indications suggested that several 
versions of the Wilderness tyre involved 
in the earlier recall, and particularly those 
produced at an Illinois plant with labour 
problems, were prone to suffer cata- 
strophic tread separation, leading to a loss 
of control and often a fatal rollover acci- 


dent. By comparison, the tyres involved in » 
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Welcome to the financial world, circa 2001. 

Whether you're in charge of a Fortune 500° company or your own financial 
future, the challenges have never been more daunting or the issues more complex. 

But we're bullish enough to believe that challenging times bring significant 
opportunities. This is often when fortunes are made, great companies are built, 


competitive advantages are secured and leveraged. 


Why ask Merrill Lynch? 

We have nearly 70,000 insightful minds on six continents, including 
economists, strategists, research analysts, investment bankers, portfolio managers, 
financial advisors, currency specialists, and debt and equity traders. 

Each of us is eager to convert our particular corner of financial intelligence 
into financial well-being for our clients. 

Ask Merrill Lynch is an invitation. An invitation to tap into this vast network 
of financial knowledge. To ask us about the things that can make your life, your 
business, or both, a little richer. 

Having asked Merrill Lynch, you can be confident you've done your level best 
to secure the most informed answers to your questions great and small. 


So ask away. 
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i Blow out 
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> the latest recall are far less likely to blow 
out, Ford admitted on May 22nd. But, 
stressing that he “lacked confidence in Fire- 
stone”, Ford’s chief executive, Jacques Nas- 
ser, said at a news conference that he 
ordered the recall anyway because of 
increasingly disconcerting data. As the 
tyres aged and logged more miles, they 
“were sending out warning signals about 
future problems.” 

Firestone officials wasted no time in in- 
sisting that the real problem was Ford. In a 
pre-emptive strike, the tyre maker offered 
its own trend data—but no hard proof— 
suggesting that the Explorer at least con- 
tributed to the high rate of blow-outs. At a 
meeting with Ford on May 21st, Firestone’s 
boss John Lampe made clear that his com- 
pany would not participate in the latest re- 
call. Indeed, it would no longer work with 
Ford at all. Wrapping up the meeting, he 
handed over a letter for Mr Nasser which 
stated: “We believe you are attempting to 
divert scrutiny of your vehicle by casting 
doubt on the quality of Firestone tyres.” 
The tyre maker, the letter concluded, 
would no longer supply Ford. 

With that, one of the longest marriages 
in automotive history came to an end. It 
began in 1896, when Henry Ford I turned 
to Harvey Firestone for tyres for his experi- 
mental quadricycle. A decade later, the 
fledgling Ford Motor Company again 
turned to Firestone, which became the car 
maker's largest supplier for much of the 
20th century. The link became even closer. 
William Clay Ford Jr, chairman of the car 
company, is the great-grandson both of the 
original Henry Ford and, on his mother’s 
side, of Harvey Firestone. 

Most of the tyres recalled last year were 
produced in Decatur, Illinois, at a time 
when the plant was relying on scab labour 
during an industrial dispute. Many of the 
tyres now being recalled were also pro- 
duced in Decatur. Even so, nobody seems 
able to explain why Firestone tyres have 
had so many problems when used on 
Ford's light trucks but not when used on 
other makers’. 

The car company rejected Firestone’s 
suggestion that the cause lies at least partly 


with the Explorer. From 1997 to 2000, Ford 


split its orders between Firestone and 
Goodyear, each supplying 2.9m tyres. 
There were 1,183 reports of tread separa- 
tions involving Wilderness AT tyres, but 
only two involving Goodyear tyres, ac- 
cording to John Rinamaki, a senior official 
in Ford’s North American business. 

Getting that message across is crucial 
for Ford, which has been downright brutal 
in its dealings with Firestone since the tyre 
fiasco began last summer. It has repeatedly 
gone on the offensive. Normally, crisis 
management dictates that companies in 
difficulties should present a united front 
and act quickly. But this case was never 
normal. The two companies were at log- 
gerheads within weeks of the first recall, 
and now Ford has acted unilaterally to 
head off further trouble. Just before an- 
nouncing the second recall, Mr Nasser 
flew to Washington to brief congressional 
leaders, who are to hold another round of 
hearings on the matter early next month. 

Barring a federal recall order, Firestone 
is likely to let Ford pick up the total cost of 
the recall, producing a loss for the car com- 
pany in the second quarter. The recall itself 
will take nine months to complete, even 
though Ford plans to shut down three 
plants in the coming weeks so that extra 
tyres can be diverted to its dealers. 

As it happens, the way that the market 
is slowing down, Ford probably needed to 
suspend production anyway. When the 


Interactive TV 
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tyre problem first surfaced, the Explorer 
SUV seemed immune to any consumer 
backlash, but so far this year sales are 
down by over 23%, compared with a de- 
cline of only 9% in the overall market. The 
decline has continued, despite the intro- 
duction of an all-new Explorer—not even 
fitted with Firestones. High-margin suvs, 
pick-ups and other light trucks produce 
most of Ford’s earnings; the Explorer alone 
accounts for about a fifth of the total. 

Ford has become a relatively small 
piece of Firestone’s total market, about 5%. 
But industry analysts agree that the Japa- 
nese-owned brand is still facing an uphill 
fight for survival. There are reports that 
Firestone has problems winning orders 
from other manufacturers who, in the 
words of one industry executive, “don’t 
see the advantage of putting tarnished 
goods on their products.” 

So far Ford seems to be outgunning Fire- 
stone, but the battle is far from over. Con- 
gressional hearings are always tricky, and 
public perception can hinge on a single, in- 
criminating document or an unfortunate 
phrase that becomes the sound-bite on 
that evening’s news. Meanwhile, there are 
plenty of lawsuits under way that could 
give juries the chance to weigh in with 
their own opinions on a technical debate 
that has so far stumped the experts. A 
Texas case comes to court in early June, 
providing a graphic accompaniment to the 
congressional hearings. @ 


How to skin a potato 


Itis proving hard to make money out of interactive television 


HEN BSkyp, a British satellite-televi- 

sion broadcaster owned by Rupert 
Murdoch’s News Corporation, pulls the 
plug on its old-fashioned analogue service 
this summer and becomes a digital-only 
provider, it will be the world’s first nation- 
wide analogue broadcaster to make the 
switch. Thanks mainly to the decision by 
BSkyB and rival British cable companies to 
give away the set-top boxes through which 
their channels are received, digital televi- 
sion is now pumped into no fewer than 
27% of British homes, a greater share than 
in America (see chart). And, this figure is 
expected to leap to 72% by 2005. 

Digital brings many features, among 
them a clearer picture and the ability to 
squeeze more channels into the box. But 
the main reason why British pay-Tv 
broadcasters, with their continental coun- 
terparts, are in breathless pursuit of this 
costly conversion is that digital Tv prom- 


ises interactivity: the ability of viewers to 
“talk” to the telly. Interactive Tv, it is said, 
will animate couch potatoes, tempting 
them to spend money ordering anything 


from pizzas to package holidays, all at the » 
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> press of a remote-control button. Jupiter 
Media Metrix, a research firm, has forecast 
that, by 2004, revenues from interactive 
commerce and advertising will have risen 
to $8.1 billion in Europe, and to $5 billion in 
America. 

There are reasons for their optimism. 
Compared with the pc, the television is a 
friendly antique, a piece of living-room 
furniture familiar even to technophobes. 
The vast majority of Europeans already 
have a television set in their homes, but 
less than a third are wired to the Internet. 
On average, they sit in front of a television 
for about eight times as long as they sit in 
front of a computer. 

Yet interactive Tv is a fledgling creature, 
and its bosses are still trying to work out 
quite what it is for. Europe's experiment so 
far suggests one conclusion: it is simpler to 
persuade digital viewers to try out snazzy 
interactive services than it is to make them 
spend money. 

The most disappointing use of interac- 
tivity has been for shopping, or “t-com- 
merce”. Earlier this month, BSkyB 
announced that it was folding its interac- 
tive-shopping channel into the group's 
general interactive division. Called Open, 
the channel was launched with great fan- 
fare in 1999. But by the end of last year, 
when 4.7m of sSkys’s 5m subscribers had 
digital interactive television, only 500,000 
of them had actually bought anything. 

Although BSkys will not say as much, 
its decision to fold Open into its general in- 
teractive division may mark a u-turn in 
thinking about how to sell interactively on 
the box. Open exemplifies what the indus- 
try calls the “walled garden” model: a sort 
of mini-shopping mall on television. Not 
only does the viewer have to be lured to 
the channel, but, once there, he has less in- 
formation available than he would on the 
Internet. Retailers grumble about the high 
rents charged for a plot in the walled gar- 
den and the cost of setting up the technol- 
ogy: television operators use different, and 
incompatible, operating systems inside 
the set-top box. 

The fashionable idea now is to sell “in 
the broadcasting stream”: that is, to try to 
distract shoppers as they watch a popular 
music show, say, by getting them to click to 
buy the latest compact disc. Sell the viewer 
something that relates to what he is al- 
ready watching, goes the argument. While 
the technology now exists to make this 
type of selling work, it remains uncertain 
whether viewers glued to a favourite soap 
will want to interrupt it in order to buy the 
soap Star’s shoes. 

So how is value to be extracted from in- 
teractive Tv? One innovative approach is 
in sport. In June, for instance, the BBC will 
offer subscribers to digital satellite services 
interactive coverage of the Wimbledon 
tennis tournament. This will allow view- 
ers to select any one of five live matches, or 


to watch five at a time on a split screen. In 
the short run, this sort of feature may help 
boost ratings, discourage people from can- 
celling subscriptions, and draw advertis- 
ers to any one channel. But if all the 
broadcasters end up doing the same, there 
may be no net revenue gain. 

Does any interactive application make 
extra money from viewers? One item 
repeatedly mentioned is pizza. But, as The- 
resa Wise of Accenture, a consultancy, 
puts it: “You can't build an entire economic 
model based on the sale of pizzas.” The 
real answer turns out to be betting and 
games. BSkys, for instance, revealed this 
month that out of £60.2m ($86.7m) of inter- 
active revenues in the nine months to 


Reality TV 


Antics in the attic 





March this year, no less than £55m came 
from betting. 

Games also seem promising. A broad- 
caster will charge viewers each time they 
play, and add it to their monthly pay-tv 
bill. Games can be played either on dedi- 
cated games channels, or while the viewer 
is watching a programme. The latter, 
known as “enhanced television”, is begin- 
ning to get interactive television people ex- 
cited. The idea is to add an interactive 
game to an ordinary programme, some- 
thing that seems to work best with quiz 
shows and sport. 

In trials conducted by Two Way Tv, a 
British interactive-Tv company, ratings 
jumped by an average of 30% in peak time, » 


Europe is learning how to sell tacky TV to the Americans 


HILE Europeans grumble about 

the degrading impact of American 
cultural imperialism, they are quietly 
getting their own back by selling the 
Americans hours and hours of tawdry 
voyeurism in the shape of so-called “re- 
ality” television. Reality TV puts groups 
of volunteers in unreal situations—on a 
desert island, for example, or locked up 
in a loft. It then subjects them to constant 
surveillance by camera and forces them 
to play humiliating games which often 
encourage them to take their clothes off- 
all with the promise of a handsome 
prize for the winner. 

“Big Brother”, now stirring huge con- 
troversy in France, where it is called 
“Loft Story”, is a prime example. 
Screened on a hitherto minor channel, 
M6, “Loft Story” has lured a massive 50% 
of all French viewers on some days. 
Scandalised, the French audio-visual au- 
thority has ruled that the show fails to 
“respect the dignity of the human be- 
ing”, and that contestants must get a 
daily break from the cameras. 

Many of these shows have been hits 
in America, but almost all were dreamed 
up by Europeans. “Survivor”, for in- 
Stance, which was a massive hit on CBS 
last year, drawing an astonishing 51m 
viewers to its final episode, arrived in 
Britain only this week. But Charlie Par- 
sons, its creator (and the holder of its 
“format rights”), is British. “Big Brother”, 
which was also picked up last year by 
cBs and runs for a second series this 
summer, was created by a Dutch com- 
pany, Endemol, which produces the 
show in 17 countries worldwide. Ende- 
mol also created “Chains of Love”, now 
showing on UPN, in which couples are 
chained together 24 hours a day. 





` 
y 











f; 
La 


No-one’s camera-shy on Reality TV 


Such is the apparent American appe- 
tite for these shows that the networks, 
faced with the escalating fees charged by 
comedy stars, have been nudging out 
the traditional prime-time fare of sit- 
coms and dramas in their favour. This 
autumn, the schedules on all four big 
networks are packed with “reality” Tv 
shows and other European exports. 

European creators are working on 
scores of new formats, hoping to devise 
the next blockbuster. A format holder 
can expect to earn a 5% royalty on each 
series commissioned, or an average of 
perhaps $2.5m. Revenues at Endemol, 
the most successful exporter of game- 
show formats, jumped by over 50% in 
the first quarter this year. Last year, it 
was bought by Telefonica, a Spanish te- 
lecoms firm, for a mighty €5.5 billion—a 
handsome prize for Endemol’s investors 
that required neither their humiliation 
nor their nakedness. m 


72 Business 


> and more than doubled in the daytime. To 
play a typical game, during a live football 
match, the viewer sits with his finger on 
the remote control, guessing the outcome 
of each move: will the striker score from a 
penalty? Will the corner end in a goal? He 
can play against friends at home, or others 
also playing live. The highest scorer wins 
the jackpot. Two Way has just devised an 
interactive game for the new British series 


of Big Brother (see box on previous page). 
Even if games and betting take off, how- 
ever, it will be some time before broadcast- 
ers can make interactive television pay for 
their investment in digital. This month, 
BSkys reported that pre-tax losses for the 
nine months to March this year had 
jumped from £89.9m to £365.3m, its third 
successive year of losses—thanks chiefly to 
the massive cost of converting to digital. m 





Hair dye 


Fast-growing business 


NEW YORK 


Procter & Gamble’s $5 billion purchase of Clairol is not without its risks 


HEN it comes to the colour of hair, 

grey is definitely not the new black. 
From fusty American baby boomers to 
funky Japanese teenagers, more and more 
women-—and increasingly men—are buy- 
ing boxes of hair dye, donning rubber 
gloves and trying not to splash the bath- 
room floor with coloured glop. The global 
market for hair colorants, already worth 
an annual $7 billion in retail sales, is ex- 
pected to grow by 8-10% a year over the 
next five years. That makes it by far the fast- 
est-expanding segment of the $37 billion 
hair-care industry. 

A desire to tap into that growth has 
prompted Procter & Gamble, a household- 
goods giant, to pay $5 billion in cash to buy 
Clairol from Bristol-Myers Squibb, a drug 
maker. P&G is already big in more mature 
bits of the business such as shampoos and 
hair spray (which Clairol also sells). The at- 
traction of this deal is Clairol’s 13.4% world 
market share in colorants, which is second 
only to that of L’Oréal (see chart). 

Two things are fuelling the popularity 
of dyes. The first is the wish of ageing 
populations everywhere to cover their 
grey. “Being 50 today is not like being 50 
ten years ago,” says Debra Leitman-Yale, 
president of Clairol International. 
“Women are fighting ageing every step of 
the way.” Half of all women in America 
and Europe already colour their hair regu- 
larly, and this percentage is rising as baby 
boomers head towards retirement. And as 
do-it-yourself hair-dye kits become gentler 
on the tresses, easier to use and cheaper, 
half of them are now doing it at home 
rather than in salons. 

They are being joined by more and 
more men. In Japan, where boys increas- 
ingly seem to want to look like girls, hair 
dyes (along with eyebrow tweezers) are 
big business. In America, sales of dyes to 
men tripled in one year, to $130m in 1999, 
according to A.C. Nielsen. Making hair- 
dyeing butch is part of the trick. Clairol’s 


website advises men with thinning hair to 
dye it to make it look fuller, while Combe, 
one of its rivals, uses football stars to push 
its popular Just for Men range. Even Tiger 
Woods, it seems, has dyed his hair. 

The second factor is the explosive 
popularity of hair colour as a fashion ac- 
cessory, particularly among the young. 
Yiotis, the creative director of colour at Vi- 
dal Sassoon London, who personally tints 
the locks of Oscar nominees and catwalk 
models, says: “In the past, people would 
carry a Prada bag or wear Gucci shoes. 
Now the latest accessory is dyed hair.” 
Clairol notes that the fastest growth is com- 
ing from people aged between 14 and 24, 
where the prime objective is to be noticed. 

One factor helping sales is that the new 
dyes are not so fast, allowing frequent col- 
our changes and experimentation. In Ja- 
pan, where so many cutting-edge trends 
start, hairdressers have acquired celebrity 
status: female students there recently rated 
hairdressing as “the job with the most 
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imaginative appeal”. 

Although P&G may be able to 
strengthen its new brand's global distribu- 
tion and save some costs, Clairol has been 
losing market share in America, largely to 
L'Oréal. Figures from IR1, an American re- 
search firm, show that since 1995 Clairol’s 
share has slipped from 49% to 37%; 
L’Oréal’s has jumped from 34% to 41%. In 
Europe, meanwhile, Germany’s Wella, 
which announced good results this week, 
and Schwarzkopf (made by Henkel) are 
well entrenched. 

Like that other fashion accessory, the 
mobile phone, hair dye is starting to come 
with a health warning. A recent report in 
the International Journal of Cancer found a 
link between hair dyes and bladder can- 
cer. In Britain this month a woman died 
from an allergic reaction after colouring 
her hair at home. Smelly chemicals that 
help hair absorb colour can also cause odd 
reactions. Experts are even recommending 
drinking a litre of water after dyeing in or- 
der to dilute any peroxide absorbed 
through the skin. Such concerns will prob- 
ably not deter the vain, though. After all, 
suffering in the name of beauty is an age- 
old tradition. = 
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BT’s new chairman, Sir Christopher Bland, has the job of putting the ailing telecoms giant back on line 





| vue jovial and energetic, Sir Christo- 
pher Bland clearly cannot abide a 
mess. Before he sits down in his calm 
room at Broadcasting House, right in the 
prow of the BBo’s ocean-liner of a build- 
ing in London's Portland Place, he spots a 
tulip wilting in a vase. “Away for a day 
and things fall apart,” he says crossly, 
whisking it out and into the bin. 

Dead flowers are one consequence of 
dividing his time between chairing the 
board of governors of the BBC, Britain’s 
state-owned broadcaster, and of BT, the 
former state-owned telecommunications 
business whose chairman he became at 
the start of May. He has chaired the BBC 
since 1996, and had two more years to go 
when he got a call from a headhunter, 
asking whether he would ever consider 
leaving the “Beeb”. “No,” he said, “except 
for BT.” 

BT it was. He got the job after being in- 
terviewed by Sir Iain Vallance, the 
outgoing chairman, Lord Marshall, a non- 
executive director, and Sir Peter Bonfield, 
the chief executive. He rejected the idea 
of joining first as a non-executive and 
then taking over as chairman in the au- 
tumn. However, he agreed to continue 
the BBc job until the British general elec- 
tion (on June 7th) is out of the way, so as 
to spare this government the sensitive 
task of choosing his successor. 

At BT, things have been falling apart 
recently. Over the past year the com- 
pany’s shares have collapsed (as, to be 
fair, have those of many other telecoms 
companies). And its debt has soared, to 
£27.9 billion ($40 billion), leading to a £5.9 
billion rights issue, the biggest-ever in 
London. The issue is now being pro- 
moted heavily to investors, who remain 
unhappy—sT's shares have fallen in value 
by 10% since it was announced, and they 
were pushed down further this week by 
two high-level resignations from Viag In- 
terkom, BT's German mobile-phone 
subsidiary. Sir lain's departure was the 


smallest price that investors would accept 
in return for helping the company out of 
its mess. 

Sir Christopher's qualifications for the 
job are some familiarity with the fast- 
changing world of communications; 
plenty of experience of dealing with reg- 
ulators; and the cheerful thuggishness of 
aman who once fenced for Ireland in the 
Olympics and spent his 20s as a Territo- 
rial Army (part-time) soldier. 

His acquaintance with the digital 
world comes from the BBC, where he pre- 
sided (admittedly from a great height) 
over the development of one of Britain’s 
most popular websites. His experience of 
dealing with regulators is far broader. He 
was chairman for 15 years of a large 
group of hospitals (“that’s why I'm a Sir 
and not a plain Mr”); chairman of Lon- 
don Weekend Television for a decade 
until 1994; and chairman of NFc (the 
remnants of a state-owned road-freight 
service) until May 2000. 

As owner of the local “loop” connect- 
ing homes to the national network, and 
as provider of the bulk of Britain's do- 
mestic telephone services, BT is bound by 
tight rules. A good understanding of regu- 
lators is therefore a valuable skill for its 
chairman. So is an ability to deal with 
politicians. Sir Christopher is proud that, 
on his watch, the BBC negotiated good 
deals with the government on the licence 
fee that finances it and on the special pro- 
vision to cover its World Service. 

But thuggishness may turn out to be 
his key quality. He will need it first to sort 
out BT’s finances. He spent much of April 
wading into the task of reducing the debt. 
His priority is to get it down to between 
£15 billion and £20 billion. With some £6 
billion from the rights issue, around £5 
billion from various disposals, and £1.5 
billion-3 billion from a sale or flotation of 
Yell, the company’s Yellow Pages busi- 
ness, that target starts to look feasible. To 
help to meet it, the company is cutting its 
dividend (“It makes no sense to say, we 
need £5.9 billion, and here’s £1.4 billion 
back”). It must also unscramble the com- 
plex deal that binds BT to AT&T in 
Concert, a blighted and hugely loss-mak- 
ing international venture. 

In all of this, Sir Christopher has al- 
ready been vigorously involved. “I used 
April to do quite a lot of due diligence on 
the current strategy of the company,” he 
recalls, “and the choice was pretty clear. 
Either I bought into it—or I didn’t come.” 


He did not have the luxury of looking at 
alternatives. So he chaired the board that 
decided to cut the dividend, and he was 
involved in the delicate task of setting the 
terms of the crucial rights issue. 

Beyond that lies the task of splitting BT 
into two parts, dubbed Br Wireless and 
Future BT. The need for a split, some 
would say, was obvious long ago: but Sir 
Christopher firmly refuses to luxuriate in 
hindsight. He is to run the second, slower- 
growing bit. “I quite like businesses that 
generate cash earnings and have a divi- 
dend-paying potential,” he says 
cheerfully. “I'm an old-economy person.” 


The Bonfield business 
Sir Christopher has invested £1m of his 
own money in BT, so he clearly thinks he 
can make the transition work. But it will 
need a change in sBT’s stilted and bureau- 
cratic culture. Changing the culture is 
something he believes is being done by 
Greg Dyke, the director-general appointed 
to the BBC under his chairmanship. But 
BT had a succession of problematic chief 
executives under Sir lain, and Sir Peter 
has stayed longer than anyone since Sir 
lain himself did the job.Can the com- 
pany’s culture be changed so long as Sir 
Peter, whom many outsiders blame most 
for the current mess, remains in the job? 
Sir Christopher, for once true to his 
name, smiles blandly. “It's a question he 
and I need to answer together. We think 
we can.” Clearly, no company willingly 
dumps both chairman and chief execu- 
tive at the same time. When BT splits, that 
may be the time for Sir Peter to split too. 
The biggest test for Sir Christopher is 
likely to be not how well he gets on with 
Sir Peter, but how successfully he picks Sir 
Peter’s successor. W 
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penny in whose pocket? 


Were investment banks crooked when they made billions of dollars from the 


Internet bubble? 


T ENJOYED the dotcom party as much as 

anyone. But now that the whole thing 
has ended messily, Wall Street has become 
everybody's favourite scapegoat. Its an- 
alysts are accused of abandoning objectiv- 
ity to tout shares that their investment 
banks underwrote. Underwriters are said 
to have set the share price too low in initial 
public offerings (IPOs), so as to ensure a 
huge jump in the price when trading be- 
gan. Thatjump in turn enabled investment 
banks to reward favoured clients who 
were allocated shares in the Po, which cli- 
ents could instantly sell at a fat profit. To 
compound the rascality, the banks shared 
in those profits by demanding return fa- 
vours from the clients. 

Wall Street is suddenly taking all these 
accusations seriously. That is in part to re- 
assure investors that rros are still worth 
investing in, and so to help to revive a mar- 
ket that was once lucrative. But it is mainly 
out of fear of the large fines, or even jail 
sentences, that might result from investiga- 
tions under way. 

The heads of research at America’s 
leading investment banks are now work- 
ing together on a code of best practice for 


analysts. This is said to include severing 
the link between an analyst’s pay and the 
revenues a bank earns on any deal he 
works on. (This practice is so deeply en- 
trenched that it will be remarkable if such 
a rule ever sees the light of day.) In the 
same spirit, the Association of Investment 
Management and Research said on May 
21st that it is producing a paper on “pre- 
serving” research integrity and promoting 
a set of “research objectivity standards”. 
Prudential Securities has given up under- 
writing altogether, opting to stand or fall 
on the independence of its research. Ad- 
mittedly, it was not a strong underwriting 
force to begin with. 

Wall Street also faces congressional 
hearings in June about its conflicts of inter- 
est. It is conceivable that these could be- 
come dotcom show trials, with former 
gurus being accused of fleecing the public 
by championing the likes of Amazon and 
Priceline. Even scarier for investment 
bankers are three probes into accusations 
of wrongdoing in the underwriting pro- 
cess, along with a host of class-action law- 
suits on behalf of suffering investors. 
These investigations—by the Securities 
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and Exchange Commission (sec), the reg- 
ulatory arm of the National Association of 
Securities Dealers (NASD) and a criminal 
one by federal prosecutors in Manhattan— 
take in most of Wall Street's leading firms. 

Credit Suisse First Boston (csFB) has 
borne the brunt of the bad publicity. It is 
the only target so far of the NASD inquiry, 
which is further advanced than the others. 
Unlike the sec, which is examining indus- 
try-wide behaviour, the NASD is (as usual) 
putting its energies into catching one firm, 
after which, precedent established, it can 
go after the others. 

Some at CSEB Say that the bank is a vic- 
tim of over-zealous regulators, spurred on 
by competition between the NAsp and 
the sec. They detect an attempt to demo- 
nise Frank Quattrone, the bank’s high-pro- 
file dealmaker in the technology sector. 
There has not, after all, been a Michael Mil- 
ken for the best part of a decade. Internal 
inquiries at CSFB appear to have exoner- 
ated Mr Quattrone from any wrongdoing. 
Still, the bank has suspended two employ- 
ees, for “unacceptable conduct” that sup- 
posedly broke the firm’s own rules, 
though not the law. Some observers won- 
der if CSFB is preparing to wriggle off the 
hook by implying that any abuses were 
the acts of a few rogue brokers. 


Sharing the shares 

The main focus of the investigations is the 
terms under which underwriters allocated 
shares in Pos. This is no simple matter. 
Nobody disputes that the underwriters 
can choose to whom they distribute 
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> shares, nor that they may favour clients 
that give them plenty of business. Indeed, 
one preoccupation of regulators is that 
shares in rros have not always been allo- 
cated in proportion to the amount of brok- 
ing business a client does. 

The chief concern is about what other 
clients did to get an outsized allocation. 
Did they, for instance, hand back to the un- 
derwriter some of the profits from selling 
the shares, by doing a lot of commission- 
paying business shortly afterwards? Such 
commissions could be construed, in effect, 
as part of the underwriting fees earned by 
the bank. They should therefore have been 
disclosed. Whether this is so in law may 
depend on whether such kickbacks can be 
proved to be a binding contract, rather 
than a vague indication of intent. Non- 
binding banter—“T'll give you shares in this 
IPO, you take care of me later”—often takes 
place with good clients, say Wall Streeters. 

To get shares in a hot IPO, clients may 
also have agreed to buy shares in future 
IPOs that were less exciting. Or they might 
have promised to buy additional shares in 
an IPO once trading had begun. This 
would have amounted to market manipu- 
lation. Innocent, plead the banks. To ask 
clients if they would be willing to buy in 
the after-market is to help learn how com- 
mitted they are to the shares—not plan- 
ning, in other words, to “flip” the shares as 
soon as trading begins. 

The potential revenues from cosy ar- 
rangements between Wall Street and its 
friends were enormous. According to Jay 
Ritter, an economist at the University of 
Florida, official underwriting revenues 
were $7.3 billion in 1999-2000. But the so- 
called “money left on the table”—instant 
profits available for clients allocated 
sharesin an1Po that soared on the first day 
of trading—was $66 billion. Some of that 
money was certainly split with the under- 
writers. Strangely, issuers didn’t seem to 
mind the intentional underpricing of their 
IPO. A big first-day pop in their share price 
was viewed as a marketing success. 

Seasoned regulators admit that it will 
be hard to prove that Wall Street firms were 
systematically up to no good. It will take, at 
the least, a lot of incriminating tapes and e- 
mails to prove that brokers overstepped 
the line between vague requests (“take 
care of me”) and the demanding of bind- 
ing promises. 

Perhaps, just perhaps, the market is al- 
ready reforming itself. A few IPOs are now 
taking place, but not with the huge first- 
day premiums of yore. Issuers are taking a 
closer look at the auction-based IPOs pio- 
neered by W.R. Hambrecht, an invest- 
ment-banking boutique in California. 
These act to tease out the issue price that 
pretty much equalises supply and de- 
mand and minimises the first-day pop— 
and, along with it, the opportunity for 
kickbacks to underwriters. = 


Fidelity 


A family affair 


NEW YORK 
A new head for America’s biggest fund 
manager 


T IS, quite literally, a trillion-dollar ques- 

tion: how does a fund-management op- 
eration as big as Fidelity’s go about 
handling so much money? This is now the 
responsibility of a 39-year-old: Abigail 
Johnson, who on May 21st was named 
head of the fund-management arm of her 
family’s Fidelity Investments, based in 
Boston, Massachusetts. 

Fidelity is America’s biggest money 
manager, with more than $900 billion in 
American fund business and another $100 
billion in fund business abroad. On the ba- 
sis of current growth rates, the firm expects 
the two bits of the business to be the same 
size within ten years. Fidelity has spent a 
lot on overseas expansion. It is the biggest 
foreign investment firm in Japan, and the 
biggest manager of unit trusts (mutual 
funds) in Britain. 

Unlike competitors such as Vanguard 
and Barclays, which mirror stockmarket 
indices, Fidelity vigorously manages its 
share portfolios. Its investment decisions 
are felt in the stockmarket, and at compa- 
nies in which it holds shares. Fidelity’s 
voice is heard in the proxy motions that are 
filed by disgruntled investors, and in the 
reorganisations that follow bankruptcies. 
As America’s biggest buyer of shares, Fi- 
delity receives by far the largest allocation 
of initial public offerings. It is one of the 
very few investors with the clout to force 
the restructuring of deals that it dislikes be- 
fore they come to market. 

How Ms Johnson deals with these is- 
sues is still a matter for speculation. The 
daughter of the holding company’s 
present chief executive, Edward Johnson 
(his eponymous father was the founder), 
Ms Johnson joined Fidelity in 1988 as a 
lowly analyst and quietly worked her way 
upwards. She ran several funds, with re- 
spectable but not stellar results, and then 





Pozen: it’s your new party 


she became a manager of the people who 
managed funds. 

Like her father, Ms Johnson avoids pub- 
licity. Colleagues at Fidelity say they like 
her for not demanding special treatment. 
Her lack of pretensions, no doubt, makes 
the nepotism of her promotion easier to 
swallow, particularly since her rise has 
been so predictable since 1995, when she 
became Fidelity’s largest single share- 
holder. Her 24% stake is valued by Forbes, 
conservatively, at $10 billion. It was typical 
of the firm’s style that the change in own- 
ership was disclosed only in the fine print 
of a securities filing. 

Typical, too, was that not a single word 
of Ms Johnson’s recent promotion leaked 
in advance. Such secrecy would be un- 
usual in any of the public companies Fidel- 
ity invests in. But it is one of the more 
curious elements of America’s invest- 
ment-management world that Fidelity 
and its most formidable competitors resist 
becoming public companies themselves. 
Vanguard, the second-largest manager in 
America, is mutually owned, allowing the 
shareholders in its funds to pay particu- 
larly low fees. Capital Group of Los Ange- 
les, the largest fund group that sells 
through brokers, is a partnership which is 
secretive enough. Fund-management 
companies do not often need to raise 
money in public markets, somany have no 
desire for a listing. Maybe they also do not 
want to be at the mercy of interfering out- 
siders like, well, themselves. 

The operation that Ms Johnson inherits 
has only recently completed a fairly har- 
rowing transformation. Behind Fidelity’s 
early success were aggressive, iconoclastic 
investment managers, notably her father 
in the 1960s and Peter Lynch in the 1970s 
and 1980s. Internal management, such as 
it was, meant crowding everybody into a 
single room and letting them out-shout 
each other. By the mid-1990s, Fidelity’s 
growth had at last caught up with it. Perfor- 
mance suffered, the company became a 
target for criticism and key fund managers 
quit. Robert Pozen, Fidelity’s general coun- 
sel, was the choice to manage a turna- 
round. He did remarkably well. 

Funds which previously operated with 
autonomy were reorganised into small 
groups overseen by managers (Ms John- 
son among them) and linked together 
through new information technology. 
Managers stopped leaving, and perfor- 
mance improved. Out of fear that he 
would be feeding a bubble, Mr Pozen pub- 
licly rejected the creation of an Internet 
fund back in 1999, when investors were 
pounding the table for one. 

It was a bold investment call, worthy, in 
its way, of the best picks made by Mr John- 
son or Mr Lynch. When dotcom shares col- 
lapsed, the recriminations were aimed at 
other firms. Ms Johnson will have much to 
live up to. m 
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Weighting share indices 
Flotsam and 
jetsam 


MSCI announces some long-awaited 
index changes 


LD-FASHIONED investors may be in- 
clined to grumble as they assess the 
impact of the decision by Morgan Stanley 


Capital International (mscl, a leading pro- 


vider of equity indices) to overhaul the 
way it treats the companies it tracks. The 
share prices of some will rise, and others 
will fall, not because of any change in the 
companies’ profitability, but thanks sim- 
ply to anew weighting methodology. 
Mscthas decided to weight companies 
in its indices according to the number of 
shares that are freely tradable rather than 
their total market capitalisation. It will also 
increase the share of each market that it 
covers, from 60% of the market’s capital- 
isation to 85% of a free-float adjusted cap- 
italisation, meaning that more and smaller 
companies will go in. Because a lot of 


American share prices 


A poor average 








money now simply mimics the shares 
held in various MSC! indices, a group of 
“index-tracker” fund managers will now 
be obliged to buy and sell the same shares 
at much the same time. Billions of dollars 
could shift between and within markets. 
In MSCI’s new world, the stockmarkets 
of Britain and America gain, largely at the 
expense of Japan, France and Germany, 
where more substantial chunks of compa- 
nies tend to be held by governments, 
founding families or other companies. 
Emerging markets will be hit as well: the 


Ignore the Dow. Most American share prices are still well below their peaks 


week the Dow Jones Industrial 

Average came to within just 3.3% of 
its peak in January 2000. To ju soli 
average, the bears have 
pn drei mt sine 
Was the past year just a bad dream? 

Well, the Dow may be the best- 
known stockmarket barometer, but it is 
also the least reliable. It is a crude aver- 
age of 30 share . In most other 
stockmarket 


When Charles Dow first published his 
index in 1896 there were no computers, 
so this crude method had advantages. 
He simply added up the various share 
prices and divided by the number of 
stocks. Over time the divisor has been 
adjusted to take account of stock splits. 
A dollar increase in the share price of 

the biggest firm thus has the same im- 
pact on the Dow as a dollar increase in 
the share ioe te males. ne. This 


the Dow is still down by 14% from its 
peak. The broader market indices, such 
as the Wilshire 5000, are down by even 
more (see chart). In other words, inves- 
tors’ portfolios have suffered bigger 
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losses than looking at the Dow alone 
would suggest. 

The difference comes mainly because 
it is some of the larger companies that 
have seen the biggest falls in share 
prices. Microsoft's share price is still 38% 
below its level in January 2000. Boeing, 
by contrast, has gained 50%—but in Janu- 
ary 2000 its market capitalisation was 
just 7% of Microsoft's. 

At the stockmarket's bottom in 
March, investors were comforted by the 
fact that the Dow had fallen by less than 
20%, the conventional definition of a 
bear market. In fact, if it were weighted, 
the peak-to-trough decline would have 
been almost 30%: easily good enough for 
a grizzly. 


total value of the Emerging Markets Free 
Index, which represents 26 emerging mar- 
kets, will fall by two-fifths, from $950 bil- 
lion to $560 billion. At the sectoral level, 
telecommunications and technology- 
equipment companies will see the largest 
drop in weighting. 

MSCI is the last big index provider to 
have made a shift to weighting according 
to free-float, after its main rivals, FTSE In- 
ternational, Standard & Poor’s and Dow 
Jones, The aim is to tie a company’s weight 
directly to the number of shares that inves- 
tors can buy. Under the old system, the 
prices of some shares were pushed up be- 
cause investors could not buy enough of 
them to reach the required index weight. 

Calculating free-float indices is tricky. 
MSCI itself pointed out in a consultation 
paper last year that distinguishing be- 
tween strategic holdings and free-floating 
shares is, to some extent, a matter of judg- 
ment. Trustworthy information on share 
ownership is often hard to find. 

Levels of disclosure vary, says Gia- 
como Fachinotti, head of the index com- 
mittee at MSCI. In the Netherlands and 
Greece, he points out, companies do not 
have to disclose share blocks until they 
reach 5% of issued shares. In Hong Kong 
the trigger point is higher, at 10%. Free-float 
methods therefore threaten to reward com- 
panies and countries that obscure their 
shareholder bases. That would be a per- 
verse outcome, especially since MSCI 
hopes that its new methodology will, in 
time, change the way in which companies 
structure and disclose share ownership. 

The big question for investors is how to 
make money out of Msc1’s changes. Be- 
cause the index-tracking lot have no choice 
in what they eventually do, traders around 
the world are trying to take advantage of 
them. Although index-huggers, with 
MSCI’s help, are trying to be subtle—a “pro- 
visional” index allows them to spread 
their changes over a year—they are still 
vulnerable. The simplest strategy would 
be to jump early into the shares that pas- 
sive fund managers will eventually need 
to buy, and then sell them at an inflated 
price. A chance, then, for active managers 
to prove their mettle. m 
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Throw out the rule-book 


HONG KONG 


Share-price multiples that may work in the West do less wellin Asia 


HE developing markets of East Asia 

have got the better of many a western 
fund manager over the years. Usually, it 
suits the unlucky investor to blame his un- 
derperformance on Asia’s crony capital- 
ists, its weak rule of law or its inefficient 
capital markets. Perhaps, however, the 
fault lies in assuming that the various mul- 
tiples, dividend-discount models and 
other fancy metrics that they use to value 
shares in America or Europe should auto- 
matically work in Asia as well. 

Markus Rosgen, a Hong Kong-based an- 
alyst at ING Barings, a European bank, has 
long suspected as much. He crunched 
numbers to test the relevance of a wide 
range of valuation tools in various East 
Asian markets. The results are surprising. 

The biggest shocker, especially to 
“value investors” of the Warren Buffett 
school, is that the share price—a rather cru- 
cial number, you might think—has histori- 
cally been almost wholly irrelevant for 
making good investment decisions in 
Asia. Rather, the winning strategy has 
been to buy shares in those companies 
that achieved the highest returns on equity 
in the previous accounting period, irre- 
spective of their current market value. 

Mr Rosgen is puzzled, but suspects that 
the dismal record of Asia’s profit forecast- 
ers is to blame. So unreliable have their 
hunches been that last year’s numbers are 
still the least bad metric. Discounting cash- 
flows, in other words, is usually a waste of 
time in Asia: the cashflow projections will 
be wild guesses, as will the discount rate to 
be applied to them. Multiples such as the 
ratio of “enterprise value” over “EBITDA” 


(earnings before interest, tax, depreciation 
and amortisation) are also “pretty much 
useless.” 

Local idiosyncrasies count. In South Ko- 
rea, whichever companies did worst in the 
previous six months have tended to do 
best in the next year. The government has 
never quite kicked its habit of bailing out 
corporate dogs. In effect, says Mr Rosgen, 
this is like an “implied put option” on 
South Korea’s worst companies. 

In China and the Philippines, by con- 
trast, the best strategy has been to concen- 
trate on companies’ debts. This means 
disregarding not only the share price, but 
also the income statement. Instead the fo- 
cus should be on the ratio of current assets 
to current liabilities on the balance sheet. 
On the high-tech island of Taiwan, how- 
ever, looking for the highest ratio of re- 
search and development to sales has 
produced the best portfolio returns. 

If all this sounds a bit scary, investors 
can still find some crumbs of comfort. Mr 
Rosgen also discovered that Asian compa- 
nies, unlike western ones, are old-fash- 
ioned in at least one way: they pay 
dividends. In Singapore, Hong Kong, 
China and Malaysia, well over half of all 
companies produce dividend yields that 
are higher than interest rates on bank de- 
posits. In America only 7% of companies 
do that. Indeed, two-thirds of the invest- 
ment returns to be had in Asia since 1991 
have come not from capital gains but from 
dividends. High dividends are often seen 
in corporate-finance theory as a wasteful 
use of scarce capital. They are appreciated 
by investors in Asia, even so. E 
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Life insurers in Japan 


A losing roll 


TOKYO 
Japan’s life-insurance industry is 
hobbled by poor returns 


OR almost a decade, Japan's life insur- 

ers have been losing money. Five have 
collapsed in the past year. Nobody expects 
the rest to announce anything other than 
awful annual results on June 4th. 

Their problem is years of low interest 
rates in Japan, which have led to falling an- 
nual returns (see chart on next page). This 
means that life insurers are unable to 
match the high pay-out rates they have 
guaranteed on existing policies by invest- 
ing the premiums that are paid in. In the 
year to March 31st, the ten biggest insurers 
are expected to have lost ¥1.4 trillion ($12.7 
billion) from this mismatch alone. Then 
there were dud investments in equities 
and property, and also bad loans to other 
sickly companies. 

To be fair, the fault is not wholly the life 
insurers’. One reason they set unrealisti- 
cally high pay-out rates in the 1980s was 
that the government's own life-insurance 
business, run by the post office, could com- 
pete in the knowledge thatits losses would 
be plugged with public money. 

For the past few months a government 
panel has debated whether to help the in- 
dustry out by allowing them to lower their 
annual pay-out rates. Under current law, 
insurers are not allowed to do this unless 
they have gone bust. Proponents of the 
scheme argue that policyholders would 
rather see returns shaved a bit now than 
have them cut drastically once insurers 
collapse. Two options are under discus- 
sion. One is to issue a government direc- 
tive that forces all life insurers to cut their 
pay-outs; the other is to revise laws to al- 
low individual insurers to cut rates. 

The first option is the least plausible. 
Not least, instructing the industry to shift 
the burden of losses on to policyholders 
would lead to all sorts of legal headaches 
for the government. The scheme has also 
met fierce opposition from Nippon Life, 
the country’s biggest life insurer, which 
can afford to tough things out longer than 
its rivals. Some panel members are also 
concerned that the move could lead dis- 
gruntled consumers to turn their back on 
the insurers altogether, worsening their 
plight. So the panel is leaning towards let- 
ting weak companies cut their guaranteed 
rates of return, so long as they get approval 
from a majority of policyholders, sack 
their managers and submit a detailed re- 
structuring plan. 

There are several things wrong with 


this idea, the critics say. One is that it does >> 


“sy 





-= $ k PF a g 







a Fg nt TO sae bees AR A E 
z K > oP. <= x= i a ~ b r A 








i Less vital 
Life insurance in Japan 
2,200 
total end 9 
on n 
% set ici vtm 
6 2,000 


1,800 


1,600 


0 , 
1990 92 94 96 98 99 
Fiscal years 

Source: Japan Institute of Life Insurance 


> nothing to tackle the industry's opacity. 
Since most life insurers are not listed com- 
panies but mutual societies, disclosure 
standards are poor. It is hard to work out 
quite how bad companies really are. For 
example, figures showing the mismatch 
between guaranteed pay-outs and invest- 
ment returns are not published. Instead, 
life insurers produce complicated num- 
bers that show their “negative yield”; even 
they admit that this does not represent the 
true value of the mismatch. 

The ambiguity has caused confusion. 
Most life insurers have pleaded weakness 
when pressing to be allowed to break con- 


Trade spats 
Reprieve 
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tracts and lower pay-out rates. The same 
insurers have also argued that they make 
gains from lower-than-expected mortality 
and expense rates, which, they say, more 
than cover losses from annual pay-outs. 
That raises the question why insurers need 
rescuing at all. 

Another problem is that few insurers 
are likely to use the scheme. Since Toho 
Mutual, a medium-sized insurer, collapsed 
in 1999, consumers have become nervous 
about the safety of their policies. Life 
insurers are now worried that the slightest 
whiff of trouble will lead to floods of can- 
cellations, as it did at Chiyoda Life and 
Kyoei Life before they collapsed last year. 

There seems, in short, little the govern- 
ment can do. Not even reigniting inflation 
would work. Higher long-term interest 
rates would lower liabilities, because they 
would reduce the gap between pay-out 
rates and investment returns. But they 
would also harm the asset side of insurers’ 
balance sheets, as bond prices fell. 

Where the government could help to 
improve the industry's credibility is by 
tightening disclosure rules. So far, its well- 
meant discussions have merely illumi- 
nated the extent of the industry's pro- 
blems. Still, for every loser there is a 
winner. Big foreign companies such as 
America’s AIG and Canada’s Manulife, 
have been snapping up failed insurers. 
Consumers’ lost faith in Japanese insurers 
may be restored by foreign ones. E 


A ruling on American export subsidies is delayed again 


ICK, tick—the doomsday clock for 

transatlantic trade has been pushed 
back a couple of minutes again. Last 
week the World Trade Organisation 
(wTo) decided to delay until June 22nd 
its interim ruling on the legality of an 
American export subsidy. Still, the even- 
tual ruling is likely to find fault with 
America. Some urgent patching-up is 
needed to prevent a new trade war. 

At issue is America's foreign sales cor- 
poration (FSC) tax code, which grants 
income-tax rebates to American export- 
ers. Just before a deadline set late last 
year to comply with a first ruling against 
the Fsc law, Congress squeezed through 
a slapdash replacement. The European 
Commission threatened to impose $4 
billion a year in punitive tariffs on Amer- 
ican exports if it failed to pass wro 
muster. 

Arbitration began, the matter went 
back to the first tribunal, and arbitration 
was then suspended. Every delay 
pushed the final decision closer to a 


WTO meeting in July meant to set the 
agenda for the Qatar ministerial summit 
in November. Now the decision will not 
become public until August 13th. 

Timing counts. America wants to act 
as Europe's partner in launching a new 
trade round. Expecting an adverse ruling 
on the Fsc case, Robert Zoellick, Amer- 
ica’s trade representative, has pleaded 
with the commission to delay the tariffs. 
He compared the $4 billion in punitive 
measures to a nuclear weapon. It could 
blow any chance of co-operation with 
Europe on a new round. 

Yet Mr Zoellick’s colleague, Don Ev- 
ans, America’s secretary of commerce, is 
sanguine. He says the Fsc case is rela- 
tively small and can be resolved in time 
for the July talks. If he is wrong, America 
could appeal, delaying any retaliation 
until after the Qatar meeting. Even so, $4 
billion is over ten times the combined ta- 
riffs imposed during the transatlantic 
disputes over beef and bananas, which 
kept tempers hot for years. 





European economies 


And now, the 
S-word 


FRANKFURT 
Slow growth and stubborn inflation are 
dogging the euro area—and its currency 


NOTHER week, another lot of bad 
news from the euro area. At least the 
figures from Germany, the area’s biggest 
economy, were largely expected. Indus- 
trial confidence slid (again) in April; feeble 
consumer spending, despite tax cuts, re- 
stricted GDP growth to 0.4% in the first 
quarter. But France, until now a bright 
spot, is also dimming. Growth in the first 
quarter, at 0.5%, was weaker than ex- 
pected, and the figure for the last quarter of 
2000 was revised down. 

Creeping disillusion over Europe’s abil- 
ity to shrug off America’s slowdown is 
weighing on the euro: this week it fell be- 
low 86 cents for the first time in six 
months. Another burden, though, is the 
euro area’s inability to shrug off inflation. 
In none of the area’s 12 countries is the 
“harmonised” inflation rate below 2%, the 
top of the range set by the European Cen- 
tral Bank (ecB). Already 2.9%, the euro- 
area average is likely to rise before it falls. 
Numbers from six German states point toa 
national inflation rate of 3.5% in May, up 
from 2.9% last month. Some commen- 
tators have started talking of stagflation. 

Why, if growth is slowing, is inflation 
rising? Up to a point, says David Mackie, 
an economist at J.P. Morgan, this was to be 
expected: when economies cool, it usually 
takes a while for inflation to peak. Look 
12-18 months ahead, and the chances are 
that price pressures will have eased. Most 
forecasters think that inflation will be be- 
low the EcB’s 2% threshold by the end of 
the year. 

The course of inflation, and interest 
rates, will depend partly on whether rising 
prices feed into wage demands. When it 
cut rates two weeks ago, the ECB seemed 
optimistic. But it is in no hurry to ease 
again, and will keep a close eye on rising 
prices of food, especially meat, which ex- 
plain much of the persistence of inflation. 

In Germany, for example, the retail 
price of pork has risen by 15-19% in the past 
year, depending on the cut. That reflects 
the Bse outbreak, which cut demand for 
beef, and measures against foot-and- 
mouth disease, which have restricted sup- 
plies. Funnily enough, beef prices have 
also risen, by 4%, despite a drop in de- 
mand. According to the agriculture minis- 
try, supply also fell fast: meat disappeared 
from shelves, cows were culled and 
slaughterhouses refused to accept cattle. 
That has kept prices up, it seems—and 
maybe interest rates, too. W 
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Only two cheers for fiscal prudence 


UST like citizens, a government ought to 

balance its books: so say politicians 
who want to appear responsible. The 
mantra these days is balanced budgets or, 
even better, budget surpluses, as in Amer- 
ica and Britain. There are no longer many 
vigorous defenders of large budget defi- 
cits. Only the truly hard-pressed—an 
Argentina, say, or a Japan—should think 
of resorting to deficit spending. But hang 
on a second. A government's bottom line 
is just a number. So how much does it 
really matter? 

A traditional argument against balanc- 
ing budgets dwells on the economic cycle. 
As an economy grows, and employment 
rises, tax revenues increase. When the 
economy turns down, fiscal transfers and 
other spending might be expected to rise, 
even as tax revenues fall. Far better, this 
argument goes, if governments balance 
the budget over the economic cycle rather 
than feverishly seeking to balance the 
books every year. 

There are more fundamental problems 
over the idea of balancing the budget, 
however. Budgeting weighs the benefits 
of spending against the costs of raising 
taxes and carrying debt. The outcomes of 
these three activities—spending, taxing 
and borrowing—follow some simple 
rules, on the whole. First, the more a 
given government spends, the less benefit 
accrues from the last dollar spent. That is 
because the most pressing needs should 
be funded first. Second, the more a gov- 
ernment taxes, the more painful it is for 
the last dollar to be taken from a citizen; 
the fewer dollars you are left with, the 
more each matters. 

And third, the more a government bor- 
rows, the greater the risk that the last 
dollar borrowed will damage private cap- 
ital markets: it “crowds out” private (and 
presumably more productive) investment 
competing for the same dollar. The future 
cost of repaying the last dollar borrowed, 
and the chance that the dollar will tip the 
scales towards default, also rise with the 
stock of debt outstanding. For this reason, 
carrying $2 trillion in debt is more than 
twice as harmful as carrying $1 trillion. 

Assuming, for now, no political con- 
straints, then totting up these costs and 
benefits over, say, a couple of decades 
would be a good way to decide what a 
government's bottom line should be, and 
how it should be paid for. When public 
debt and tax-financed spending are rela- 
tively low, a deficit may be preferable. 
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When taxes amply cover the legitimate 
functions of government, then a surplus 
can help provide against future deficits. 

This model assumes that the cost of 
raising money increases with the scale of 
taxation and debt, and that the additional 
benefits of spending decline. Fiscal re- 
straint is therefore a virtue. Yet, from a 
purely economic standpoint, it will al- 
most never be true that a perfectly 
balanced budget—or, for that matter, any 
one, fixed target for government ac- 
counts—will be the best solution. 

That has not stopped America from 
considering a new balanced-budget act, 
or the European Commission from de- 
creeing that the budget deficits of its 
members must not exceed 3% of their re- 
spective Gpps. Why? Well, rules of 
thumb are simpler than steering by com- 
plex calculations. Rules can discipline 
politicians, too. Without them, govern- 
ments can run up a mess of deficits that is 
left to successors to sort out—recall the 
boom-and-bust policies of America and 
Britain in the 1980s. 

Rules also ensure that changes in fiscal 
policy do not happen abruptly. Smooth- 
ness is good in quiet times—though 







clearly not when governments face an ur- 
gent need for spending, such as in 
wartime or in a period when tax collec- 
tion would be particularly painful, such 
as during a prolonged slump. Even in less 
extreme situations, one size is unlikely to 
fit all, as Europe’s fiscal limits are meant 
to do. And well-intentioned budget rules 
can have another perverse outcome: they 
tempt politicians to fudge the numbers. 


Taking the long view 

Rules or no, politicians tend to act for the 
next election when it comes to budgeting. 
They try to push the burden of repaying 
debts far into the future. And long-term 
threats to fiscal health, such as the de- 
mands of an ageing population or 
structural impediments to the economy, 
can get ignored in the process. 

In Japan, for instance, attempts to 
jump-start the economy through heavy 
deficit-spending have fallen flat. There is 
neither sufficient monetary easing nor 
enough structural reform to accompany 
the stimulus, and investment has failed to 
recover. America makes the problem still 
clearer. Given the huge predicted growth 
in entitlement programmes, mechanical 
increases in spending will, from the next 
decade, push the country deep into debt 
(see chart), if nothing is done. 

Saving its surplus to pay off future 
debts, if that were politically and eco- 
nomically feasible, would keep America 
in the black for an extra 12 years. Wash- 
ington is committed to reducing federal 
debt, but little enthusiasm exists for sav- 
ing now against debts to be incurred in 
future. The time available for phasing in 
reforms of costly programmes such as So- 
cial Security and Medicare is thus half as 
long as it might otherwise be. Yet the al- 
ternative, raising taxes again and again, is 
hardly more attractive. 
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E-strategy brief: Seven-Eleven 


Over the counter 


e-commerce 


TOKYO 


How to blend e-commerce with traditional retailing 


UST as the Internet pene- 

trated different countries at 
different speeds and in differ- 
ent ways, So its impact on tradi- 
tional companies, the subjects 
of this series of case studies, 
has varied from one part of the 
world to another. Consider 
Seven-Eleven, a convenience- 
store operator, which this year 
snatched the title of biggest re- 
tailer in Japan from Daiei, a 
troubled supermarket giant. 

Seven-Eleven’s e-strategy is 
built mainly around propri- 
etary systems. For the most 
part, it has used the Internet to 
talk to its retail customers, not 
to run its business. Yet few 
companies in Japan have been 
more admired for their use of 
electronic communications. 

Unlike Daiei, and many 
other retailers, Seven-Eleven 
has managed to overcome a 
stuttering economy and spiral- 
ling deflation to raise sales and 
profits by 4% and 15% in the 
year to the end of February. Its 
pre-tax profits last year were 
more than double those of Fast 
Retailing, a clothing outlet that 
holds the second spot. 

One reason for Seven- 
Eleven’s sparkling perfor- 
mance is its cautious manage- 
ment. Other Japanese conve- 
nience stores, such as Lawson 
and FamilyMart, the second- 
and third-biggest, expanded 
recklessly over the past decade. 
They have recently announced 
the closure of hundreds of 
stores. In contrast, Toshifumi 
Suzuki, Seven-Eleven’s chair- 
man, says that he would stop 
opening new stores if sales at 
existing ones declined sharply. 
His caution is reflected in 
Seven-Eleven’s finances, 
which are largely debt-free. 

Yet solid management is 
not the only contributor to 
Seven-Eleven’s success. The 
chain’s other distinction lies in 
its deft use of electronics. It pio- 
neered many techniques for 
using the Internet that are still 


ahead of the curve. 

Seven-Eleven Japan was set 
up in 1973. By the mid-1980s it 
had already replaced old-fash- 
ioned cash registers with 
point-of-sale (Pos) systems 
that monitor customer pur- 
chases. By 1992, it had over- 
hauled its information-tech- 
nology systems four times. 

But the biggest overhaul of 
all took place in 1995. With 
hindsight, the timing looks 
bad: that was the year when 
the Internet wave was begin- 
ning to swell in the United 
States but had barely begun to 
touch Japan’s shores. The new 
system that Seven-Eleven in- 
stalled was therefore based on 
proprietary technology—albeit 
state-of-the-art—rather than on 
the still barely tested open 
structure of the Internet. 


Convenience online 

Back in those days—and in- 
deed, even now-—it would have 
been hard to build on the back 
of the Internet alone a system 
that satisfied all Seven-Eleven’s 
complex demands. It wanted 


an easy-to-use multimedia sys- 
tem with pictures and sound, 
since most workers are part- 
timers with scant computer 
skills. It also wanted a system 
that could quickly repair itself 
if something went wrong. 

Then the chain needed a 
network to speed up the trans- 
mission of orders, ideas and 
feedback. It wanted all the 
companies in its supply chain 
to use one common system, 
and it wanted a system that 
could be easily updated to take 
advantage of technological ad- 
vances. Then it wanted the sys- 
tem to run for at least 15 years. 

Such connectedness—hook- 
ing up suppliers, stores, staff 
and even banks—is the sort of 
thing that most retailers can 
still only dream of, even with 
the Internet around to reduce 
the cost and the complexity. 
What made Seven-Eleven’s 
task more daunting was that 
the system had to serve some 
6,000 stores (the figure is now 
more than 8,500 and growing) 
scattered across Japan. 

It built the system itself, cre- 
ating the hardware with NEC, a 
consumer-electronics com- 
pany. Coming up with the 
right software was harder, and 
it eventually asked Microsoft, 
America’s software giant, to 
help it build a tailor-made 
Windows-based system. 

By 1996 the software was 
being installed in some 61,000 
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computers at Seven-Eleven’s 
stores, head office and vendor 
firms. By 1998, the overhaul, 
which cost ¥60 billion 
($490m), was complete. The 
new system replaced the rag- 
bag of systems used before. A 
pipeline to Microsoft's offices 
in Seattle provided instant sup- 
port. The software back-up 
constantly monitored and 
automatically rebooted the 
system when it crashed, and 
alerted local maintenance 
firms if such errors occurred 
more than twice. 

All Seven-Eleven stores 
now have a satellite dish. 
Cheaper than using ground ca- 
bles, this is often the only op- 
tion for shops in rural areas. 
And in earthquake-prone Ja- 
pan, the satellite dish provides 
an extra layer of safety on top 
of two sets of telephone lines, 
and separate mainframes in 
Tokyo and Osaka. 


Win-win-win-win 
Seven-Eleven’s new technol- 
ogy gave it four advantages. 
The first wasin monitoring cus- 
tomer needs, which were 
changing as deregulation 
made shoppers more demand- 
ing. “We believed that the na- 
ture of competition was chang- 
ing. Instead of pushing 
products on to customers, com- 
panies were being pulled by 
customer needs. In this envi- 
ronment, the battleground was 
at the stores themselves—the 
interface between businesses 
and customers,” says Makoto 
Usui, who heads the informa- 
tion-systems department at 
Seven-Eleven. 

Second, Seven-Eleven uses 
sales data and software to im- 
prove quality control, pricing 
and product development. 
Thanks to its systems, the com- 
pany can collect sales informa- 
tion from all its stores three 
times a day, and analyse it in 
roughly 20 minutes. 

This has helped it rapidly to 
discern which goods or pack- 
aging appeal to customers. 
“Seven-Eleven’s merchandis- 
ing and product-development 
capabilities are formidable. Its 
ability to sense new trends and 
churn out high-quality items is 
far superior to other oper- 
ators,” says Michael Jacobs, an 
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> Wasserstein, an investment 
bank. Now Seven-Eleven is us- 
ing these skills to increase its 
own-brand products, which 
have higher profit margins. 

Third, technology has 
helped to predict daily trends. 
As customers become more 
fickle, product cycles are short- 
ening. Fashions in boxed 
lunches, riceballs and sand- 
wiches, which make up almost 
half of a convenience store’s 
daily sales, are especially 
short-term. Most last about 
seven weeks, but they can be 
even shorter. 

Seven-Eleven says it can 
keep abreast of these partly by 
keeping an eye on the weather. 
Five reports a day arrive elec- 
tronically at its stores from 
hundreds of private weather 
centres, each covering a radius 
of 20km (13 miles). This is use- 
ful in Japan, where tempera- 
tures between towns 40km 
apart can vary by as much as 
5°C. The reports also compare 
today’s temperature with yes- 
terday’s. “The same 10°C can 
feel very different depending 
on whether it was 1°C or 20°C 
the day before. This is critical 
for predicting food purchases,” 
points out Mr Usui. 

Finally, Seven-Eleven’s 
electronic investment has also 
improved the efficiency of its 
supply chain. Orders flow 
quickly. Those sentin by 10am, 
for delivery after 4pm, are elec- 
tronically processed in less 
than seven minutes. They are 
sent to 230 distribution centres 
that work exclusively for 
Seven-Eleven. Truck drivers 
carry cards with bar codes that 
are scanned into store comput- 
ers when they arrive with a de- 
livery. If a driver is often late, 
the operator will review his 
route and might add another 
truck to lighten the load. Seven- 
Eleven folk boast that their 
trucks run even more punctu- 
ally than Japan's on-time 
buses. 

In the same way, Seven- 
Eleven also helps vendors and 
manufacturers to control their 
inventories. It uses its database 
to instruct them on all sorts of 
small details, such as what 
sauce to put into its ready- 
made noodles in order to max- 
imise sales. 

As well as the system that 
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links together its supply chain, 
Seven-Eleven has worked hard 
to use technology to improve 
communications and training. 
Multimedia tools have helped 
to train store attendants, al- 
ways a difficult task for a busi- 
ness with lots of stores and 
part-time workers. Technology 
has also provided a way for 
store workers to keep in touch. 
That is important in a business 
which runs round the clock, 
with stores manned by a dozen 
or so workers, some of whom 
never see each other. 


What about the Internet? 

If Seven-Eleven had built its 
new system three or four years 
later, would it have based it 
around the Internet? The com- 
pany says that, even if it were 
developing a similar system to- 
day, it would not necessarily 
use the Internet for all its opera- 
tions. It prefers the security of a 
proprietary network. And 
some of the advantages of an 
Internet-based network for 
American and European com- 
panies are less apparent in a 
Japanese context, where sup- 
plier relationships tend to be 
deeper and more stable. Seven- 
Eleven sees no virtue in allow- 
ing new Japanese suppliers to 
put in bids over the Internet. 

It is, however, hedging its 
bets by studying how interna- 
tional rivals such as Wal-Mart 
use the Internet for global pro- 
duct procurement. And it will 
watch closely what happens at 
Lawson, which together with 
Mitsubishi Corporation, the 
biggest trading house, is build- 
ing a replica of Seven-Eleven’s 
system based on the Internet. 

Seven-Eleven is already us- 


ing the Internet to lower its an- 
nual overhead costs of around 
¥70 billion. It plans to install an 
e-commerce software package 
offered by the Japanese arm of 
Ariba, an American e-procure- 
ment company, to bulk-buy 
goods and services such as of- 
fice equipment and insurance 
policies for its employees. 

The big question is whether 
Seven-Eleven can integrate the 
Internet into its other opera- 
tions. In the past, it has been 
clever at finding new ways to 
use its technology. Back in 
1987, after installing bar-code 
recognition systems, Seven- 
Eleven turned its stores into 
payment points for utility bills. 
Almost 15 years later, the move 
(which required only a small 
incremental investment in 
software) has given Seven- 
Eleven 3% of a massive market 
that includes big rivals such as 
banks and post offices (see 
chart above). 

Now the company has in- 
creased its customer traffic by 
turning shops into payment 
and pick-up points for Internet 
shoppers. This was a clever 
move in a country in which 
people are still wary of using 
credit cards over the Internet, 
preferring instead to pay cash 
at a store. Most customers at e- 
Shopping!Books, an online 
bookseller, pick up and pay for 
their purchases at a Seven- 
Eleven store. Indeed, says 
Seven-Eleven, some 75% of In- 
ternet shoppers pick up their 
purchases from bricks-and- 
mortar stores. 

Thanks in part to such tac- 
tics, Seven-Eleven’s stores now 
sell almost 50% more on aver- 
age every day than those of its 
closest rival. Whether its latest 
projects will be as successful 
has yet to be seen. Its Internet 
site, 7dream.com, was 
launched last July with seven 
other companies, including 
NEC and Nomura Research In- 
stitute. The site offers a wide 
range of goods and services, in- 
cluding books, CDs, concert 
tickets and travel. 

But the site’s lack of focus 
could hurt its ability to develop 
specific online brands, argues 
Mr Jacobs. The company has 
already said that the heavy 
costs it will incur to build up 
7dream.com’s content mean 


that its consolidated pre-tax 
profits will not grow in the cur- 
rent financial year. 

Seven-Eleven has also had 
problems with its branchless 
bank: ry Bank, which opened 
in May. The bank, officially 
owned by its parent company, 
the Ito-Yokado supermarket 
chain, had a struggle to win ap- 
proval from the authorities (it 
was the first non-bank to apply 
for a banking licence). It is also 
expected to have a tough time 
meeting the strict profit targets 
set out by the Financial Ser- 
vices Agency. 

When it comes to running 
such online businesses, Seven- 
Eleven seems likely to have just 
as much difficulty as others 
have done: lots of costs, few 
customers. For the conve- 
nience store, as for other busi- 
nesses, the real savings are 
likely to come from deploying 
the Internet as a management 
tool. It already knows how to 
cut costs by replacing paper 
with electronic delivery: it has 
trimmed ¥300m a year over 
the past decade by becoming a 
“paperless” business. Now it 
wants to save more. 

To do this, however, it will 
have to answer two more big 
questions. First, can it integrate 
the Internet into its elaborate 
proprietary network? Seven- 
Eleven’s managers think it can: 
indeed, they claim to have de- 
signed such potential for flex- 
ibility into the existing system. 
But an investment designed 
with a 15-year life may be a big 
psychological barrier to seeing 
the Internet's strengths. 

Secondly, is Seven-Eleven 
willing to use technology to cut 
costs? The company says—as 
do many others—that human 
capital, augmented by technol- 
ogy, stands at the centre of its 
business. Like most Japanese 
companies, it insists it does not 
use technology to lower staff 
count. The point is to improve 
service, not cut staff. 

However, only by using 
technology to expand markets 
or to reduce staff can a com- 
pany earn back the cost of such 
an investment. So far, Seven- 
Eleven has found ingenious 
ways to expand its markets. If 
that were to stop, it might find 
it needed less human capital 
than it has now. @ 
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INSEAD's flagship programme has won international 

recognition. In its new version, it offers an unrivalled 
forum for learning, reflection and exchange for senior 
executives and business leaders. 


Do you fit the profile? 


Our rigorous selection process brings together 
accomplished executives from a wide variety 

of cultural and corporate backgrounds. Programme 
participants are General Managers who typically have 
at least 15 years’ business experience and have their 
sights set for the top. This distillation of quality makes 
the Advanced Management Programme an exclusive 
meeting-place for those who contribute to shaping 
the world's economy. 


Learning 

- confront the challenges of change, innovation, 
globalisation and the growth of e-business 

- develop your leadership qualities. 
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- challenging conventional routines and fads. 


Exchange 
- experience different cultural beliefs and systems 
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INSEAD's Fontainebleau campus, in surroundings of 
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setting for the Advanced Management Programme. 
This prestigious four-week programme is directed 

by an international business faculty, all acknowledged 
leaders in their field. Programme participants, who 
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tunity to build on what you have already learned and 
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The INSEAD Advanced Management 
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Charles Thomas, Vice President Human Resources & Ethics Officer, Prudential Insurance Co. of America 
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A triumph of experience over hope 


GENEVA 


Three years ago, the World Health Organisation changed command. Has the new 


captain kept her promises? 


MOOTH sailing is generally the rule on 

Lake Geneva, but at least one of the Un- 
ited Nations agencies on its shores has run 
into choppy water. On May 22nd, the 
World Health Organisation (WHO) con- 
cluded its annual jamboree—the World 
Health Assembly—which brings together 
representatives from the organisation’s 191 
member states to take stock of what has 
been achieved and to look forward to 
what should be done. 

For more than a week, these delegates 
have scaled mountains of material on top- 
ics ranging from infant feeding to depleted 
uranium. But although the devil is in such 
details, the big picture matters, too. When 
the present director-general, Gro Harlem 
Brundtland, took over three years ago, the 
sweeping of new brooms was promised. 
Her predecessor, Hiroshi Nakajima, was 
widely seen as a disaster. His manage- 
ment style, cynics suspected, was mod- 
elled on that practised by the Japanese 
government—in other words a combina- 
tion of weak central control and financial 
incompetence. 

Unlike Dr Nakajima, Dr Brundtland 
has had some experience in government. 


She was prime minister of Norway on 
three occasions. That was seen as being in 
her favour, but now some people are hav- 
ing second thoughts. In an organisation as 
protean as the WHO, her executive in- 
stincts may have gone too far. She is run- 
ning the organisation, as one observer put 
it, as if she were still a prime minister—in- 
sulated by a close-knit cabinet of advisers 
who try to muzzle internal dissent in order 
to stick to a strong party line. 


Heal thyself 
That is a view echoed by several member 
States. Brazil and South Africa, for exam- 
ple, have expressed frustration at what 
they see as initiatives issued by the WHO's 
top brass without discussion with the 
countries supposed to implement them. 
Since the organisation’s constitution says 
that its mandate comes from the bottom 
up, not the other way round, they have a 
point. But things had clearly got out of con- 
trol under Dr Nakajima, and discipline 
needed to be imposed. 

Dr Brundtland has certainly tried to do 
that. She has shaken up the organisation's 
headquarters and put more than half the 
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staff on short-term contracts. According to 
Kelley Lee of the London School of Hy- 
giene and Tropical Medicine, a long-time 
observer of the wHo, this reform has 
been successful at reining in the powerful 
and largely independent units that once 
flourished within the headquarters. It has 
not, however, dealt with the deeper pro- 
blem of the six regional offices that are 
supposed to translate WHO policy into lo- 
cal action, but which have often followed 
courses at odds with the centre’s. 

The initiatives that have been pouring 
out of Geneva have also come in for criti- 
cism. They include high-profile campaigns 
on malaria and tuberculosis (TB), which, 
on the face of things, seem worthy 
enough. Some people close to the orga- 
nisation argue, however, that they are just 
old wine in new bottles, and that apart 
from their snappy slogans, such as “Roll- 
back Malaria” and “Stop TB”, they have lit- 
tle to show for themselves. It is a charge 
that Dr Brundtland vigorously denies. She 
points, for example, to declines in the inci- 
dence of malaria in countries such as Tur- 
key since Rollback Malaria was launched 
in 1998. 

For the time being, her strategy is pay- 
ing off, not least in financial terms. Big do- 
nors such as America and Britain are 
positive about the changes, and “extra- 
budgetary” funding (the money that coun- 
tries contribute for special projects) has 
increased by 40% since 1999—even though 
America is about to cut its share of the 
WHO's Official budget from 25% to 22%, in 


line with its reduced contributions to the » 


> United Nations as a whole. 

Malaria and tuberculosis have always 
fallen within the WHO’s purview. But Dr 
Brundtland’s campaign against tobacco is 
genuinely novel. This new direction brings 
new critics, and also accusations that the 
organisation is exceeding its remit. To- 
bacco companies have lambasted the 
WHO’s attempts to curb smoking through 
the creation of an “international frame- 
work convention on tobacco control”. This 
would set out principles and protocols to 
help countries tackle such issues as ciga- 
rette smuggling and advertising. 

On the other hand, some non-govern- 
mental organisations, such as Health Ac- 
tion International in the Netherlands, 
worry about the opposite phenomenon: 
cosying up to industry, rather than bash- 
ing it. They fret, in particular, about poten- 
tial conflicts of interest arising from the 
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WHO’s overtures to drug companies. 
(These are intended to encourage the com- 
panies to lower their prices and improve 
access for people in the world’s poorest 
countries, and have borne fruit in deals 
such as that just signed with Novartis to 
supply anew malaria treatment at cost.) 

On top of that, Dr Brundtland took a 
pasting last year from some of her own ex- 
perts, and from some WHO member 
states, over an attempt to rank the world’s 
health-care systems. These people felt that 
the exercise, which led to such curiosities 
as Morocco outperforming Australia, was 
deeply flawed, and that their criticisms 
had fallen on deaf ears. Since then, further 
remonstration has led to this year’s league 
table being shelved. 

While such intransigence sometimes 
rankles, it does make Dr Brundtland a pas- 
sionate public advocate. Under Dr Naka- 


A new chip should stop children dying of heatstroke 


TOT content that their products 
should be safe merely when they 
are being driven, car makers plan to add 
safety features that operate when they 
_are stationary. The first of these, an anti- 
heatstroke chip, was unveiled by Gen- 
_eral Motors earlier this month. 

Cars, with their large glass windows, 
act as greenhouses. On a summer's day 
the temperature inside can reach 70°C. 
As a result, scores of children and hun- 
dreds of pets die each year from 
vehicle-related heatstroke. 

The company’s chip, which is embed- 
ded in a vehicle’s roof, uses a low-power 





Supervised by radar 


radar to detect movement inside the pas- 
senger compartment. It is, GM claims, 
sensitive enough to notice the breathing 
of anewborn baby. The chip also moni- 
tors the temperature of the vehicle’s 
interior. If that becomes dangerously 
high while the vehicle is occupied, the 
chip reacts by sounding the horn. 

That, GM hopes, will be enough to at- 
tract the attention of a passer-by—who 
would, presumably, find the driver, alert 
the authorities or, if all else failed, break 
in and rescue the child (or pet). An alter- 
native might be to link the sensor to the 
OnStar “telematics” system with which 
GM is connecting its latest vehicles elec- 
tronically to the outside world. Using 
OnStar, the chip would telephone the 
way ward parent or even the emergency 
services, without having to rely on the 
kindness of strangers. 

The heatstroke sensor could turn out 
to be the first of a series of electronic 
guardian angels. Another device that 
GM is testing measures levels of carbon 
monoxide in the passenger compart- 
ment, in case the exhaust is leaking. The 
firm’s researchers are also developing 
sensors that monitor eye and head 
movements, looking for signs that a 
driver is drunk, or is falling asleep at the 
wheel. Ford, too, is working on chip- 
based nannies. It reacted to the GM an- 
nouncement by announcing a heat- 
stroke sensor of its own. This one, 
apparently, comes with a bonus for the 
paranoid. It can also warn a driver if 
somebody has broken into the vehicle 
and is hiding inside it. 
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jima, the wHo spoke softly. Today, the 
director-general is never far from the po- 
dium, preaching the gospel of investing in 
health care as the key to eradicating pov- 
erty, as well as being good in its own right. 

As Richard Feachem, the head of the In- 
stitute for Global Health, part of the Uni- 
versity of California, points out, over the 
past three years Dr Brundtland has moved 
health, and the wHo, off the sidelines and 
into the centre of the global debate on de- 
velopment. Arps, malaria and tuberculo- 
sis are now the stuff of G8 summits, 
special sessions at the United Nations and, 
if Kofi Annan, the UN’s director-general, 
has his way, of a $10 billion global health 
fund. Dr Brundtland sees such advocacy 
as a natural extension of the WHO's tradi- 
tional roles, complementing rather than 
detracting from its original objectives of 
setting health-care standards and extermi- 
nating such dread diseases as smallpox 
and polio. 

The WHO is a complex organisation 
working in an increasingly politicised 
environment. It is no longer the only 
global body involved in public health, nor 
is it the best endowed; the World Bank and 
the Gates Foundation have pretty deep 
pockets, and are muscling in on its terri- 
tory. Nevertheless, though many people 
find Dr Brundtland’s brusque bedside 
manner hard to take, few deny that her pa- 
tient is in better condition than before she 
came. How long, and what shape, a full re- 
covery will take is, like most prognoses, a 
matter of waiting and seeing. @ 


Salmon conservation 


Something fishy 


There are more salmon in the Columbia 
River. Not everybody is happy 


HIS spring, around 375,000 adult chi- 

nook salmon are expected to make 
their way over the Bonneville hydroelec- 
tric dam as they swim up the Columbia 
River between Washington state and Ore- 
gon to reach their spawning grounds. In 
one day alone, 27,000 chinook leapt and 
bounded up the salmon ladders next to 
the dam—almost three times the number 
recorded in the whole of 1995. For many, 
this is a welcome display of the sea’s 
bounty; for the first time since 1977 there 
are enough chinook in the river to allow 
them to be fished commercially. 

Sadly, though, the news is not all good, 
for some 80-90% of this spring’s chinook 
are not wild fish. Instead, they were raised 
from eggs in artificial hatcheries and re- 
leased into the river several years ago— 
whence they swam to the ocean along >> 





pe 






> with their wild cousins, to feed, grow and, 


if they survived, to return to the river to 
spawn. Salmon learn where to spawn 
from the smell of the water in which they 
grew up. This means that hatchery fish 
tend to return to their natal hatcheries. 
Over the years, therefore, each hatchery’s 
population has become genetically dis- 
tinct, both from that of other hatcheries, 
and from the various wild populations. 

They are not only distinct, but they also 
seem to be affecting the population of 
wild salmon. A paper published in the Pro- 
ceedings of the Royal Society B, by Phillip 
Levin and his colleagues at America’s Na- 
tional Marine Fisheries Service, explains 
this. The researchers looked at the survival 
of wild chinook in the ocean over a period 
of 25 years. What they found was that as 
hatchery fish are released in larger num- 
bers, wild fish have become less success- 
ful, particularly in years when ocean 
productivity is low. Probably, this is the re- 
sult of so-called density-dependent selec- 
tion—a fancy way of saying that in years of 
poor productivity, the hatcheries add so 
many hungry salmon mouths that there is 
not enough food to go around. It might, 
though, mean that the cossetting that 
hatchery-bred salmon receive during their 
first year of life gives them a head start 
when times are tough. 

Whatever the reason, the wild chinook 
is a threatened species, and so, according 
to the Endangered Species Act, something 
has to be done to protect it. Since hatchery 
fish are genetically distinct from the wild 
ones, they are not, in the eyes of the law, a 
sufficient substitute. 

The arguments, though, are not only 
about the genetic differences between dif- 
ferent groups of fish. Jim Lichatowich is the 
former assistant chief of fisheries for Ore- 
gon, and now an independent consultant. 
He says that over the past 125 years hatch- 
ery fish have been released in the search 
for a simple solution to the problem of ex- 
cessive demand on water resources and 
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the damage it has done to fish stocks. But 
because monitoring and evaluation has 
been so poor, Oregon’s Department of 
Fisheries and Wildlife—which runs some 
hatchery programmes—has no real idea 
whether the number of adult fish pro- 
duced by those programmes is worth- 
while. They are certainly not delivering the 
tens of millions of salmon that they were 
meant to. The only reason they continue at 
such a pace, argues Mr Lichatowich, is that 
they are the main source of funds for the 
agencies that operate them. 

The dramatic numbers of chinook that 
returned this year have less to do with a 
wise investment of taxpayers’ money than 
with unusually favourable sea conditions. 
Changes in Pacific wind patterns and tem- 
peratures have caused an upwelling of nu- 
trients from the bottom of the ocean off the 
coast of Washington and Oregon. Things 
have not been this good for 20 years. Un- 
fortunately, nobody knows when it might 
happen again, nor how to predict such 
conditions. Even if they did, no amount of 
intervention by the Department of Fisher- 
ies and Wildlife could bring them about. = 


Discovering what genes do 


Shooting the 
messenger 


Anew way to detect the jobs done by 
individual genes works in mammals 


UST occasionally, nature gives you some- 

thing for nothing. In 1968 Hamilton 

Smith and his colleagues at Johns Hop- 
kins University, in Baltimore, found that 
certain bacteria produce molecules called 
restriction enzymes. These cut strands of 
DNA in particular, predictable places. That 
led to a lot of useful technology, the most 
familiar, perhaps, being the genetic “fin- 
gerprints” used to identify criminals from 
DNA left at the scenes of their crimes. 

Bacteria do not make restriction en- 
zymes out of the goodness of their hearts, 
nor to help catch criminals, of course. The 
enzymes are there to do a job, in this case 
chopping up the DNA of invading viruses. 
Over the past couple of years, researchers 
have begun to make use of a second anti- 
viral mechanism, known as RNA interfer- 
ence (RNAi), that may have even more 
value than restriction enzymes. 

RNAi blocks the actions of individual 
genes. That means that a gene’s function 
can be worked out from the consequences 
of the blockage. The technique could even 
lead to a new class of drugs that work by 
suppressing the activities of individual 
genes. Unfortunately, until recently, RNAi 
could not be made to work in adult mam- 
mals (including people)—or, rather, it 








worked too well. Instead of blocking the 
activities of individual genes, it shut down 
the whole cell, killing it. But a paper just 
published in Nature by Thomas Tuschl and 
his colleagues at the Max Planck Institute 
for Biophysical Chemistry in Göttingen, 
Germany, seems to have overcome that lit- 
tle difficulty. 

RNA is the messenger molecule that 
transfers genetic information from a cell's 
nucleus (where genes are found) to its cy- 
toplasm (where the everyday business of 
staying alive is carried on). Individual RNA 
molecules are edited copies of the nuclear 
genes, and RNAi stops them delivering 
their messages. 

It was a mere two years ago that some- 
body worked out why this happens. An- 
drew Fire of the Carnegie Institution and 
Craig Mello of the University of Massa- 
chusetts found that it was due to a cell’s re- 
sponse to double-stranded RNA. Normal 
messenger RNA is single-stranded; in na- 
ture, only viruses produce a double- 
stranded version of the molecule. It there- 
fore makes sense for a cell to respond to 
double-stranded RNA by destroying any 
RNA lying around that resembles it, on the 
assumption that this, too, is viral. So re- 
searchers simply have to make artificial, 
double-stranded RNA that matches a gene 
they wish to investigate, and introduce it 
into a cell. The appropriate messengers 
will then be efficiently mugged and the 
gene in question silenced. 

The way a cell does this is still a mys- 
tery. But that has not stopped people mak- 
ing use of the technique. C. elegans, a tiny 
threadworm beloved of geneticists, has 
been positively pummelled with such 
double-stranded ambuscades. Around 
5,000 of its 19,000 genes have been inter- 
fered with in this way by researchers work- 
ing in Germany, Britain and America, and 
much useful information about how the 
worm develops from a fertilised egg into 
an adult has been found. That is impor- 
tant, because the human genome project 
has shown that worms and people are suf- 
ficiently similar at a genetic level for mean- 
ingful inferences to be drawn about the 
latter from the former. It would, neverthe- 
less, be nice to be able to do the same ex- 
periments in mammals. 

Thanks to Dr Tuschl’s work, that should 
now be possible. In worms, RNAi is car- 
ried out using long pieces of double- 
stranded RNA. Dr Tuschl and his col- 
leagues have found that it is the length of 
these molecules that stops the technique 
working in mammals. However, short 
strands—which can still carry enough ge- 
netic information to identify a gene unam- 
biguously—do work in mammalian cells. 
They inhibit only the target gene, not the 
whole cell. Why that should be is not yet 
clear. What is clear is that in this, as in so 
many things, less is more. Expect to read a 
lot more about RNAiin future. w 
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Could the root 
of all evil 
ever become a 


force for good? 
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“A genuinely revolutionary 
and radical way of rethinking 
money and society.” 
Andrew Marr, columnist © 
former editor of the Independent. 
More at www.etexere.com or 
www.etexere.co.uk 
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best source of 
country intelligence: 


Country Reports 
from the Economist 
Intelligence Unit Price: £255/US$435 


You take enough risks in your business without 
making decisions in the dark. Are you compiling a 
shortlist of potential sites for a new operation? Do 
you need to monitor political developments in the 
countries you trade with? Do you prepare budgets 
that need to reflect the economic fundamentals of 
each market? 


Country Reports have the answers you need. 
Country Reports analyse political and economic 
trends in nearly 200 countries. They show you 
exactly how national, regional and global events 
will affect your business in the short to medium 
term. Available in digital and print formats, each 
report examines and explains the issues shaping 
the countries in which you operate: 


the political scene 
e economic policy 
e the domestic economy 

e foreign trade and payments 


e AND provides concise 18-24-month forecasts 
complementing the analysis. 


Order today, call us on: 

London: (44.20) 7830 1007 

US: Toll Free (1.800) 938 4685 or (1.212) 554 0643 
HK: (852) 2802 7288 


Please quote the promotion 
code 2CBKIA 


The E intelligi t Limited. Re ed in England and Wal The Economist 
M617. | | e: 25 St James's Street, London SWI Intelligence Unit 
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Russian history 


Not as old as it looks 


OMOP CHII 





A sweeping new history of Russia finds breaks as well as continuities in its past 


HERE used to be two kinds of Kremlin- 

ologist. One saw an almost unbroken 
continuity between Bolshevik rule and 
previous forms of Russian statehood. The 
other took virtually at face value the com- 
munist claim to have made an irreversible 
break with the tsars, indeed with history. 

During its seven decades of existence, 
the Soviet state’s own theorists themselves 
wavered on this question. In the early days 
of post-revolutionary zeal, some Bolshe- 
viks genuinely believed that they were cre- 
ating a new political formation that would 
transcend boundaries of geography and 
culture, and belong in equal measure to 
the workers of the world. 

Less than 25 years later, at the height of 
the second world war when the survival 
of Russia itself was in peril, Josef Stalin re- 
verted dramatically to memories of the 
tsarist past. His wartime leadership aston- 
ished its western allies by ordering up 
huge quantities of gold braid and shoulder 
straps to adorn officers’ uniforms. Stalin 
also instituted military decorations named 
after Mikhail Kutuzov and Alexander Nev- 
sky, the defenders of the nation against the 
forces, respectively, of Napoleon and the 
medieval Teutonic knights. 

In the post-war years, a school of com- 
munist scholars known as national Bol- 
sheviks earnestly compared the achieve- 


Russia and the Russians. By Geoffrey 
Hosking. Harvard University Press; 718 pages; 
$35. Allen Lane, The Penguin Press; £25 


ments of Stalin with those of the tsars, in 
party journals with large runs but small 
readerships, while a rival school, in the 
same journals, continued to propound the 
ideals of proletarian internationalism. 
These differences are of more than anti- 
quarian interest. Their traces are visible to- 
day in the newest repository of east Slavic 
statehood, the semi-democratic Russian 
Federation, which is as confused as ever 
about its cultural and historical legacy. 

In this comprehensive and intelligent 
survey of Russian history for the general 
reader, Geoffrey Hosking gives us the 
grand sweep. As he follows the twists and 
turns of Slavic history from the principali- 
ties of Kievan Rus in the late ninth century 
to the presidency of Boris Yeltsin, he holds 
back from putting forward a single, all-pur- 
pose theory of culture or geography to ex- 
plain Russia’s idiosyncrasies. But certain 
strong themes emerge. 

One task facing any would-be ruler of 
the north Eurasian mass is to establish a co- 
herent administration in such a huge, fea- 
tureless landscape which is easy to invade 
but hard to occupy. A second difficulty is 
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shared by any tradition-bound, authoritar- 
ian state facing competition from suppler 
societies. The strengths needed for suc- 
cess—economic prowess, intellectual vital- 
ity, thriving cities—are things likely to 
undermine old hierarchies and values. A 
third problem is imperial over-stretch. Rus- 
sian history has shown—not just in 1991— 
that, when defending distant borders 
proves too much, the Russian state can 
contract as dramatically as it can expand. 

While alive to these continuities, Mr 
Hosking writes most originally about the 
breaks with the past. As 150-year-old 
nationalist myths continue to wear down 
the Balkans, he provides a firm and wel- 
come reminder that an ethnically defined 
Russia was a relatively recent and delib- 
erate creation, influenced by state-building 
elsewhere in Europe. 

Only in the 19th and 20th centuries did 
Russia's rulers attempt, in different ways, 
to reconcile the multi-ethnic character of 
their dominions with a Russification, first 
of the empire’s elites and then of the peo- 
ple as a whole. Perhaps because this pro- 
ject failed, the state now ruled from the 
Kremlin is smaller and more homogenous 
than either the Soviet Union or the terri- 
tory of the tsars. But as Mr Hosking argues 
in his final pages, questions remain about 
the raison d'être of the Russian nation, and 
hence of the Russian state. 

Is Russia, he asks, the “creator and sus- 
tainer” of a multinational empire? Will it 
be the core of an “eastern-Slavic union” 
which includes Ukraine and Belarus? Even 
without them, the national question is still 
there. Is the Russian Federation to be a 
standard-bearer for ethnic Russians or Rus- 
sian-speakers (not the same) beyond its 
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> citizens of the Russian Federation who are 





not ethnically Russian? 

Prudently, Mr Hosking leaves these is- 
sues open, ending instead with the cau- 
tious observation that, though Russia is 
one of history’s great survivors, it will 
need “statesmen of unusual ability and vi- 
sion” if it is to last out the 21st century. 

One looming challenge is demography. 
Can Russia’s declining population retain 
control of northern Eurasia in the face of a 
fast-growing China? With a population so 
tiny for its size, Russia faces a military 
choice. It can try to organise its defences on 
western lines, paying for armed forces 
from an essentially civilian economy. Orit 
can remain a semi-mobilised society 
whose schools and enterprises, in many 
ways, serve military needs. 

A second challenge is common ideals. 
Beliefs matter in geopolitics as much as 
guns. Communism, which turned indus- 
try and secularism into a kind of religion, 
complete with clergy, was Russia’s way of 
being modern. How will Russia be post- 
modern? Russian cities often seem to have 
the worst of the new and the old: families 
are if anything weaker than in the West, 
while the safety net of social-welfare does 
not exist either. An optimist would argue 
that at least such atomisation makes it 
harder to imagine the return to a totalitar- 
ian ideology such as communism or fas- 
cism. Perhaps so. But Russians will need 
some stronger reason for holding their 
state together. In the past, as Mr Hosking’s 
excellent historical survey reminds us, one 
of the most dependable sources of Russian 
legitimacy was defence against foreign en- 
emies. Will Chechens be enough? m 


Popular classics 
Ich bin ein 
Cowboy 


RADEBEUL 


Modern Germany’s favourite author 
will come as a surprise 


HEN American GIs poured into Ger- 

many in 1945, they were astonished 
to discover that German children, after 12 
years of Nazi rule, could be found decked- 
out in buckskins and feathers and playing 
“Indians”. Every spring in Radebeul, a 
quiet Dresden suburb, tens of thousands 
of grown-ups do the same. The explana- 
tion for both these phenomena is Karl May 
(1842-1912), a Saxon weaver’s son, jailbird, 
self-described linguist—and the man who 
single-handedly invented the wild west 
for generations of Europeans. Long before 
the Lone Ranger, May was giving unruly 
cowboys what-for, befriending Winnetou, 
a great Apache warrior, and generally 
bringing peace and order to the frontier. 





LS 


Annie get your royalties 


Though he is virtually unknown to the 
English-speaking world, May is possibly 
the most-read German author of all time: 
his books have sold an estimated 100m 
copies to date. The Germans have a saying: 
“We know Goethe, but we read Karl May”. 
Albert Einstein spent his entire adoles- 
cence under May’s spell; Hermann Hesse, 
who called May’s work “fiction as wish- 
fulfilment”, was a life-long fan. In Ger- 
many today, Winnetou is synonymous 
with “Indian”, and hundreds of “In- 
dianer” clubs meet at weekends to practice 
tribal ceremonies in traditional costume. 

No matter that May wrote his most 
famous “travelogues” (there were close to 
80 in all) without ever leaving Saxony. 
Born into poverty in the small village of 
Hohenstein-Ernstthal, he spent much of 
his early adulthood engaged in petty fraud 
and impersonation—good training for his 
subsequent writing career. May’s ex- 
tended sojourns in jail, meanwhile, gave 
the voracious reader plenty of time to ab- 
sorb just about everything he could get his 
hands on concerning strange peoples in 
faraway lands. 

Having found his calling, the young 
masquerader churned out a number of 
first-person accounts of Arabian adven- 
tures, with considerable success. But it was 
the 2,000-page “Winnetou” series, com- 
pleted in 1893, that turned May into a root- 
in’-tootin’, sure-shootin’ sensation. Picking 
up where Buffalo Bill Cody’s 1889 German 
tour left off, he came up with the ingenious 
idea of presenting a western adventure in 
which a German novice, Old Shatterhand, 
out-lassos, out-hunts, out-shoots and fi- 
nally out-wits Yankees and Indians alike. 
Throw in the hero’s great alliance with 
Winnetou, the stoical “red gentleman”, 
and May had created both a patriotic epic 


and a pasiri monument to the Native 
American race. 

With the smell of success in his nostrils, 
May was unstoppable. He putit about that 
his narrator-hero’s exploits were actually 
his own, even showing off a lock of hair 
taken from his “blood brother” Winnetou. 
He posed for photographs with “Silver 
Nail” and “Bear Killer”, the rifles he said he 
and the Apache had used in the west. At 
his Villa Shatterhand in Radebeul, he sur- 
rounded himself with big game skins, In- 
dian scalps, peace pipes, carpets, Arabian 
tea sets and other exotica. He set himself 
up on the German lecture circuit as the 
learned Herr Doktor May. 

For a time even May’s publisher was 
taken in—some scholars have suggested 
that May himself was too. By the turn of 
the century, however, these role-playing 
antics had begun to take their toll, and the 
author spent much of the last decade of 
his life squabbling over publication rights 
and narrowly avoiding scandal. In 1908, 
the beleaguered May finally travelled to 
America. But he was destined to remain a 
true greenhorn: he made it no farther west 
than Buffalo, New York. 

Karl May’s version of the American 
west bears little relation to any historical 
reality—which no doubt accounts for 
much of its charm. It remains irresistible to 
readers from all walks of life. Although 
Klaus Mann, Thomas’s son and an author 
in his own right, accused May of being a 
mentor for the Führer (Hitler reread May 
after seizing power in 1933), movie adapta- 
tions shot in Yugoslavia in the 1960s and 
starring a Frenchman, Pierre Brice, as Win- 
netou, created a huge new following in 
West Germany. For its part, the East Ger- 
man government rehabilitated the for- 
merly “chauvinist” author in the early 
1980s and reopened the Villa Shatterhand 
to May fans from all over the Eastern block. 
May’s most famous books have now been 


translated into more than 30 languages ` 


(fewer, admittedly, than the 1,200 the au- 
thor himself claimed to have mastered). 
There is amuseum devoted to May and his 
Indians in Lithuania. Not long ago, a Nica- 
raguan revolutionary, Tomas Borge, 
claimed that May’s western stories had in- 
spired him in his political struggles. 

So deeply rooted is the Karl May legacy 
today that the Native American Associa- 
tion of Germany, a small group started by 
Native American soldiers stationed in Eu- 
rope during the cold war, has recently 
launched a campaign to re-educate Ger- 
mans in the facts of Native American his- 
tory. But they have an uphill battle against 
Old Shatterhand and Winnetou, who, like 
the west itself, were legends almost before 
they appeared in print. As a seasoned fron- 
tiersman tells the newly arrived Shatter- 
hand at the beginning of one of his Great 
Plains adventures, “It's amazing what they 
make you people learn over there.” m 


Philosophy of knowledge 
Hooking up 
to the world 





Knowledge and its Limits. By Timothy 
Williamson. Oxford University Press; 352 
pages; $35 and £25 


EWNESS in philosophy is rare. But this 

important book offers a boldly origi- 
nal view of the nature of knowledge. It 
would be disingenuous to suggest that 
“Knowledge and its Limits” can be fully ap- 
preciated without a substantial back- 
ground in philosophy. But it would not be 
fair either to leave it to specialists. 

Some philosophy books present big 
pictures, full of compelling images and po- 
lemics, but can be loose, vague and rather 
short on detailed argument. Others offer 
rigorous arguments on detailed matters, 
but can seem excessively technical and pe- 
dantic, of interest only to a few scholars in 
a sub-discipline. Timothy Williamson's 
book has both merits and neither fault. A 
daring new picture of knowledge is skil- 
fully supported with an argumentative 
verve that its author, the new professor of 
logic at Oxford University, has made him- 
self known for. 

To grasp Mr Williamson’s originality, 
consider how Anglo-American philoso- 
phers have tended to set about defining 
knowledge. We all recognise a distinction 
between believing something and know- 
ing it: there are plenty of false beliefs— 
many held with stubborn conviction—but 
there is no false knowledge, for knowing 
something entails that it is true. Yet there 
has to be more to knowledge than true be- 
lief, since otherwise we could stumble on 
knowledge by dumb luck: how we reach 
our beliefs must matter, surely, to their reli- 
ability. (Think of the difference between 
knowing and guessing the right answer to 
a multiple-choice question.) The missing 
extra has usually been taken to be warrant 
or justification, and for half a century or so 
argument has focused on whether “true, 
justified belief” provides an adequate 
analysis of knowledge. 

Mr Williamson rejects this entire way 
of thinking. He treats knowledge as a men- 
tal state of its own special kind and not one 
that can be analysed or broken down into 
components. Each point is striking. 

There is a philosophical view of the 
mind and its contents, known as external- 
ism, that has become widely influential in 
recent years. Mr Williamson shares this 
view, but pushes it further. The rough idea 
is that, because many mental states cru- 
cially depend on our environment—they 
reach out, as it were, and hook on to the 
world—minds cannot be thought of as 
confined to our brains. Conventional ex- 
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ternalists put beliefs into the category of 
mental states of this kind that are not so to 
speak in the body. Mr Williamson goes a 
step beyond to say the same of knowledge. 

It is unusual, too, to take the notion of 
knowledge for granted as a starting point, 
and then treat belief as being a form of 
botched or would-be knowledge. Mr Wil- 
liamson accepts that knowledge entails 
true belief, yet rejects the traditional next 
step of insisting—the difference is tricky 
but important—that it be analysed into 
true belief plus something else. An anal- 
ogy: being red entails being coloured; butit 
does not follow from this that being red 
can be analysed into being coloured plus 
something else. 

Other long-standing assumptions 
about knowledge are rebutted as the book 
progresses: Mr Williamson argues that 
knowledge cannot be defined in terms of 
evidence, but rather that your evidence 
simply is your knowledge; that we have no 
guarantee that we know when we are ina 
certain mental state; and much more be- 
sides, Throughout, Mr Williamson is bold, 
ingenious and original; the tradition he op- 


Cannes film festival 


Welcome return 


Italy is back, on movie screens at least 


HIS year, the Palme d’Or belongs to 

the jury. After several festivals in 
which pretentious, mediocre movies 
have been honoured, the top Cannes 
film prize went to an aching account of 
bereavement: “La Stanza del Figlio” (The 
Son's Room), by Nanni Moretti. 

Tall, bearded, self-assured but shy, 
with penetrating vulnerable eyes and 
the air of a man feeling his way in an un- 
reliable world, Mr Moretti directed 
himself as an Ancona psychiatrist with a 
warm, close family stricken by the 
drowning of a teenage son. A little girl 
who knew the boy faintly eases their 
grief. Best known outside Italy for his 
episodic “Dear Diary” of 1993, he has 
never before reached so deeply into uni- 
versal feelings. Mr Moretti’s acceptance 
speech lamenting the election in his 
country of Silvio Berlusconi were 
greeted with warm applause. 

The award marks a comeback both 
for Mr Moretti, after illness and his 
flimsy “Aprile” of 1998, and for Italy, 
which had two other notable films in 
the festival: Francesca Archibugi’s “Do- 
mani” (Tomorrow) about the aftermath 
of an earthquake, and “Il Mestiere delle 
Armi” (The Profession of Arms) by Er- 
manno Olmi. Bedecked at first with 
subtitles in Latin, Mr Olmi’s account of 
16th-century Italian warfare baffled 
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poses appears by contrast stale, scholastic 
and uninspired. As will be expected, many 
parts of the book are technical and not for 
the faint-hearted. Yet anyone with a seri- 
ous interest in philosophy will have much 
to learn from this challenging book. = 


many, but impressed others with its 
clashes in the mist and its brutal surgery. 

The Grand Prix went to “The Piano 
Teacher”, by an unnerving Austrian di- 
rector, Michael Haneke, who four years 
ago disoriented viewers with the unex- 
plained, off-screen violence of “Funny 
Games”. Isabelle Huppert was best ac- 
tress, masochistically obsessed in the 
film with Benoit Magimel (best actor). 

Best director was shared by David 
Lynch’s “Mulholland Drive”, a “Twin 
Peaks” lookalike, and Joel Cohen’s 
monochrome “The Man Who Wasn't 
There” (or “All There”?), about a barber 
and a1949 blackmail-murder. “No 
Man’s Land”, by a Bosnian-Belgian, Da- 
nis Tanovic, deserved its best-script 
prize. It traps a Serb, a Bosnian and a 
bomb between the lines. Neither a Tv 
reporter (Katrin Cartledge) nor a UN col- 
onel (Simon Callow) can help. 

The newcomer’s prize went to a mag- 
nificent Inuit film by Zacharias Kunuk, 
“Atanarjuat the Fast Runner”. Despite 
the title it is three hours long. Yet those 
who watched to the end were transfixed. 
Snow crunches like gravel; oil lamps cast 
greasy light on igloo walls; men in furs 
lumber like astronauts; women scrape 
fish and seal meat with bone knives: the 
world of Inuit legend and Robert Fla- 
herty is recreated unforgettably. 





>t amet 
t i) 
e DEA TA 
gee 
mos 


a” 





À ri 
> fo? 2a ee zie 


SA satis 
Spinal columns 


The War Against Cliché: Essays and 
Reviews 1971-2000. By Martin Amis. 
Jonathan Cape; 528 pages; £20. 


Unacknowledged Legislation: Writers in 
the Public Sphere. By Christopher Hitchens. 
Verso; 382 pages; $25 and £17 


HE true critic, observed Vladimir Na- 

bokov, reads not with his brain but 
with his backbone. He waits for the “tell- 
tale tingle down the spine” which alerts 
him to good writing. Here are two collec- 
tions of literary journalism written by 
men who trust their backbones, and to 
whom “maybe”, “might” and “perhaps” 
are the throat-clearings of less assured in- 
tellects. Martin Amis and Christopher 
Hitchens are both renowned stylists, and 
they are as capable of talking up a book as 
they are of tearing one down. It is a plea- 
sure to watch them do either. 

What makes Mr Amis really angry is cli- 
ché. Cliché, he holds, is not just fossilised 
language, it is any sort of stock response— 
emotional, political or literary. It is, in 
short, thoughtlessness, and the avoidance 
of cliché is therefore not just a requirement 
for a stylist, but a duty for the moralist. In 
Mr Amis’s opinion the unexamined word 
is not worth writing, and this is the creed 
by which he lambasts author after author 
for their “automatic” use of language. Iris 
Murdoch, John Fowles, D.M. Thomas, An- 
gus Wilson, and Fay Weldon are all here 
brought to book in entertaining and con- 
vincing fashion. By contrast, J.G. Ballard, 
Don DeLillo, Shiva Naipaul and others are 
praised for their “qualities of freshness, en- 
ergy and reverberation of voice”. 

Mr Amis’s allergy to boring and ill-con- 
sidered prose affects his own writing—it 
brings him out in a rash of unexpected ad- 
jectives. He notices the “virtuoso trivial- 
ity” of Andy Warhol’s diaries, for instance, 
or the “tundra-like humourlessness” of a 
literary scholar, or the “phosphorescent 
prosperity” of England in the 1980s (you 
need not necessarily accept the implied 
political sentiment to hear how neatly that 
last phrase suggests burn-out and showi- 
ness). These essays glitter with elegant put- 
downs of this kind, and you read them ad- 
miring the way in which Mr Amis keeps to 
his own rules about writing. 

Christopher Hitchens’s book takes its 
title from Shelley’s idealistic proposition 
that “Poets are the unacknowledged legis- 
lators of the world”. Writers are not gener- 
ally rulers, but for Mr Hitchens this is 
precisely why their engagement with poli- 
tics is so significant: they stand outside it. It 
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is common these days either to decry po- 
litically engaged literature as being aes- 
thetically compromised, or to deny that 
literature has any purpose other than 
entertainment. But Mr Hitchens will have 
none of this. Literature, he asserts, can 
change the world, and he cites the fall of 
the Soviet block, “which collapsed amid 
laughter and ignominy, without the loss 
of a single life, as a consequence of a civil 
opposition led by satirical playwrights, 
ironic essayists and subversive poets.” 

Like George Orwell, to whom several 
of the essays are devoted, Mr Hitchens’s 
ambition is to “make political writing into 
an art form”. Most of the pieces here, nota- 
bly those on Rudyard Kipling, Northern 
Ireland, Oscar Wilde, and Salman Rush- 
die, achieve that. Although he is keen to 
bring out “the latent political intelligence 
of literature”, Mr Hitchens is rightly not 
prepared to have authors like T.S. Eliot and 
Philip Larkin read only through the optic 
of their politics; in his opinion this grossly 
distorts their art. 

Mr Amis and Mr Hitchens have many 
friends, enemies and attitudes in com- 
mon. Both admire Saul Bellow, Philip Lar- 
kin, Gore Vidal, Oscar Wilde and Salman 
Rushdie. Both write almost entirely about 
men. Both are appalled by anti-elitism, po- 
litical correctness and cultural democrati- 
sation. And both like nothing more than a 
good fight. The great difference between 
them is this: Mr Amis, following Nabokov, 
thinks that “the sole end of art is aesthetic 
bliss”, while Mr Hitchens fiercely believes 
that art can make things happen. m 


Parkinson's disease 


Downside up 


Saving Milly: Love, Politics, and 
Parkinson’s Disease. By Morton Kondracke. 
PublicAffairs; 300 pages; $25 and £17.99 


ORTON KONDRACKE, an American 

political journalist, is a practised ob- 
server of the Washington scene. He lives 
there with his remarkable wife, Milly, who 
is dying of Parkinson’s disease. To read 
“Saving Milly”, his account of her struggle, 
is a harrowing experience, though not al- 
ways in ways he intended. 

It is an honest but needlessly frank 
story of marriage, illness, anger and love, 
set against a battleground of fund-raising 
to find a cure. In some detail he describes 
his conversion from striving, successful 
media personality—a self-confessed rotter 
who wanted to marry someone grander 
than Milly and who was irked when she 
first fell ill—into a saintly spouse ungrudg- 
ingly tending to a failing wife. 








Their story is in many places uplifting, 
and it would be inhuman not to want to 
sympathise. But with all confessional 
books of this kind there is a serious pro- 
blem of tone and intent. Who wants to 
read about his “slow-dancing” Milly to the 
bathroom to change her “disposable un- 
derwear”, or about her drooling, her gag- 
ging and their jokes about enemas? 

Mr Kondracke’s is not the only recent 
literary blossom from a newly heroic 
adult-nappy changer. In “Elegy for Iris”, 
John Bayley, a literary critic and professor 
of English, similarly assaulted readers 
with the horrendous realities of looking 
after his wife, Iris Murdoch, a distin- 
guished novelist, when, suffering from se- 
nile dementia, she could no longer look 
after herself. Need either writer have so 
encumbered us with the detail of their 
wives’ bodily failures? 

As to intent, Mr Kondracke’s Milly was 
“a master of her universe”, “a dynamo” 
who got him into Alcoholics Anonymous 
and off drink. Then, with illness, things 
change again. Soon, we read, he is com- 
pletely at her beck and call, her champion. 
Is he now fulfilled or frightened to be indis- 
pensably on top, the hand that rocks the 
cradle? For a husband or wife to feel 
wrenching conflict when caring for a dy- 
ing spouse is completely to be expected. 
Isn’t such self-revelation best leftin a diary 
to be read, if at all, after death? 

This reviewer knows from experience 
that Parkinson’s is a monster. Milly is par- 
ticularly unlucky in having an unusually 
vicious form known as Parkinson-plus 
syndrome. It is swifter in its destruction of 
the central nervous system and responds 
poorly to symptomatic palliation. Milly is 
to be pitied. But the Kondrackes have 
many friends and even a prayer group on 
their case. She is fortunate, too, in having a 
feisty, stick-around husband, and the at- 
tention of two permanent carers. 

Many Parkinson's sufferers will warm >> 
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> to this book’s brave, upbeat approach. Yet, 
though the sections on politicking for 
more research money are unquestionably 
important, this reader did not find that 
“Saving Milly” held larger human lessons. 
Mr Kondracke calls his disease campaign- 
ing “God’s work”, and reports that God 
told him to “Take care of Milly”. Heavy 
name-dropping—from the White House 
down through high places in Hollywood 
and back up to God-—is both dazzling and 
sad. Mr Kondracke knows all these people 
and needs God too? 

For plenty of us with it, Parkinson’s is 
bad news all the way down. Despite the 
Kondrackes’ valiant efforts, Milly contin- 
ues to weaken and will soon die because 
there is no cure. So, to end on a less bitter 
note, if “Saving Milly” can prompt the giv- 
ing of money for more Parkinson’s re- 
search, then it will have been worth the 
effort of writing and reading—most of it. = 


New fiction 


Threadbare 


Empire Falls. By Richard Russo. Knopf; 490 
pages; $25.95. Chatto & Windus; £10.99 


ICHARD RUSSO’S sweeping pro- 
logue to “Empire Falls” is so good 
that readers are likely to flip through the 
rest of the novel wondering what went 

wrong. Disappointingly, Mr Russo re- 
turns to the same lunch-counter banter 
in the same knock-off of Gloversville, 
the run-down town in upstate New York 
where he was raised, that fills out three 
of his four previous novels. As ever, 
flawed but endearingly eccentric regular 
folks quaff weak coffee and wonder if 
the mill’s gonna sell. 

Such slices of small-town life ring 
true enough. But repetition has taken a 
toll. The characters in “Empire Falls” 
have the pale, flannelled quality of oft- 
washed cotton. A fourth visit to a dwin- 
dling post-industrial New England 
community—full of youngsters who 
vow they'll get out, dreamers who wish 
they had and pragmatists who under- 
stand there’s no place like home—cannot 
recreate the sense of fresh discovery 
found in “Mohawk” or “The Risk Pool”, 

The background to the story has a 
certain grandeur about it. The wealthy 
Whiting family owns half of Empire 
Falls, including the textile and paper 
mills that once made it a lively town. 
“Forty years ago Empire Avenue was 
bustling with people and cars and com- 
merce, whereas now, of course, you 
could strafe it with automatic weapons 
and not harm a soul.” Successive father 
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Stars of the past 
Blowing on his 
cocoa 





Positively 4th Street: The Lives and Times 
of Joan Baez, Bob Dylan, Mimi Baez Farina 
and Richard Farina. By David Hajdu. Farrar, 
Straus and Giroux; 336 pages; $25. Blooms- 
bury; £16.99 


HE great troubadour from Hibbing, 

Minnesota turned 60 on May 24th. Bob 
Dylan’s most recent album, “Time Out Of 
Mind”, was widely hailed as his best in 
years—or is that decades?—and he picked 
up an Oscar earlier this year for his im- 
peccably miserable song, “Things Have 
Changed”. In addition to newspaper arti- 
cles, radio retrospectives and Tv tributes, 


figures have been chronically henpecked 
(“it was the particular curse of the Whit- 
ing men that their wives remained loyal 
to them out of spite”). Now only the icy, 
imperious Francine Whiting remains. 
Her husband has shot himself, as an al- 
ternative to shooting her. Sparing her 
crippled daughter anything so warm as 
pity, Mrs Whiting runs the townspeo- 
ple’s lives from her pretentious 
hacienda, and rarely for the better. 

Enter middle-aged Miles Roby, a nice 
guy who might have made something of 
himself but was lured from college back 
to Empire Falls to nurse his dying 
mother, then enticed to stay and run the 
struggling Empire Grill by its owner, Mrs 
Whiting. It will take hundreds of pages 
and a heavy-handed deus ex machina to 
get Miles to do anything but muse be- 
hind his counter about starting a more 
interesting life elsewhere. 

This is a frustrating novel. Discrete 
panoramic passages, occasional mas- 
terly lines, moments of deft wit are 
reminders of just what Mr Russo can 
do—Edith Wharton leavened with a 
touch of David Lodge. Yet he falls back 
on a comfortable life-going-by formula 
and remains shy of the scope and scale 
that typifies truly memorable fiction. 

“Empire Falls” is streets ahead of 
“Straight Man”, Mr Russo’s last novel, 
but it trails far behind his best work. If 
Miles Roby is in a rut, so is Mr Russo. Per- 
haps in time he will clamber out to write 
a whole novel with the range and spell- 
binding allure of those first 16 pages. 


Sard 7 


two chunky biographies have appeared in 
the past few months: Clinton Heylin’s 
“Bob Dylan: Behind the Shades” (William 
Morrow; Viking) and Howard Sounes’s 
“Down the Highway: A Life of Bob Dylan” 
(Grove Press; Doubleday). 

Now, in “Positively 4th Street”, David 
Hajdu revisits the folk music scene of the 
early 1960s to tell the intertwined stories 
of Mr Dylan, the sisters Joan and Mimi 
Baez, and Mimi's husband Richard Farina. 
Briefly, Ms Baez falls in love with Mr Dylan 
and uses her status as the reigning queen 
of folk to launch him on to the national 
stage—only to get a brusque Dear Joan 
from Mr Dylan when he moves up to full 
rock'n'roll stardom. Meanwhile, Mimi 
marries Richard Farina, a charismatic poet, 
writer, raconteur and musician, who 
promises her a life of wild adventure but 
dies four years later in a motorcycle crash. 

The strongest stories in this book re- 
volve around Mr Dylan, and these hardly 
overwhelm us with significance. The 
young singer, Mr Hajdu tells us, would sip 
black coffee while working in the morning 
before switching to red wine in the after- 
noon. Alternatively, he would sit on the 
floor of a studio apartment, surrounded by 
dozens of newspaper and magazine 
photos which (together with endless 
chain-smoked joints) inspired the discon- 
nected phrases that gradually accumu- 
lated into such classic tracks as 
“Subterranean Homesick Blues” and “Mr 
Tambourine Man”. And there are cameo 
appearances by Pete Seeger and Thomas 
Pynchon, among many others. 

What's lacking is much insight into the 
broader meaning of the stories, anecdotes 
and events that “Positively 4th Street” re- 
counts. If there is a larger point to Mr 
Hadju’s ruminations, he keeps it to him- 
self. Tellingly enough, Vanity Fair bought 
the serialisation rights; rather like a Vanity 
Fair article, the book, though capably exe- 
cuted, goes on too long, with too little 
payoff. This is cultural history told as ce- 
lebrity soap opera. m 





It ain't me, babe 





R.K. Narayan 





R.K. Narayan, an Indian storyteller, died on May 13th, aged 94 


IKE many young writers, R.K. Narayan 
found it difficult at first to get his work 
published. In 1934, after his novel “Swami 
and Friends” had been rejected by numer- 
ous publishers, he sent the manuscript to a 
friend in Britain who showed it to Graham 
Greene, a young writer who was doing 
rather better than Mr Narayan. 
Greene opened the folder and read: 


It was Monday morning. Swaminathan was 
reluctant to open his eyes. He considered 
Monday specially unpleasant in the calen- 
dar. After the delicious freedom of Saturday 
and Sunday, it was difficult to get into the 
Monday mood of work and discipline... 


Greene read on, and on. He was later to 
say that the book had something of the 
“beauty and sadness” of a story by Che- 
khov. He gently suggested some changes 
to the Indian's English, and persuaded him 
to shorten his name from Rasipuram 
Krishnaswami Narayanaswami. This, 
Greene explained, would help “old ladies 
in libraries” to remember him. In those 
days libraries were the main buyers of 
books. Greene placed the book with Ha- 
mish Hamilton, an independent publisher 
interested in new writing (and now, like 
most former British independents, part of 
a conglomerate). 

The two men, Greene and Narayan, 


corresponded for more than 50 years, until 
Greene’s death in 1991. Each time Mr Na- 
rayan completed a book he would send 
the manuscript to his friend and mentor 
who would cast a perfectionist’s eye over 
the text and offer a possible title. Greene 
would shout the praises of the latest effort 
to his famous literary friends, most of 
whom came to agree that Narayan was In- 
dia’s finest writer in English. 

It was only after 15 years of correspon- 
dence that Mr Narayan allowed himself 
the familiarity of addressing his friend as 
“Graham” instead of “Mr Greene”. The 
two men met only once in 1956, and then 
briefly, when Mr Narayan passed through 
London on his way to New York. Greene, 
although an enthusiastic traveller, seems 
not to have visited India, or if he did never 
lingered in the sleepy southern Indian 
towns that Mr Narayan depicted in Mal- 
gudi, the fictional community that is the 
setting for many of his novels. “Without 
him”, Greene said, “I could never have 
known what itis like to be Indian.” 


America and India 

For anyone, like Greene, seeking to under- 
stand India, R.K. Narayan is more accessi- 
ble than Salman Rushdie and less 
cumbersome than Vikram Seth. In 15 nov- 
els and numerous short stories written ina 
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spare style, and rarely more than 200 
pages long, he illuminates the lives of 
small-town people. Gradually the reader 
comes to view the world through Indian 
rather than western eyes. After several vis- 
its to the United States, Mr Narayan sought 
to explain the difference: 


America’s emphasis is on material acqui- 
sitions and a limitless pursuit of prosperity. 
The American works hard and earnestly and 
enjoys life. He has a robust indifference to 
eternity. The quality of life in India is differ- 
ent. In spite of all its deficiencies, irritations, 
lack of material comforts and amenities, 
and general confusion, Indian life builds up 
an inner strength. Indian philosophy lays 
stress on austerity and unencumbered, un- 
complicated day-to-day living. From child- 
hood an Indian is brought up on the notion 
that austerity and a contented life is good. 


Mr Narayan’s own upbringing was not 
austere. His father was a headmaster. The 
family had a pleasant house in Madras, 
and its members thought of themselves as 
modernisers. A brother, R.K. Laxman, be- 
came well-known as a cartoonist on the 
Times of India. Mr Narayan chose his own 
wife, although the custom was, and often 
still is, for an arranged marriage. All the 
same, he never rejected the “eternities” 
that colour Asian life. The day he began his 
first novel was selected for its auspicious 
quality by his grandmother, a devotee of 
horoscopes. When his wife died at an early 
age he sought to communicate with her 
through a medium. In “The English 
Teacher”, his fourth novel, he describes the 
feelings of a man who has lost his wife: 
“Nothing else will worry or interest me in 
life hereafter.” Mr Narayan never remar- 
ried and brought up their daughter Hema 
on his own. 

His best work was still to come, notably 
“The Guide”, a rags-to-riches-to-rags tale of 
aman who ends up contentedly as a spiri- 
tual adviser. If there is a moral in Mr Na- 
rayan’s stories, it is in the need to “find” 
your real self. The book won many literary 
awards. Mr Narayan was often mentioned 
as a likely Nobel winner, but like Graham 
Greene never got beyond the shortlists. His 
fame spread, though. Greta Garbo once 
asked him to teach her the secrets of medi- 
tation. An embarrassed Mr Narayan said 
he had not been privy to them. The Indian 
government appointed him a member of 
the upper house of parliament in Delhi. In 
his first speech he spoke about children 
having so much homework they had no 
time to play. 

R.K. Narayan never made the big 
money that famous authors are supposed 
to have. His books have been steady sellers 
rather than bestsellers. With the proceeds 
from a film of “The Guide” he bought what 
he said was his one indulgence, a Mer- 
cedes, coloured blue. “A calming colour,” 
he said. m 
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CHICAGO GSB 


University of Chicago Graduate School of Business 


Executive Education Programs 


The University of Chicago Graduate School of Business is home to Nobel laureates, leading economists, 
market theorists, and business experts. Chicago has produced more Nobel Prize winners than any other univer- 
sity. Our faculty members are known for developing and teaching the ideas that shape business tomorrow. 

This is your opportunity to take their classes, not just read their books. Chicago is now offeri ng high impact 
executive education seminars in Europe, Asia, and North America. The Barcelona and Singapore offerings are 
listed below. 


Call: (312) 464-8732 Fax: (312) 464-873] 


E-mail: exec.ed@gsb.uchicago.edu 
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Nonfinancial Managers 


Information Technology © June 26-28. 2001 us $2,950 
for Non-IT Managers 
















Strategic Thinking for — June 26-28, 2001 © October 8-10, 2001 us $2,950 City State 
the New Economy 
Enhancing Leadership © July 2-6, 2001 G August 27-31, 2001 us $5,200 Lip Country 
Performance: 
The Leader as Teacher 

re Phone Fax 
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Management 
Negotiation and Decision I September 24-28, 2001 us $5,200 
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Economic Policy and Prospects Group - World Bank m 


The World Bank is seeking two economists to join the Economic Policy and Prospects Group (EPPG) and to serve as part of its management team. EPPG provides information, analysis 
and advice on the impact of trends in the world economy on developing countries, develops and documents the Bank’s views on the state of the world economy, and produces two of the 4i 
Bank's leading publications —— Global Economic Prospects (GEP) and Global Development Finance (GDF). EPPG staff help guide the Bank's operational and policy work in the areas of 
macroeconomic management and pro-poor growth. EPPG also leads on trade policy issues, important both tor the Bank's advisory work for governments, and for its role in debates on 


global economic policy. 


The Manager, International Finance will lead the international Finance team, which is responsible for monitoring and analysis of international capital flows. 
Specific responsibilities include: 
serving as Task Manager/Supervisor for GDF an 


in managing financial integration; 
analyzing recent events and long-term trends in capital flows to developing countries, with particular attention to the determinants of the volume and terms on portfolio flows and 


bank lending, the implications of volatility in capital flows, the determinants and impact of foreign direct investment, and the relationship between capital flows and growth, 
monitoring events in international financial markets and the developing countries: briefing senior management on related trends and policy issues, 

leading the Group's efforts to establish a database on capital flows to developing countries and to produce forecasts of capital flows: 

leading the Group's efforts to advise the operational regions on country policies related to global financial integration; working as part of the Managing Volatility Thematic Group to 


promote best practice in managing financial integration across the Bank's client base: 
strengthening EPPG’s ties to market participants through nurturing contacts, organizing seminars and conferences, and active dissemination of the team’s findings. 


Selection Criteria: 
advanced degree in economics and/or finance, Ph.D. preferred. A track record of publications in international finance is highly desirable; 


high-level skills, substantial experience, and recognized expertise in international finance and macroeconomics, with particular focus on investing in emerging markets. 











d providing written contributions to GDF and GEP that reflect conclusions of the economic literature as they apply to policy issues 


The Economic Advisor wili assist the Director in building on the connections between the Group’s country-policy focus in areas such as macroeconomic management, long run growth, 
international trade and international financial integration, and its focus on international trends in global macroeconomic outlook, trade, commodities and finance, and issues of global public 
policy. Expected duties include: 

contributing to the Global Economics Prospects and Global Development Finance reports; 

working with the Group’s managers on implementation of new instruments in the area of integrative country studies; 

participating in selected tasks associated with quality assurance and lead on/participate in projects entailing cross-unit collaboration: 

contributing to the Group’s efforts to advise the Regions on issues related to global integration. 
Selection Criteria: 

advanced degree in economics, Ph.D. preferred; Broad knowledge of international macroeconomics/finance and trade; 

recognized credentials as a research economist with a strong publications track record and/or strong field experience in applied analysis and policy dialogue. 


Shared Selection Criteria 
private sector or development policy experience in at least two developing regions highly desirable; 
excellent written and verbal communications skills; ability to communicate ideas effectively and to write quickly and clearly under pressure; knowledge of other languages a plus; 
demonstrated ability to manage and work within a team and inspire teamwork, while setting standards and exercising hands-on quality control; strong interpersonal skills and 


demonstrated track record of working in a team environment with multiple priorities and tight deadlines, proven ability to work harmoniously in teams as a leader, where appropriate, 
and as a team member, especially of the management team. 


Women are especially encouraged to apply. The World Bank offers an internationally competitive compensation package including expatriate benefits. Qualified candidates should send 
a detailed curriculum vitae, including a list of publications and other written work of which they are the primary author, by two weeks after the issue date, to 
World Bank, HRSN4, 1818 H Street, N.W., Room MC4-368, Washington, D.C. 20433; Fax (202) 522-2230; e-mail globaltrends @ worldbank.org. è 


Due to the volume of applications, we regret we are only able to contact short-listed candidates. NO PHONE CALLS, PLEASE. 
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MBA Programmes 


For further information contact us: At City University Business School we believe an MBA is an investment. 


Tel: +44 (0) 20 7040 8607/8 Our City of London location will put you at the heart of one of the world’s most prestigious 
business centres, where the networking opportunities are unmatched. 





Email: cubs-postgrad@city.ac.uk While you receive a broad base of interpersonal skills, you can also major in 


City University Business School e General Management 


Frobisher Crescent 
Barbican Centre 


London EC2Y 8HB ¢ International Business 
United Kingdom It all adds up to an opportunity that will make a difference to your future career. 


e Finance 
+ Management of Technology & E-Commerce 


Why not attend our Part-time MBA Information session at City University Business 
www.business.city.ac.uk School on 


* Tuesday 29 May 2001 


Contact us for details of future Information Sessions and for further information on 
Full and Part-time MBA Scholarships. 


City University The University for business 
C | ll Y Business School and the professions 
London 


WHY CHOOSE BETWEEN A EUROPEAN AND 
AN AMERICAN MBA? IMM GIVES YOU BOTH! 


www.mostinternationalmba.com 
















IMM, the International Master's in Management is a joint 
venture of four top schools: Purdue University, USA; Tilburg 
University, The Netherlands; Budapest University of Economic 
Sciences and Public Administration, Hungary; and ESCP-EAP, 
Pans, 
















B AA ry 
IMM represents the most international executive MBA 


indeed, every aspect of the program is intemational: participants 


ia % 
NE D campuses, faculty, curriculum, and degrees. It is designed to 
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accommodate the needs of executives with deman ling schedules 







Participants attend six two-week residencies interspersed over 






a two-year penod, with state-of-the-art Internet support year 
round. The residencies rotate among the campuses of the four 


SCHOOIS 
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lhis distinctive, cross-cultura program leads to both an Americar 
THE NEXT PROGRAM STARTS JANUARY 2002 MBA degree (Purdue) and a European MBA degree (Tilburg. 


Purdue Budar est or ESCP-EAP) 
+1 765 494 77 00 







How can you become one of the 60 international professionals to 







Tilburg join the next IMM entering class? Visit our website and discover 
#31 13:46 86 66) he sternational meaning of success 
Budapest 


+36 | 21002 12 


ESCP-EAP 
+33 1 49 23 27 59 
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International 
MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body. 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and international seminars. 
AMBA and EQUIS accredited. 
ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP graduates working in 65 countries, 


Next Session - January 2002 
www.escp-eap.net 
Contact MBA Admissions: mba@escp-eap.net - +33 1 4923 2759 
79 avenue de la République - 75011 Paris 


ESCP-EAP 


Learn everywhere. Manage anywhere. 


A 


The Management Centre 


Knowledge pays 
dividends... 


> Contact 


Management Centre 
University of Leicester 
Ken Edwards 
Building 

University Road 
Leicester LE1 7RH, UK 


Tel: +44 (0) 116 
252 5520 

Fax: +44 (0) 116 
252 3949 

Email: 
LUMC@le.ac.uk 
Website: 

www .le.ac.uk/lumc/ 


Please quote 
ref: EC/O5 in any 
communication 


Management 


e The Leicester MBA 
e MSc in Finance 
e MSc in Marketing 


Distance Learning or Campus Based 


e MSc in Management 
Full Time Only 


è Diploma in Management 


Distance Learning Only 


A deeper knowledge 
awaits you! 


EQ University of 


E sate scant! 


y Leicester 





Delivering excellence in University 
teaching and research 





The Health Care Manager 


for the Future. 


Could it be you? 


The SDA Bocconi's Master of International 
Health Care Management, Economics and 
Policy (MIHMEP) is an intensive, | year 
post-graduate course. It is decidedly inter- 
national in approach. The course language 
is English, with curriculum and contents 
designed by an international project team. 


Students are drawn from all over the 





world. And, as you would expect from 
one of Europe's leading schools of mana- 
gement, there is strong emphasis on the 
managerial skills vital to improving the 
efficiency and effectiveness of health 
services worldwide. You will have the 
chance to apply these skills in demanding 


field projects. To find out more about: 


Master of International Health Care Management, Economics and Policy (MiHMEP) 


Tel. ++39-025836.2582/2592/6834 Fax ++39-025836.6832 E-mail: mihmep@uni-bocconi.it 
The brochure and application form can be downloaded from our website: www.sdabocconi.it/mihmep 


§| SDA BOCCONI 


"Bocce: University School of Management 
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Readers are recommended 


to make appropriate enquiries and take 
appropriate advice before sending money, 
INCUITING ANY expense or entering inte a binding 
commitment in relation to an advertisement. The 
Economist Newspaper Limited shail not be 
liable to any person for loss or damage incurred 


COLLEGE DEGREES 
mi DISTANCE EDUCATION ON YOUR SCHEDULE 
| B.S., M.S., Ph.D. Many fields. No classes. 
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All top MBA Schools visiting 27 cities in 20 countries 
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NO COST evaluation! Send resume 
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Recognized as one of tthe world’s most flexible 
rusnmore.edu Distance Learning MBA/Master's or DBA/Ph.D. 


MI fie rams. No bachelors degree required for the 


(or Master's for DBA) if you have significant work 
Teaching French to adults for 32 years 


experience. No time limits, minimum or maximum. MBA 
usually takes one year, DBA two. Transfer students 
welcome. You will not have to study material you 
already know or do not need. No exams, instead you 
write papers. Learn from successful business 
leaders/authors (many are millionaires), F 
Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 ‘/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts June 4, July 2 and all year 


members wanted. Rushmore University, 1-800-662- 

7622, ec@rushmore.edu, www.distancemba.com 
06230 Villefranche/Mer EE26, France. Tel.: (33) 493 01 88 44 Fax: (33) 493 76 92 17 
www.institutdefrancais.com 


200 for venues and registration 





| South America | Europe | US & Asia Pacific | 


Meet representatives from 200+ leading schools: 
inc. | Wharton | INSEAD | Harvard | Chicago | London Business School | 









For more information email - mbatour@topcareers.net - tell a friend! 
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7- DAY INTENSIVE PROGRAMME 
1-7 July, 2001 


Your fast track @ Ideal for those needing immediate 
to Brussels practical insights into how Europe works 
and how best to work with Europe. 


Intensive 12-Month M.S. in ADULTS, EARN YOUR 
DEGREE AT HOME IN 
ONAN = 3 JUST ONE YEAR! 


apply now for Fall 2001! 


© Keyed to action - with detailed guidance and 
examples on how to lobby, manage corporate 
public affairs and tender most effectively 

For details, please contact within the EU. 

Anne Bonnaud 


WASHINGTON INTERNATIONAL UNIVERSITY 
In most fields. Student Comm. Ctr. 144 


www.cse.ogi.edu/CompFin/ ivy Lane, King of Prussia, PA 19406 - 
USA, FAX: 610 205 0960. 

NSTITUT E-MAIL: admissions @ washint.edu 

NIAI - WEB SITE: www.washint.edu 


May 


e-mail: ecpab@els.be © Involves some 20 sessions: lectures, case 
Tel, +32 (0)2 737 77 46 Studies, visits - all conducted by top Brussels 
Fax +32 (0)2 732 75 25 officials and practitioners. 





www.ecpab.com Œ Personal coaching through group work projects. 
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in INTERNATIONAL « 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery - Study anytime, anywhere. 







five star qualifications 
ina five star location _ 


AMBA accredited. Ranked in the FT’s 
World Top 100 Business Schools. 


There are only three UK business schools which 
carry the five-star research rating - signifying 
international excellence - and Lancaster is one 
of them. Invest in your career by learning from 
leading experts in their field, and do so in a 





Prestigious Masters in International Taxation (MLL) for non-lawyers. 






E-Commerce — Tax Planning speciality. 






St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools. 






American Bar Association acquiesced programme. 






Course Modules include: 






Principles of International Taxation + Tax Treaties 


parkland campus environment. 


Offshore Financial Centres « Anti-avoidance 






Our full-time and modular Executive MBA 
programmes are intellectually challenging, 
innovative and international. They attract top 
Students from all over the world, and are linked 
with leading organisations. 





Trusts and other entities + Transfer Pricing 





International Tax Planning + E-Commerce Taxation 






For more information call Cana Witt on 
01524 593593, or e-mail: c.witt@lancaster ac. uk 


www.lums.lancs.ac.uk 


Global Estate Planning & Asset Protection 
áA St. Thomas University 
AL School of Law «+ miami, Florida 


For more information please contact 








HONG KONG U.K. U.S.A. 

Michael Foggo Simon Denton William Byrnes 

le +852 2542 1177 lel. +44 (0)20 7479 7070 Tei: +1 (305) 474 2460 q > 

Fax: +852 2545 0550 Fax: +44 (0)20 7439 4436 Fax: +1 (305) 474 2469 Lancaster University 
hk@SovereignGroup.com  uk@SovereignGroup.com  whbynes@ SovereignGroup.com MANAGEMENT SCHOOL 






www.stu.edu/tax 
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2 Appointments 


Cranfield 


NIVERSITY 
School of Management 


Lecturer/Senior Lecturer in 
Logistics 


Cranfield Centre for Logistics and Transportation (CCLT) is 
Europe’s leading centre for advanced research and teaching 
in logistics and supply chain management. As a result of further 
expansion in our graduate and executive programmes we need 
to add to our faculty, 

A particular requirement at this moment is for faculty with 
experience and understanding of logistics modelling and 
simulation; additionally we need to strengthen our capabilities in 
the area of enterprise planning (ERP), advanced planning 
systems (APS), information technology for logistics and 
inventory management. 

CCLT is based within Cranfield School of Management, one of 
the world’s leading business schools, and successful applicants 
will find themselves working in a stimulating and forward- 
looking university environment. 

Even though you may not come from an academic background, 
you may, for example, be a consultant or a reflective 
practitioner, this job may well provide the opportunity for a 
change of direction. You would normally have a post-graduate 
degree together with practical experience in logistics and supply 
chain management. This position is limited in term to three years 
in the first instance. 

in return we offer an attractive reward package, excellent pension 
scheme and discounted private medical insurance. 

Application forms and further details are available from 
the Personnel Department, Cranfield University, Cranfield, 
Beds, MK43 OAL, telephone our 24 hour recruitment line on 
(01234) 750111 extension 2000. E-mail: k.dwan@cranfield.ac.uk 
or visit our website to download an application form. 
Please quote reference no. C/1053B. 

Closing date for receipt of applications: 30 June, 2001. 


www.cranfield.ac.uk/ som 














Courses 


CERAN LINGUA & 


NTERNATIONAL 
INTENSIVE RESIDENTIAL LANGUAGE COURSES 


The netural way to kearn á kanguagel 
wWwW.ceran.-com 


SCHOOL OF BUSINESS 


MBA Courses 
Wine Business Management 
European Food and Agribusiness 

International Food and Agribusiness 

Advanced Farm Management 

Equine Business Management 

Business Management in the Agricultural and 
Food Industries 

Horticultural Business Management 


ROYAI 
AGRICULTURAI 
COLLEGI 


POSTGRADUATE OPEN DAY - SATURDAY 30th JUNE 
Other Postgraduate Courses Available 


CIRENCESTER 


For further details contact Admissions 
Tel: 01285 652531 or admissions @royagcol.ac.uk 
www.royagcol.ac.uk 




















Professor and Head, School 
of Business and Economics 






Monash Gippsland 
Monash University, Melbourne, Australia 


Monash University is seeking to appoint an outstanding scholar 
to provide academic leadership in research, teaching and 
administration in the School of Business and Economics at the 
university's Gippsland campus. 














Located in a beautiful rural setting, Monash’s Gippsland campus 
is adjacent to the town of Churchill and is within an hour's drive 
of some of Australia's most significant national parks, including 
spectacular alpine, temperate rainforest and coastal parks. 














Eight of Monash’s faculties are represented at the Gippsland 
campus: Art and Design; Arts; Business and Economics; 
Education; Engineering; Information Technology; Medicine, 
Nursing and Health Sciences; and Science. A centre for distance 
education, the campus has 7,600 remote and on-campus 
students, with 2,000 studying on campus. In addition to attracting 
international students to Gippsland, the campus has a substantial 
presence in South-East Asia through offshore courses in key 
centres including Hong Kong and Singapore. 




















Faculty of Business and Economics 











The Faculty of Business and Economics has a major involvement 
at the Gippsland campus, with all six departments of the faculty 
represented - Accounting and Finance, Business Law and Taxation, 
Econometrics and Business Statistics, Economics, Management 
and Marketing. Courses include the faculty's Bachelor of Business 
and Commerce and international/global program, with teaching at 
honours and graduate level (the latter being in off-campus mode). 























The successful applicant will be appointed as a professor, with 
the role of Head, School of Business and Economics, Gippsland 
campus. The appointee will have a distinguished record of 
teaching and research in one or more of the disciplines of the 
school, demonstrated capabilities in senior administration and 
the ability to manage academic and general staff in a matrix 
relationship with the faculty’s heads-of-department. Applicants 
from one or more of the following disciplines are encouraged - 
accounting, finance, e-business, management and marketing. 





























Whilst the appointee will be based on the Gippsland campus, 
travel to other campuses of the university will be required. 








Professorial salary: $496,610 per annum. The head-of-school role 
will attract an appropriate allowance. Superannuation, travel and 
removal allowances are available. 














Selection documentation may be accessed electronically 
on the world wide web: www.monash.edu.au/personnel/ 
jo_senior.htm 








Confidential inquiries regarding the position may be made 

with Professor Max King, Deputy Dean, Faculty of Business 
and Economics, telephone +61 3 9905 2449, facsimile 

+61 3 9905 8039, email max.king@buseco.monash.edu.au 


Further information and particulars of the application procedure 
may be obtained from Mr John Noonan, Manager (Senior 
Appointments), Monash University, Victoria 3800, Australia, 
telephone +61 3 9905 5904, facsimile +61 3 9905 6857, 

email john.noonan@adm.monash.edu.au 





























Applications should reach Mr Peter Marshall, Director, Student 
and Staff Services, PO Box 92, Monash University, Victoria 3800, 
Australia, no later than Friday, 20 July 2001. 


The university reserves the right to appoint by invitation. 

















An Equal Opportunity Employer 


MONAS 


UNIVERSITI 


DRA PERI S88 
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The European Agency for Reconstruction, with its Headquarters in Thessaloniki and Operational Centres 


ISTRUCTION 





in Pristina, Belgrade and Podgorica, is the implementing body for 


reconstruction programmes funded by the European Union in the Federal Republic of Yugoslavia. 


We are looking for experts (Temporary Agent’ contract), who must have 
* the citizenship of one of the Member States of the European Union, 
* fluency in written and spoken English. and 


* preferably some experience of working in the Balkans and/or post-conflict or transition situations, 


and to whom we offer an 18-months contract (with the possibility of renewal 


PROGRAMME MANAGER: HEALTH SYSTEM DEVELOPMENT 
(Ref No: PRI 011/AT) 


The programme manager will lead the Agency's Health Sector programme in Pristina. 
He/She will join an experienced local task manager. The programme manager will take 
over the supervision of ongoing projects amounting to Euro. 25 million (“Capacity 
Building for Medical Training and Health Services Management”, “Sustainable 
Pharmaceutical Sector”, “Safe and Centralised Blood Transfusion Service (BTS, 
“Activating Health Services” with the help of a Technical Assistance Team). This 
represents the largest developmental investment in Kosovo's health sector, 


Tasks: Acting under the guidance of the Agency's Head of Operations Division for 
Kosovo, the programme manager's duties include: acting as a professional advisor to the 
Agency, identification of projects to be funded, drawing up the terms of reference for 
fenders and contracts, participation in tender evaluation committees, taking all necessary 
trouble-shooting actions to ensure project progress is in accord with targets set, as well 
as participation in the planning and management of new assistance programmes. The 
programme manager will render full co-operation to monitors, evaluators and others in 
the Agency with regard to fulfilment of their respective institutional tasks. In carrying out 
their duties, programme managers are frequently required to work as part of wider 
multidiseiplinary teams. Specific tasks of the programme manager will include: 

* To establish a good working relationship with UNMIK’s Department of Health and 
Social Welfare and its possible successor Administration, and with implementing 
partners, WHO and the World Bank: 

* Chairing steering committees and providing leadership to, and co-ordination 
between, the existing Agency health programmes; 

* Appraisal of contractors’ reports, approval of payments and preparation of 
contract amendments; 

* Preparation of a detailed strategy paper and financing proposals for 2002 Agency 
health programmes; 7 

* Writing ToR for short term technical assistants who.may be required to produce the 
strategy and other documentation; 

* Representing the Agency at a range of meetings, including those for donor co-ordination: 

* Undertaking field visits to monitor project progress. 


Job Profile: See general introduction. Furthermore, applicants should be able to think 
laterally and have an ability to prioritise and identify comparative advantages. Applicants 
need to be team players with good interpersonal and negotiating skills. It is important that 
the programme manager is able to work quickly against tight time constraints and be very 
adaptable and flexible in their approach. S/he will also need to be prepared to work in 
sometime difficult conditions. Apart from fluency in English, knowledge of other EU and 
local languages would be an advantage. 


Other specific requirements are: 

* Possess a university level degree, typically in medicine, a health related subject, 
or a public sector management related subject; 

* Minimum of fifteen years of professional experience in health and health management: 

* Including at least two years in a transitional or developing country: 

* Demonstrable knowledge and experience in the field of health policy and planning; and. 

* Demonstrable knowledge and experience in the field of medical education. 


lt would be an advantage to have: 

* Experiential knowledge of procurement and general contracting rales and procedures 
(knowledge of EC rules and procedures would be an advantage): 

* Computer skills, including EXCEL, WORD and other software; and, 

* Previous work experience in the Kosovo health sector. 


PROGRAMME MANAGER: INSTITUTION-BUILDING 
(Ref No: PRI 012/AT) 
The programme manager will lead the Agency's Institution-building/Local 
Government/Civil Society Sector programme in Pristina/Kosovo. He/She will join a 
Programme Manager and an experienced local task manager. The programme manager 
will take over the supervision of ongoing projects amounting to Euro 18 million (‘Local 
Government”, “Rule of Law”, “Civil Society” and “Independent Media”). 


Tasks: Under the guidance. of the Agency's Head of Operations Division for Kosovo, the 
programme manager will provide professional advice to the Agency on this part of the 
substantial EC assistance: package for Kosovo, He/She will render full co-operation to 
monitors, evaluators and others in the Agency with regard to fulfilment of their respective 
institutional tasks. He/She will also be responsible for all the main phases of project desi gn 
and implementation in this field, but will also be required to work as part of a wider 
mulidisciplinary team, | 


Specific tasks will include: | 
* Assessing needs and designing projects in the sector: 


} and a competitive salary package. 


* Preparation of a detailed strategy paper and financing proposals 

* Drawing up terms of reference for tenders and contracts, strategy documents and 
reports as well as short term technical assistants who may be required to produce 
the strategy and other documentation; 

* Appraisal of contractors’ reports, approval of payments and preparation of 
contract amendments; 

* Drafting reports and commenting on consultants’ reports 

* Progress chasing, supervising and trouble shooting to ensure project progress is in 
accord with targets set: 

* Chairing steering committees and providing leadership to, and co-ordination 
between, the existing EC programmes in the sector; 

* Maintaining å dialogue with the authorities (UNMIK, OSCE and etc), NGOs. 
independent institutions, beneficiaries and other donors active in this field: 

* Representing the Agency at a range of meetings. including donor co-ordination and 
Supervisory Boards of EC-funded programmes in the sector; 

* Undertaking field visits to monitor project progress. 


Job Profile: See general introduction. Furthermore, applicants should be able to think 
laterally and have an ability to prioritise and identify comparative advantages. Applicants 
need to be team players with good interpersonal and negotiating skills. It is important that 
the programme manager is able to work quickly against tight time constraints and be very 
adaptable and flexible in their approach. S/he will also need to be prepared to work in 
sometime difficult conditions. 


Other specific requirements are: 

* University degree or higher education certificate, preferably in law: 

* Minimum of 10 years relevant work experience, which should include work in 
the democratisation field (including civil society), legal and public administration 
reform and local government. programmes; 








+ Including at least two years in a transitional or developing country: 


* Knowledge of the region and its challenges. with respect to democratisation processes 
(rule of law, public administration and civil society movement in particular): 

* Proven track record in project management, moni toring and financial systems: 

It would be an advantage to have: 

* Experiential knowledge of procurement and general contracting rules and procedures 
(knowledge of EC rules and procedures would be an advantage): 

* Computer skills, including EXCEL, WORD and other software. 


TWO EXPERTS IN PROJECT EVALUATION 
(Ref No: THE 004/AT) 
The evaluators will be based in Thessaloniki but need to be able to work in difficult 
conditions often involving substantial travel in the region (Kosovo, Serbia and 
Montenegro). They will be part of a team consisting of four evaluators - two are already 
in post ~ and one local assistant, 


Tasks: The experts will conduct evaluations of projects funded by the Agency. The 
Agency is currently the largest donor in Kosovo and Serbia with major projects in fields 
such as energy, transport, housing, health, water and enterprise development. The tasks 
will involve examining the activities and outputs of the projects, and evaluating the 
success of the activities undertaken. in relation to the objectives of the programme. The 
evaluations will also focus on leaming the lessons of past experience for the future 
programming of assistance. | 


Specific tasks will involve: E 

* Selecting projects for evaluation in liaison with the Head of the Programming 
Division and the Heads.of the Operations Divisions. 

* Making a comprehensive study of all project documents. 

* Carrying out interviews with the staff in the Agency responsible for the projects. 

* Conducting in-depth field visits to the project site, interviewing the project 
beneficiaries, contractors and other interested parties. 

* Evaluation - i.e. assessing whether the objectives of a project have been achieved 
and if the tools were appropriate. 

* Drafting reports, discussing findings with colleagues in the Agency and relevant 
outside parties, making recommendations for future programming. 


The evaluation may exceptionally involve engaging specialist experts to look into certain 
technical aspects of a project's performance. 


Job profile: The expert should have a graduate qualification in a relevant subject; at least 10 
years work experience in a relevant field (project evaluation, monitoring, design or 
management) and experience of working on assistance programmes in post-conflict and/or 
transition situations. Experience of working in South Eastern Europe would be an advantage. 
The experts need to be team players while being independent and able to work autonomously, 


Applications including a detailed Curriculum Vitae, an e-mail cover note, and indicating the job reference number, should be sent by e-mail only and in English only to 
admn@ear.eu.int 
The Agency is an equal opportunity employer and encourages applications from women. 
Applicants will be short-listed on the basis of their CVs, and these candidates will be invited for an interview. 
Deadline for the submission of applications: 10 June 2001 
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OFFICE OF FAIR TRADING 


London, Starting salary circa £70k | 



























> Chief Economist 
The Office of Fair Trading (OFT) is an independent non-ministerial government department headed by the Director General of Fair Trading. 
it has frontline responsibility for enforcing UK competition policy and protecting consumers. The Competition Act 1998. gave the Office 
significantly enhanced powers to investigate and take action against anti-competitive behaviour. | 
The Chief Economist's job is to lead the economic analysis across the full range of the Office of Fair Trading’s responsibilities. The 
successful applicant will run a Branch in the new Markets and Policy Initiatives Division and have direct management responsibility 
for some 20 staff, including Economists, Statisticians and Financial Analysts. In addition, you will be responsible for recruiting and 
managing the professional development of all 40 or so economists working at the OFT. | 
The prime responsibility of the Division will be to achieve the best possible understanding of whether or not markets are working- 
effectively for consumers. ee ) 
Key roles for the Chief Economist will include: 
+ Application of state-of-the-art economics to the practical problems that the OFT exists to address; 
e Developing the economic, financial, and statistical techniques applied in the OFT's work; 
-E ° Taking forward applied research that leads to publication and practical benefit. | 

<E The successful candidate will have a professional background in economics, including a Master's degree, and several years’ experience of 
applying economic analysis in the private, public or university sectors. You should also have experience of leading and motivating a team and Pe 
` have excellent communication skills. The Director General, John Vickers, expects to work closely with the Chief Economist. = 
The OFT is an equal opportunity employer. It is Government policy to provide equal opportunity for employment, career development and, 
-promotion in the Civil Service to all who are eligible, on the basis of ability, qualifications and fitness to work. Applications are welcome - 
‘from all qualified individuals regardless of race, ethnic or national origin, religion, gender, marital status, disability or sexual orientation. 
Starting salary is negotiable around the figure stated above although more may be available for an exceptional candidate. Relocation 
expenses of up to £5,000 may be payable. Initially the appointment is for five years with the possibility of extension or permanent 
appointment, but shorter periods of secondment will be considered. The post carries membership of the Government Economic Service. 
For an information pack and details of how to apply, please write to Pat Martin, Office of Fair Trading, Fleetbank House, 2-6 Salisbury 
Square, London EC4Y 8JX or telephone 0207 211 8719 (24 hour) or fax 020 7211 8553. Alternatively, full details can be found on the OFT 
website www.oft.gov.uk 
Closing date for applications is 15th June 2001. 
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INTERNATIONAL PUBLIC AFFAIRS — GENEVA 
- £40-60,000 (equivalent) plus benefits 


We are looking for a talented and qualified individual to head up a new labour standards foundation focused on combating 

child labour. 

This is an exceptional opportunity for a talented and experienced individual with the vision, enthusiasm and energy to lead 

and develop the foundation, build relationships with key stakeholders, NGOs, international organisations and 
governments. “4 


You are likely to be working successfully in one of the key multilateral centres: London, New York, Washington, Paris, 
Brussels, Rome or Geneva. We are looking for a confident and diplomatic government/civil society relations professional . 





You will need around 8-10 years’ relevant experience, a minimum of a bachelor’s degree from a recognised university and 
the ability to manage research and effective global campaigns, particularly on aid, social policy and development issues 
related to corporate social responsibility. You will also have shown a talent for dealing with sensitive regulatory issues 
and/or development policies and practices. This will include fund raising, holding and organising workshops and brokering 
agreements between industry partners. 

Equally important is a proven interest in employee and human rights issues. The role demands a good degree of experience 
and knowledge of the culture, political and business environment of South America, Eastern & Central Europe, Asia and 
Africa. Experience and interest in the work of NGOs, multilateral organisations, trade unions and the commercial sector is 
highly desirable. . 


Fluent English is essential with an additional language (French or Spanish) a distinct advantage. P 
To apply, please email your CV to Ros Kindersley at JFL (Search and Selection). 


Email: info@jflrecruit.com Website: wwwflrecrult.com 
47 New Bond Street, London W1S IDJ 
Tel: 020 7493 8824 Fax: 020 7493 7161 


SEARCH & SELECTION Closing date 15 dune 2001. 








_ | DO YOU FEEL LIKE YOUR CORPORATE 
_ LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resurne Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call | 
away af Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com A 


Resume ad Resume Broadcast International 

FESS es it see et si x eo PO. BOX 6930, San Diego, California G24 66, USA. 

en ACTER sa Tel: 619 224 9257, Fax: 619 224 9268 
marmaio] Email: 102224.3306@compuserve.com 





HM Customs and Excise, 

_ Environmental Tax Team (London) 

»| Salary range £38,003 - £45,364 

~ plus London Office Premium of £1,874 
The Policy Analysis team is a multi-disciplinary group which provides 
economic analysis of indirect taxes; we are heavily involved in the Budget 
process. You will provide analysis of environmental taxes, including climate 
change levy, aggregates levy and others, by assessing impacts on 
consumers and businesses and estimating revenue impacts of new 
measures. Critical judgement and an ability to apply sound microeconomic 
thinking are key skills for the post. You will manage a team of three 
analysts. 


Inland Revenue (London) 

Salary range £37,740 - £49,660 (with consideration 
for progression to £49,500 - £59,850 after three years) 

The IR is continuing to strengthen the economics input to its policy advice 
on direct taxes and credits, reflecting the growing importance of tax as an 
instrument of economic and social policy and the needs of evidence- 
based policy making. We are looking for Economic Advisers to work on 
Savings, business tax and enterprise issues, including the development of 
a programme of research and evaluation, as well as contributing more 
directly to policy advice. 


Office of Gas and Electricity Markets 
(London) 

Salary range £35,000 - £50,000 (with the possibility of a 
performance bonus of up to 10% of salary) | 
OFGEM is the independent economic regulator for the gas and electricity 
markets in Great Britain. Our primary duty is to protect customers’ interests 
by promoting competition and effective regulation within Europe’s most 
liberalised energy markets. Within OFGEM, the Trading Arrangements 
Directorate is responsible for the ongoing reform of wholesale trading 
arrangements and the role and incentives of the two system operators, 
Transco and NGC. With the introduction of the 

New Electricity Trading Arrangements, ongoing reform of the gas market 
and the introduction of the Competition Act, you will be tackling difficult 
issues of market design, monitoring and structural reform in wholesale 
energy markets with annual turnover in excess of £20bn. 
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At the heart of government policy making 


Economic Advisers in 
HM Government Economic Service 
The Government needs facts and analysis to make informed decisions. Pulling together the different strands of national economic 


policy-making into a coherent whole is the domain of trained economists, for whom there can surely be no greater challenge and 
no greater responsibility. Government Economic Advisers are at the heart of this process. 





JOB HUNTING INTERNATIONALLY? “777 
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i $100-1M+ in 39 Countries-Targeted Resume Mailings f 
= www.executivejobfinder.com | 1 
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JOB HUNTING INTERNATIONALLY? 


Executive $75K-S00K+. Career searching into, within or out of 
Asia / Europe / M.East/ U.S.? Contact for Free Info & Critique 







www.careerpath.co.uk 
Fax: Email: 
USA/Canada +1 202 4781698 EE P EA ET 






Europe +44 20 75048280 
Asia / M. East /Aus +66 2 2674688 





Department of Environment, 
Transport and the Regions (London) 
Salary range £36,944 - £48,766 


DETR has wide ranging responsibilities, and economists play a central role 
in providing analysis and advice for Ministers on the Department's 


challenging policy agenda. Current vacancies in three areas are described 

below, but there may also be opportunities in other areas too. De 
Environmental Protection: You will play an important role in policy o 
development and evaluation across the full range of environmental policy, oe 
Central Economics and Policy: Posts are currently available providing a 
economic advice on rural policy issues and the impact of the Department’s 
policies on business and the economy. 

Local Government Finance: There are posts available for economists to . 5 
work on the financing of local authorities, including the current review. B 
There may be other posts available and applicants may be asked if = 
they also wish to be considered for these opportunities. Be 
in addition to a good Economics degree and preferably a Master's - . 
qualification, you will need at least three years’ professional economic Ra 
analysis experience. You will need strong analytical abilities and S 


developed critical faculties. We will also require excellent 
interpersonal, teamworking and communication skills, together with 
an ability to identify and distil important issues rapidly and the 
flexibility to cope with competing demands. The posts are offered on a 
permanent basis but Fixed Term Appointments for two-three years, 
with the possibility of permanency at a later date, will also be 
considered. 
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For further details and an application form (to be returned by 
Wednesday, 13 June 2001), write to Anne Bateman or Harjinder 
Chana, EGMU, HM Treasury, Parliament Street, London 

SWIP 3AG or telephone 020 7270 5073/4835. Fax: 020 7270 4862. 
E-mail: anne.bateman@hm-treasury.gov.uk 





The Civil Service is an Equal Opportunities employer. 









Energistyrelsen 


$1563-9, ENE RCAMINISTERIET 









‘Danish Energy Agency 
“Ministry of Environment and Energy 















| ADVISOR IN OIL STOCKS AND MANAGEMENT TO TWIN 


-1 LITHUANIAN MINISTRY OF ECONOMY 


are assisting. A 12 month assignment for a resident pre-accession advisor in compilsory oil 


in twinning the Lithuanian Ministry of Economy in implementing the EU Energy Acquis. 


target EU requirements and allow for membership of the IEA, 
The advisor’s profile should include: 
* Citizenship of a EU member state; 
¢ Fluent written and spoken English; 
* In-depth experience in oil stock regulation and crisis management from at least one 
EU member state; 
In-depth knowledge of an oil management system similar to that implemented in 
e.g. Denmark; 
e Proven skills in developing and utilising energy 
and stock models; 
¢ Minimum 3 years professional experience in a practical application of the Energy 
Acquis from a relevant organisation or institution inside the energy sector, 
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information systems, oil crisis plans 













|) Further description of the tasks is given in the twinning covenant ‘Policy and regulatory 
“support to the Ministry of Economy (Energy Acquis)’. 


Y 


Employment conditions are outlined by the PHARE Reference Manual on ‘Twinning’ projects 
F (available at hrtp:/ /europa.cu.int/comm/enlargement/twinning / manual_99 /annex_¢.pdf) 
‘}. Applicants are advised that the position is under the Danish Energy Agency, and employment 
-conditions are therefore also subject to the conditions outlined in the Ministry of Finance 
© Circular on Regulations on salary and terms of employment for PHARE experts 1999. 


yart 








. Further information can be obtained from pre-accession advisor Anders Kristensen, tel +370 
_ 262 76 08 or E-mail anders@po.ekm. It Application including a detailed CV to be sent by E- 
mail to tha@ens.dk . 


Deadline 7 June 2001. 
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www.business-strategies.co.uk 


Senior Economist and Graduates London 


| We are a leading independent economics consultancy with 

| strong presence in property market research, consumer 

| markets, regional economies, skills and labour market 
research, macroeconomics and economic modelling. 






We are looking for a senior macro economist to join our 
London based research team. The successful candidate will have 
a minimum of two years experience in macroeconomics and 
will have good writing and presentation skills. He/she will need 
to be able to operate as part of a team and work to deadlines. 
A competitive package and rewarding long-term career 
prospects will be offered. UK work permits are necessary. 


We are also looking to recruit a number of graduate 
economists to join the team. You will need strong academic 
qualifications and the ability to work well with others. Those 
who succeed can expect to progress to the management of 
clients, projects and teams. 


Please apply in writing to Nicola Welchman, 
Business Strategies, 192 Vauxhall Bridge Road, 
London SW1V 1DX 
or nicolaw@business-strategies.co.uk 


Closing date: 18 June 2001 


The Lithuanian energy sector is preparing for EU accession, “Pwins’ from EU member states | 


“stocks and oil crisis management is vacant. The advisor will assist the Danish Energy Agency | 


The twinning will include preparations, implementation and training concerning legal basis, | 
information systems and models, and oil crisis management plans, The twinning should | 















































































































“An institution of excellence with... outstanding teaching...world-class research,..welle AE 


rounded graduates with life long abilities to provide leadership to society 
The University | 


The University of Hong Kong (HKU) is the oldest and most established comprehensive tertiary 
education institution in Hong Kong, The medium of instruction is English. Founded 90 years 
ago, HKU has grown to embrace almost all the major areas of teaching, learning, research and 
innovation. HKU is proud to have helped train many of the leaders in society. It can confidently. 
claim to be one of the best and most respected universities in the region. There are ten Faculties: 
Architecture, Arts, Dentistry, Education, Engineering, Law, Medicine, Science, Social Sciences 
and Business and Economics. it is a member of Universitas 21, The bulk of the University’s 
finances is borne by the Government of the Hong Kong Special Admi nistrative Region, The 
University has a student population of over 14,500, including 9,200 undergraduate students 
and 5,300 postgraduate students. The total expenditure for last year was HK$4,782 million. 
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Chancellors (PVC). Within the framework of the Court, the Council and the Senate, the VC 
works in close consultation with the Deans of ten Faculties and senior administrators such 
as the Registrar, the Director of Finance, and the Director of Estates. HKU is searching. for 
a top candidate as the next VC who will maintain and enhance the. cross-cultaral heritage - 
and international and cosmopolitan features of the University without regard to ethnicity. 
Compensation o 


A globally competitive remunerations package will be offered. The terms of appointment 
will be for a minimum of five years from as soon as possible. 

Nominations and/or Applications 

All nominations and/or applications will be treated in strictest confidence and should be 
sent to the Chairman of the HKU Search Committee for the Selection of the New Vice- 
Chancellor c/o Korn/Ferry International (Hong Kong) Limited (executive search consultant 
to the appointment} for the attention of Mr. Andrew Tsui, Managing Director, 2102-2106 
Gloucester Tower, The Landmark, Hong Kong (tel: (852) 2971-2735, fax: (852) 2810- 
1632, e-mail: hku.vc@kornferry.com), Closing date for application: June 30th 2001. 
Information provided will be used for the consideration of applications. Further particulars 
about the University can be obtained at http://www.hku.hk. The University reserves the 
right not to fill the post or to fill the post by invitation. Be 


-F 





The Vice-Chancellor (VC), equivalent to President, is currently assisted by five. Pro- Vice- 
f 
KORN/FERRY INTERNATIONAL | 
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issues, and the preparation, 
negotiation and monitoring of 
contracts particularly in the 
following areas: scientific 
partnerships, industrial use of 
the ILL's facilities, EU-funded 
research programmes, licence 


Assistant to 
the Head of 
Administration 
of an international 






The ILL is the world's agreements. 
snide : ti research institute You have an advanced degree 
NGULON resomter. 1S | | in business, economics, law, 
funded by France, he eration you wil workin, Oia Further 
United Kingdom and close collaboration with the a a an ane 
Germany. Every year its | Management of the institute, ayia: Vouhave a 
scientists and engineers ry ea good knowledge of at least 
perform over 800 ae Seas), the Personnel two of the Institute's official 
experiments in close Purchasing, and Finance saan le French, 
collaboration with 1500 Services. the scientific staff T ish) and an outgoing 
oa and ILL's joint-site ae 
vate oaii bona 80 ye la the ESRF and This is a fixed-term contract. 
usa i We offer attractive 
different countries. They voy will also act as contact remuneration, including an 
share a common person for staff on all ohare jie pep 
obiective: the analysis of administrative and legal wiin settling Into Frencn 
cael ti T issues. The post is strongly society, and a contribution 
microscopic structures impacted by the international towards your removal 
and the dynamics of character of the ILL. expenses. Further details 
matter . concerning this vacancy can 
' You will provide operational be found at http://www. ill fr. 
support to the Head of o 7 
Administration, including in Applications should be sent 
. particular participation in before 15.06.2001, quoting 
management level meetings, reference 01/13 to: 
the preparation of, and The Head of Personnel, 
eninge attendance at, meetings of the INSTITUT LAUE-LANGEVIN — 
NEUTRONS institute's supervisory bodies, BP 156 - 38042 Grenoble 
FOR SCIENCE assistance with institutional Cedex 9 - France 
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Professorship CBS 

in Finance Copenhagen Business School 
The Department of Finance invites applications for a vacant position as Full 
Professor in Finance. The department deals with research and teaching in 


Corporate Finance, Portfolio Management, Capital Market Theory, Financial 
Institutions, International Finance, and Insurance and Risk Management. 








For further information please contact: 
Head of Department, Professor Niels Chr, Nielsen, tel. +45 3815 3616, 
fax: +45 3815 3600, e-mail: nen. fi@cbs.dk 


The appointment will be made on contractual terms” 
corresponding to a salary grade 37 plus a personal allowance, totalling 
approx. DKK 500.000 a year (pension included). 













The position must be applied for on the basis of the full | 
official announcement, see: “www.chs.dk” “news and events” or 
contact the Personnel Office, e-mail: nsc.perskt@cbhs,dk 


Application deadline: 31 August 2001 at 12.00 noon. Late 
submission of publications will be accepted until 1 October 2001 at 12.00 
noon. Late applications will not be considered. Applications received by 
e-mail or on discs will not be considered. 












Details about the Copenhagen Business — ana the department are available at 


our web site: http://www.chs.dk/departmentsA 


The chief mission of the Faculty of Economics and Business Administration is to be 










a nationally and internationally recognised centre of knowledge within the fields of 
management and business operations. The Faculty develops new, independent and 
in-depth knowledge about business related issues. This knowledge is communicated 
through research publications, teaching, advisory services to institutions. and 









enterprises as well as in public debate. 






Department for 
infernational 


DFID 


Development 





This new role has been created to help our Africa Division to 
implement the trade related aspects of the Department's 
policy on making globalisation work for the poor. You will 
play a major role in shaping and supporting pro-poor 
initiatives - working at a country level and with a wide range 
of regional and international organisations. 


You will also help other parts of DFID on trade policy issues 


a trade policy strategy for Africa, support the work of our 
country teams (including integrating trade and poverty 
reduction strategies) and build our knowledge of pro-poor 
liberalisation. 


TERMS OF REFERENCE 


- preferably across trade development or Africa. You must 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the reduction 


non-gove 
private se: 

: World Bank, U : 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 


Fulfilling Britain’s commitment to reduce world poverty 
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relating to Africa. Specifically, you will develop and implement 


To succeed, you will have at least five years’ policy experience 
Y 


bring an understanding of globalisation and development and 


governments, international and national 


N agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


TT) International is the UK’s leading consultancy for | 
NAN donor funded RNR programmes in their widest 
sense. “We provide specialist project management and > 


technical assistance skills to optimise the use of that finance. 


We are at the forefront of developing cutting edge solutions to 
the changing requirements of the global development agenda. 
As such, we are currently accepting CVs from independent 
experts and organisations with expertise in: 


* Refugee rehabilitation and resettlement 
(including reintegration of ex-combatants) 
* Trade negotiations, trade policy and capacity building 
for long and short term assignments beginning mid 2001. 
Consultants possessing relevant skills and qualifications who 
are interested in working with NR International should submit 
a CV electronically, indicating availability to undertake 
assignments and interest in long or short term work. 


Contact: Ms Sarah Clout, Natural Resources International 
Ltd., Pembroke, Chatham 
Maritime, Chatham, Kent 
ME4 4NN, UK, 

email s.clout(@)nrint.co.uk 
Tel (UK) (444 .(0)1634 883 176. 
www.nrinternational.co,uk 
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TRADE POLICY PROGRAMME 
CO-ORDINATOR FOR AFRICA 


LONDON 


of the links between trade and poverty reduction - as well as 
WTO and EU trade policies. It’s also vital you have a 
multidisciplinary approach - combined with sound 
presentation, communication, networking and project 
management skills. 

TERMS OF APPOINTMENT 

Based in London, the appointment is permanent and 
pensionable and is subject to a 10. month probationary period. 


The salary will be £33,882 - £48,252 per annum and is UK 
taxable. 


Candidates should either be nationals of Member States of 
the European Economic Area (EEA), Commonwealth citizens 
who have an established right of abode and the right to work 
in the United Kingdom or those granted refugee status as 
defined by the 1951 UN Convention on Refugees. 


Closing date: Monday 18 June 2001. 


Application forms can be obtained, quoting reference AH375/3/TPPCRM/TE clearly on your envelope, from 
Department for International Development, Abercrombie House, Room AH375/3, Eaglesham Road, East Kilbride 
G75 SEA or telephone 01355 843428 (answerphone) or e-mail: hrod3d1@dfid. aa http: [/www.dfid. gov.uk 


Furope. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and people with a disability. 
Selection is on merit, 


nisations, the 
tions such as the 
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Appointments 


COUNTRY LAND AND BUSINESS ASSOCIATION 


RURAL ECONOMY ADVISER 


The CLA seeks a Rural Economist to contribute to policy 
development on all aspects of the rural economy from international 
trade to regional rural development. The REA will cover all major 
land-based activities and rural businesses. 


This is a stimulating and varied job based in central London. The 
ideal candidate will be an economics or agricultural/rural economics 
graduate with several years’ experience of policy and advisory work 
in the rural sector. He or she should have a good knowledge of 
international, European and UK rural policies and current issues 
important to UK rural affairs. The CLA seeks a confident self-starter, 
with excellent communications skills. 


This is a permanent post, attracting a salary which could be well 
above £25,000, subject to qualifications and experience. 


Letter of application, with full CV, current salary and two referees 
should be received by Thursday 7th June. Interviews will be held on 
27th June. 


etails from Afsaneh Roberts. CLA, 16 Belgrave Square, 


THE UNIVERSITY 
OF BIRMINGHAM 


SCHOOL OF SOCIAL SCIENCES 


LECTURESHIPS IN ECONOMICS 


Three positions are available from 1 September 2001 in the 
fields of econometrics, microeconomics and banking and 
finance. Your duties will include teaching both undergraduate 
and postgraduate students on a variety of courses, supervising 
extended essays and Masters dissertations, and acting as a 
personal tutor to students. | 


- You will have a MSc or PhD in Economics as well as a good 
_ first degree in a relevant area and have some relevant teaching 
eqpirternce. Your research profile, however, is of primary 

i _ importance and you will have published in internationally 
refereed journals or have demonstrable publication potential. 


Salary on a range of £18,731 - £30,967 per annum, pay award 
_ Application forms (returnable by 15th June 2001) and details from 
Personnel Services, The University of Birmingham, Edgbaston, 


_ Birmingham B15 2TT, tel: 0121 414 6481, web: 
__ (iittp://www.bham.ac.uk/personnel/) Reference C30820/01. 


- Working towards equal opportunities 





EUROPE'S LEADING LIGHT 


Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 
network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


CROSSAIR 





For further information contact your local travel agent 
or, +44 845 607 3000, www.crossair.com 


Asesor Principal Programa 
"Armonización de los Mercados de Deuda 
Pública de Centroamerica y Panamá” 


| El Consejo Monetario Centroamericano, con fondos del FOMIN (BID), ejecutará 
programa de referencia. Se invita a expertos en el desarrollo de mercados de renta 
fija a presentar muestras de interés con desglose detallado de experiencia en iniciativas | 
similares. Mayor información: jbarboza@cmca.or.cr, Tel. 506/280-9522, Fax 506/281- 
0169. Fecha limite: 8 de junio 2001. 


The Commonwealth Secretariat 


+ The Commonwealth: a dynamic association of 54 independent 
countries serving almost one-third of the world’s population 

4 Bridging the gap between developed and developing Commonwealth 
countries 


Chief Programme Officer 
Economic Affairs Division 


We aim to be a global leader by setting even higher standards to promote international trade 
relations, financial debt management and macro-economic issues. We continue to build on our 
strengths of consensus positions within the international arena, policy advice on economic issues and 
enhancement of economic institutions of small states and least developed countries. 

Reporting to the Deputy Director your responsibilities will include: 


* Monitor and analyse economic policy issues and developments in the international trading 
system. 

* Develop documents on trade policy through collaboration with international organisations, such 
as, World Trade Organisation and UNCTAD. 

* Able to demonstrate strategic thinking, policy formulation, analytic and advisory skills and the 
ability to build relationship and influence at all levels. 


Confident, inspirational, cager to enjoy challenges and able to communicate casily at all levels, you'll 
also have a good understanding of the way economic and trade relations impact on people and small 
states as well as developing countries. 


A graduate or post-graduate calibre with at least five years experience in economic research and 
analysis, ideally you will have demonstrable experience of policy development and enhancement in 
Commonwealth countries. 
A graduate or post-graduate degree in Agriculture or related discipline with economics would be 
desirable and at least five years’ related field experience in developing countries. 
* The appointment is for a period of three years in the first instance and is open to nationals of 
all Commonwealth countries. 
A competitive international package is provided and application is by detailed CV which should 
be forwarded only after applicants have received the information pack available from: - 


Gladys Mhone — Personnel & Staff Development Department, Commonwealth Secretariat, 
Marlborough House, Pall Mall, London SWIY 5HX, UK 

Tel: [44] 020 7747 6181; Fax: [44] 020 7747 6520; E-mail: g:mhone@commonwealth.int 
Closing Date: 9th July 2001 
We regret that it will not be possible to acknowledge applications individually. Only shortlisted 
candidates will be contacted. 

The Commonwealth Secretariat is an Equal Opportunity Employer with a website at: 
www.thecommonwealth.org 





Business & 
Personal 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE OR SEND YOUR MANUSCRIPT TO: 


MINERVA PRESS 
315-317 REGENT ST 


LONDON W1B 2HS. UK 
www. minerva-press.co.uk 


GARY HAMEL SEEKS 
SENIOR RESEARCHER 


Gary Hamel, one of the world's 
leading management thinkers and 
chairman of Strategos, an 
international consulting company, 
seeks a Bay Area-based senior 
research colleague. Position 
requires MBA or PhD (preferred) 
with exceptional research, 
conceptualization and writing skills. 


For additional details: | 
|  institute@strategos.com 
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2 ‘United Nations 
| Office for Project Services 


The United Nations Office for Project Services (UNOPS) is inviting firms 
to submit bids for the construction of a hydraulic barrier in Novi Sad (FRY) 
within the framework of the Clean Up of Environmental Hotspots 
programme of the United Nations Environment Programme (UNEP) in the 
Federal Republic of Yugoslavia (FRY). 


The purpose of the hydraulic barrier is to prevent the infiltration of oil- 
contaminated groundwater in one of the main water capture areas of the 
city of Novi Sad. Works include the construction of 12 complete 550 mm 
tube wells with an average depth of 30m equipped with immersion-type 
well pumps, the installment of piezometres, relevant instrumental and 
electrical equipment as well as minor earthworks. 


Bid documents are available upon request by courier at the address below. 


UNOPS 
Project Implementation Office 
Cara Dusana 266, 11080 ZEMUN 
Federal Republic of Yugoslavia (FRY) 
Fax: +381 11 316 1763 
E-mail: yug00r71 @eunet.yu 


Request deadline for bid documents is 1 June 2001, 12:00 hours. A site visit 
is scheduled for Friday 8 June 2001. 


Deadline for the submission of the bid documents is Monday 25 June 
2001, 12:00 (CET time). 


The bid evaluation will be done in accordance to UNOPS rules and 
regulations. 





Tender for Sale Preparation Services in Relation 
to the Privatisation of The Papua New Guinea 
Harbours Board 


Advisers to the Privatisation Commission 
of Papua New Guinea 


The Government of Papua New Guinea is implementing a 
program to privatise State-owned assets. The Privatisation 
Commission has been appointed to oversee this program. 


The Privatisation Commission wishes to engage financial, legal 
and technical advisers to provide sale preparation services in 
relation to the sale of a controlling interest in Papua New 
Guinea Harbours Board. Advisers will need to have demonstrated 
experience in the provision of similar services and a well established 
global network. 





A detailed terms of reference including the application process 
is available from the Secretary. | | 


Privatisation Commission 
P O Box 45, Konedobu 
Papua New Guinea | 
Phone: (675) 321 2977; Fax: (675) 321 3134 


The closing date for receipt of proposal is 13th June, 2001, 















Registration of Interest 
International Utilities 





The Government of Papua New Guinea is pursuing the privatisation < 
of the country’s existing water and wastewater businesses. The 
objective of this privatisation initiative is to maximise sale proceeds 
and reduce public sector debt for the State, subject to satisfying 
priority policy objectives relating to the provision of essential services 
and the promotion of economic efficiency and competition. 







The Privatisation Commission of Papua New Guinea now seeks i 
Registrations of Interest from international utility companies interested | 
in participating íin this proposed privatisation process. The — 
Commission is also interested in the opinions of interested parties on 4 
a number of key aspects of the proposed privatisation, and has _ 
structured a Registration of Interest document to solicit relevant — 
responses from intending bidders. 











Registrations of Interest must be lodged with the Privatisation 
Commission by 20 June 2001. The Commission shall keep ~ 
confidential any statement or opinion received in response to this call | 
for Registrations of interest. 













Information for interested parties and a copy of the Privatisation ` 
Commission’s Call for Registrations of Interest document may be | 
obtained by registering initial interest through the following email .| 
address: E. 








Png@katalystsolutions.com 
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CUT THE COST OF YOUR 
STAY IN LONDON 


Comfortable self-contained serviced studio flats. 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite TV., 
central heating, elevator, maid service, resident. 
manager. Suit 1-2 persons. ` 
Brochure by AirMait: 
45 Ennismore Gardens, London SW7 1AQ. 
TEL: 020 7584 4123 Fax: 020 7584 9058. - 
info @ ksfiats.demon.co.uk 
www. ksflats.demon.co.uk 






| CARIBBEAN 
Offshore Corporation (Corporate and Trusts} - 


available for purchase - owner retiring. 






Excellent tax free return, audited accounts, 
very pleasant location. Worldwide clientele. 
Suitable for legal firmn/accountants/senior trust 
officers. Further details provided to genuine 
qualified buyers. Excellent references a must. 
Box no. 4116, 

The Economist Newspaper, 

25 St James’s Street, London, SWIA 1HG 
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a Quality serviced apariments offering best value a 


TO ADVERTISE WITHIN THE CLASSIFIED ore a 






SECTION CONTACT: compared to hotels. Fully serviced, private wa 
x S a bathroom, kitchen, TV, telephone, centraj fll 
London n Centrally located in Kensington area, a Sot 






Tel: {44-20} 7830 7000 
Fax: (44-20) 7830 7111 
willwilkinson @ economist.com 


Stephen Welch, 
New York 
Tel: (1-212) 541 5730 
Fax: (1-212) 247 1325 
stephenwelch @ economist.com 






E Tourist Board Approved @ 
Ashburn Garden Apartments 
E 3 Ashburn Gardens u a 
South Kensington, London SW7 4DE, UK a 
E Å" 
www.ashburngardens.co.uk ice 
@ = info@ashburngardens.co.uk ~~ W 


A Tel: ++44 207 370 2663 










Fax: ++44 207 370.6743 
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International Property 


| FOR SALE 


TWO OCEAN FRONT PROPERTIES IN NOVA SCOTIA CANADA 
Located on the Minas Basin close fo the bay of Pundy 

46.3 Acres wi 1,460 feet of ocean frontage US$80,000 

25.8 Acres wi 3,000 feet of ocean frontage US$75,000 
Contact: James Barnett, Principal, BARNETT COMMERCIAL REALTY, INC. 
PO. BOX 4142, MARTINSVILLE, VA, 24115 1.540.656.3538 - FAX 540.656.3639 
E-MAIL jbarnett @ barnettproperties.com 
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Dominican Republi 
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NATIONAL COUNCIL FOR MINING DEVELOPMENT 
Mining Bidding Commission 
Central Bank of the Dominican Republic 
NOTICE 
Opening of Bidding 


PUEBLO VIEJO SULFIDES 
(ROSARIO DOMINICANA) 






In compliance with the mandate established in Presidential 
Decree No. 839, which contains the mining policy guidelines, 
and taking into consideration the necessity of promoting the 
development of mining within a framework which is 
sustainable and protects the environment, all international 
mining enterprises which may be interested are hereby 
invited, as well as the following, which have already 
demonstrated their interest: Newmont Corporation, Barick 
Gold Corporation, Normandy Mining Ltd., Homestake 
Mining Company, Placer Dome Inc., BHP Pty Ltd., Gold 
Fields of South Africa, Cominco Resources International 
Ltd., MIM Holdings, Mali Mining, Teck Corporation, 
RTZ/Kennecott, Pefioles, Anglo Gold, Luismin, Franco 
Nevada, Pasmico y Sigma Resources Ltd., to register with 
the Legal Department of the General Directorate of Mining, 
as of the date of publication of this notice, in order to 
receive, at the Corporate Mining Unit, the “Terms of 
Reference” and the Bidding Calendar that have been 
approved by the Monetary Board of the Central Bank, for 
the presentation of proposals with the object of selecting by 
means of bidding the firm that will be granted the mining 
operation at the Pueblo Viejo Sulfide Deposits (Rosario 
Dominicana). The registry fee is US$20,000.00 and is not 
reimbursable. The final date for submission of proposals is 
July 2, 2001, at 12:00 noon at the offices of Rosario 
Dominicana, S.A. 


For the Mining Bidding Commission 





Lic. Rafael Calderón 
Technical Secretary of the Presidency 


Lic. Francisco Guerrero Prats 
Governor of the Central Bank 


Ing. Pedro Vasquez Chavez 
Director General of Mining 






Ing. Miguel A. 
Pena de los Santos 
Executive Director, 

Corporate Mining Unit 


Lic. Mario Pena 
President of 
Rosario Dominicana 





Business & Personal 


DEAL BAGS DOUBLE AS LAPTOP BAGS 


Milled black, textured walnut, milled walnut, or natural leather. 
17x12x5,17x12x7" $750. 
Free catalog. Toll free 800.234.1075. 


GLASER DESIGNS f% 


TRAVEL Goops MAKERS 


32 OTIS ST. SAN FRANCISCO, CA 94103 PHONE 415.552.3188 
FAX 415.431.3999 ECON@GLASERDESIGNS.COM 


CORPORATION REGISTRATION IN 
SWITZERLAND 


Establishment in Switzerland for All Firms 


We offer you THE best support in a professional way for your operation 
in Europe & all over the world featuring: 


OVERALL lowest business taxes IN the world 

FREE inheritance/donation tax 

SPECIFICALLY in THE chosen COUNTIES OF Zug & 
Schwyz 

INCORPORATION / headquarters transfer 

trade business / distribution 

invoicing / administration / accounting 

office services: (FAX, e MAIL,RECEPTIONIST) 

Licences / Patents 

Property or Office leasing 

estate tax reduction 

asset seizure protection 

tax minimization 


experience of international business 


AT 


' 011-41-41 
850 09 86 


850 09 88 


GRALINVEST 


Pilatusstrasse 2‘ 


6402 Merli: 


hacner 





j 


witzerland 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 
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.  _—— tes www.scfgroup.com/ec +44 (0) = hoa 4 Charles Baker M.A. (Hons) 
C4 | VISA | atl. : Far +44 (0) 20 7795 0016 E-mail: charles@scfgroup.com 
Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve SOVEREIGN 
www, r í om savings in tax. We provide a full range of onshore 
] and offshore services designed to save tax for VISIT OUR WEBSITE 
i SovereignGroup.com 
you and/or your company. Call us and we will 
The offshore professionals since 1977 be pleased to show you how our services 
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Overview 


Europe’s misfortunes continue. Year-on-year 
growth in Germany's Gop plunged from 1.9% 
in the fourth quarter of 2000 to 1.6% in the 
first quarter of 2001—its lowest since the 
third quarter of 1999. German inflation 
jumped from 2.9% in Aprilto 3.5% in May, 
the highest rate since December 1993. In 
France year-on-year growth in Gop fell from 
2.9% to 2.7% between the fourth and first 
quarters. The Netherlands managed year- 
on-year growth of just 2.0% in the first quar- 
ter. The euro fell to a six-month low against 
the dollar. 


Despite decelerating money growth, annual 
inflation in Canada is running at the highest 
rate since December 1991. Prices rose at an 
annual rate of 3.6% in the year to April, and 
by 0.7% in Aprilalone. Canada’s 12-month 
trade surplus swelled to $40.4 billion. 


America’s Dow Jones reached a record high 
for 2001 on May 21st. The stockmarketin 
Australia hit an all-time peak the next day. 


Commodities 


Timber prices in Chicago fell from 21-month 
highs after sales by Canadian mills eased 
shortages in America. Prices are still 50% 
higher than when the pact limiting duty-free 
shipments from Canada to America expired 
at the end of March. American producers 
have accused Canada of dumping. America’s 
International Trade Commission has found 
evidence to support countervailing duties. 





Data on more countries are available to 
subscribers on www.economist.com 


f iretana 
The Celtic tiger continues to roar, albeit 
at a more sustainable pitch. According to 
the oeco’s latest country report, the Irish 
economy grew by a remarkable 11% in 
2000. Cyclical strength in other indus- 
trial economies, strong demand forin- 
formation and communication 
technology, and a weak euro all buoyed 
the emerald isle’s fortunes. This year, the 
oecD reckons that Ireland's GoP growth 
will slow to less than 8%. That pace is 
close to the group’s estimate fora sus- 
tainable rate of growth, but stillalmost 
four times the OECD's average. Exports are 
likely to contract this year, as OECD econo- 
mies weaken and demand for informa- 
tion-technology products falls. 
Decreased exports will lead to a cutin 
business investment. The OECD predicts 
that the scarcity of labour will also reduce 
the scope for growth, as unemployment 
falls below 4%. 
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Output, demand and jobs 


% change at annual rate 





































































































The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
1 qtr 1 year 2001 2002 — 1 year lyear — latest yearago 
Australia -22 +21 06 +21 +40 +31 O* +30 M 6.8 Ap 6.6 
Austria +17 +26 06 +22 +25 +70 Feb +49 Jan 3.7 Mar 3.9 
Belgium #18 +24 01 +26 +26  +5.7 Mar’ -2.8 Feb 10.2 Apr* 10.5 _ 
Britain +14 +25 0 +23 +28 -O1 Mar +59 Apr 5.1 Mart 58 
Canada +26 +40 % +21 +3.2 +15 Feb +3.5 Feb 7.0 Apr 6.8 
Denmark +49 +11 04 +19 +2.2 +52 Mar -0.6 Feb 54 Mar 53- 
France. +20 +27 u +20 +r +19 Mar +1.9 Mar 8.7 Mar 10.0 
Germany +15 +16 02 +19 +25 +14 Mar -0.6 Mar 9.3 Apr 9.6 
Italy |. +28 +23 U +22 +24 = 0.3 Mar - 0.5 Feb 9.9 Jan 11.2 
Japan +30 +28 4% +06 +13 - 2.9 Mar +21 Mar 4.7 Mar 4.8 — 
Netherlands +0.2 +20 01 +28 +29 | .%+¢2.0 Mar =r feb 2.0 ApS 2.7 
Spain 42.9 +370 +28 +31 -37 Mar na 13.5 Mar_ 14.8 
Sweden _ +24 +2.6 04 + 2.6 +2.9 +06.2 Feb + 2.3 Mar 3.7 Aprt 4.7 
Switzerland +18 +25 0 +19 + 2.2 + 5.0 06" - 0.6 Feb 1.7 Apr* 2.1 
United States + 2.0 +2.7 a 415 e 3.0 — 1.0 Apr +1.8 Mar 4.5 Apr 4.0 | 
Euro area +28 +30 0% +23 +26 +30 Mar +12 Feb 84 Mar 9.2 
*Not seasonally adjusted. Jan-Mar; claimant count rate 3.2% in April. 8Feb-Apr. 
eT 
Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
lyear yearago 2001 2002 lyear yearago lyear yearago 
Australia _ +60 01 +28 +36 +23 +52 @ +56 +56 M +29 
Austria +29 Ap +19 +18 +14 Å +2 Ap +26 +25 Mar + 2.1. 
Belgium +28 Ap +20 +19 +17 +3.8 Ma +86 +19 M + 3.3 
Britain 41.8 Ap +30 +19 +23 +0.5 Ap +23 +51 Mar + 57 
Canada +3.6 Ap +21 +23 +21 +2.4 Ma +58 -0.9 feb + 2.8 
Denmark +27 Ap +31 +22 +22 +3.6 Ap +57 +38 % + 41 
France +18 Ap +13 +13 +14 +28 Mar +45 +50 ù + 3.4 
Germany +3.5 May + 1.4 +2.0 | +14 +41 Ap +44 +17 Mart + 2.1 
Italy + 3.1 Ap S +24 +19 +41 Mar +55 +2.0 Mart + 2.1 
Japan -0.4 Mar -05 -04 -03 +13 Ap -04 +05 Mar +21 
Netherlands = + 4.9 Ap  +2.1 +3.9 +22 +5.1 Mar +80 +29 Mar + 34 
Spain +40 Ap + 3.0 +31 — +Bf +3.2 Mar + 5.7 +22 Q + 24 
Sweden $2.8 Ap +11 +17 +17 +26 Mar +41 +15 fe +34 
Switzerland | +42 Ay +34 “412 412 +0.9 Apr +28 +0.21999 + 0.7 
United States +3.3 Ap +31 + 2.9 +23 +37 Ap +36 +43 Apr +38 
Euro area +2.9 Apr + 1.9 $21 £16 +41 Mar +49 +24 0 + 2.3 
*Not seasonally adjusted, 
GDP Balance of payments 
% increase on a year earlier | 





1997 98 99 2000* oł oat 1997 98 99 2000* oi oat 


% increase on a year earlier 


Rey 





| = — (oa l l — 
1997 98 99 2000* oit oat 1997 98 99. 2000 <01 502i 
Source: OECD "Estimate ‘Forecast 'Private-consumption deflator SExctuding Greece, Hungary, Mexico, Poland and Turkey 
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indicators 


Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (May 23rd 2001) ak. change on 

% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate May 15th May 22nd aun = 
naow broad latest  yearago gov'tbonds latest yearago bonds pa = 
eee ee ee ee 71.5 1.7 43.0 -53 
Britain + 7.7 +79 a 533 616 so su sa 6m Mi a ese 
Canada AA As | <5 ome, ae 5.92 630A EE OY 
Japan + 6.0 +27 ap 0.02 0.03 0.01 1.29 1.68 0o58 ep S B tta = 04 
Sweden s58 -03 Apr 3.99 3.95 4.60 5.34 5.17 Se T AK 
Switzerland -2.2 + 2.4 Ay 3.22 3.10. 3.19 3.46 a ~—«4.25 Metais -R E 2 E 
United States - 0.1 +10.4 Apr 3.89 6.76 4.25 5.40 6.46 7.17  Sterting index 
Euroareat  +2.1 +50 Mar 4.56 4.55 4.40 5.07 5.26 5.70  Allitems 79.3 79.2 +36 -20 


*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany for bonds. Benchmarks: US 30-year 5.77%, Japan 
No.231 1.31%. Central bank rates: US fed funds 4.00%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. 

Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, WEFA 
Group, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. 








Stockmarkets 
Market indices 
a o o a s 
2001 one record Dec 31st 2000 
May23rd high low week high  inlocal in$ 
oe —— h aie currency terms _ 
Australia (All Ordinaries) 3,362.0 3,370.7 3,094.3 + 1.4 -03 +66 -04 
Austria (ATX) = 1,197.6 1,222.1 1,052.2 nil -31.1 +11.6 + 2.3 
Belgium (Bel 20) 2,802.4 3,030.4 2,591.6 + 0.7 -23.9  -7.3 -15.0 
Britain (FTSE 100) = 5897.4 6,334.5 5,314.8 +02 -149 -52 -96 


Canada (Toronto Composite) 8,348.6 9,348.4 7,415.5 +25 -26.7 =- 65 ~= 92 


or em oe 


France (SBF 250) 3,613. 8 513.8 3, 820. 320.2 3,107.9 + 2.0 -17.7 -42 -12.1 


CAC 40) 5,630.7 5,998.5 4,824.8 + 2.0 -18.7 -50 -12.9 
Germany (Xetra DAX) 6,215.3 6,795.1 5,388.0 +11 -22.9 -34 -114 





Italy (BCI) — 17569 1,9484 1,609.6 +13 -19.5 - 8.3 -15.9 
Japan (Nikkei 225)  14,067.7 14,529.4 11,819.7 + 2.7 -63.9 +20 -33 
= (Topix) 1,375.2 1,441.0 1,162.0 +13 -52.3 +71 +15 





Seem oe «697.8 642.3 518.3 + 2.0 -14.8 -~ 62 <4§2 


Spain (Madrid SE) 924.2 963.9 818.6 + 0.2 -19.4 +49 -38 


Sweden (Affarsvariden Gen) 259.1 292.7 217.2 + 5.3 -35.2 - 66 -16.0 
Switzerland Market 7,699.4 8,135.4 6,574. D EL - 85 - 34 -B6 
United States (DJIA) 11,105.5 11,337.9 9,389.5  - 1.0 -5.3 +30 +30 








| (S&P 500) 1,289.1 1,373.7 1,103.3 +03 -15.6 -24 -24 
T (Nasdaq Comp) 2,243.5 2,859.2 1,638.8 + 3.6 -55.6 -92 - 92 
Europe (FTSE Eurotop 300)* 1,477.6 1,545.5 1,279.0 + 2.2 -13.3 - 36 -107 


Euro area (FTSE Ebloc 100)* 1,328.0 1,404.1 1,143.9 + 1.7 -14.4 - 46 -12.5 
World (MSCI) 1,155.88 1,249.2 1,014.6 + 0.6 -20.2 na - 54 


World bond market (Salomon)! 427.8 447.8 427.1 - 0.4 =- 7.0 nm -37O 
*In euro terms. | Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 



































$Salomon Smith Barney World Bond Index, total return, aar a 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast May 23rd year ago $ £ euro ¥100 % of GDP 
a 2001-2002 May 23rd year ago 2001F 
Australia - 2.7 Mar -15.1 % -29 - 3.2 728 75.5 1.93 1.75 2.74 1.66 1.60 0.1 
Austria - 4.6 Jan - 42 Mar -25 -20 99.7 99.8 16.0 15.2 228 138 13.3 0.6 
Belgium + 12.8 Mar +11.6 De +42 +43 98.1 98.4 46.9 445 66.7 40.3 38.9 0.7 
Britain - 44.3 Mar -24.5 % -2.1 - 2.0 107.6 105.8 0.70 0.68 - 0.60 0.58 1.2 
Canada + 40.4 Mar + 12.7 04 + 1.2 + 1.0 78.0 78.9 1.55 1.51 2.20 1.33 1.28 2.6 
Denmark + 5.9 Mar + 37 Mat +14 +14 100.8 100.3 8.67 8.22 12.3 7.46 7.19 2.9 
France + 0.9 Mar + 25.0 Feb + 1.6 + 1.6 100.6 101.1 7.62 7.23 10.9 6.56 6.32 -0.5 
Germany + 54.4 Mar - 25.7 Mar -14 -11 97.4 97.7 227 - 236 325 496 1290 -1.7 
Italy + 1.6 Feb - 5.6 feb -0.3 nil 718 721 2,249 2,134 3,204 1,936 1,867 -1.3 
Japan + 98.9 Apr +110.5 Mar +22 +22 141.8 155.5 120 107 172 104 - -6.3 
Netherlands +16.0 feb +137 % +41 +40 96.9 97.2 2.56 243 3.65 2.20 2.12 1.3 
Spain - 39.5 Feb - 16.9 Jan -2.9 - 2.6 O BÉ 73.8 193 183 275 166 160 nil 
Sweden + 11.0 Mar + 5.5 Mar + 2.3 + 2.2 76.5 83.5 10.49 9.19 14.9 9.03 8.71 3.6 
Switzerland - 0.4 Ap +311 O 4118 411.4 106.8 104.5 i: ea Oa AAT na 
United States -454.6 Mar 434.9 0 -43 -40 119.8 112.3 - - 142 086 0.83 2.1 
Euro area - 45 Mar — 28.9 Feb - 0.3 - 0.1 76.! 5 782 1.16 1.10 1.65 - 0.96 -0.6 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. t1990=100, Bank of England. OECD estimate. 
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Overview 
Economy 
Taiwan's 12-month current-account surplus % change on year earlier Latest 12 months, $bn Foreign 
rose sharply in the first quarter, climbing by GDP Industrial Consumer “Trade Current reserves* 
$2.5 billion to $12 billion. production prices balance account $bn, latest 
China +8.1 M +11.5 Apr + 1.6 Apr +22.3 Apr +20.5 2000 178.0 Feb 
Perhaps betraying contagion from Argen- HongKong +68 ù% -02 ù -1.4 Apr A6 Mor +88 06 115.1 Apr 
tina’s slowdown, Chile's year-on-year GDP India -  ¥60 we +23. TAS tee 63 ter 54 We 309 te 
growth fell in the first quarter. Colombia Indonesia kao ee? i ae Se an fh aes ee ee 
also began to drag. Malaysia +32 +05 Mar +16 Ap 415.3 Mr +97 03 268 Ma 
Philippines +3.6 04 - 3.0 Feb + 6.7 Apr +7.3 Mar +94 Jan 12.2 Feb 
The stockmarket in Mexico rocketed by Singapore +45 m +64 Mar + 2.0 Ap +42 A 421.8 01 80.2 Feb 
12.4% over the week, asinterestratesfellto South Korea +37 01 +E Mar + 5.3 Ap +144 A +128 Mar 93.5 Apr 
seven-year lows. Taiwan +41 06 -5.9 Apr + 0.3 Apr +10.6 Apr 412.0 01 110.6 Mar 
Thailand +3.1 04 - 1.8 Mar + 2.6 Apr + 3.7 Mar +7.3 Mar 31.7 Mar 
Consumer-price inflation in Singapore Argentina 20 0 47.7 Ae —O.2 Apr +15 Mr -94 6 21.9 Mar 
edged up from 1.7% to 2.0% in the year to Brazil Aim 627 We ahi ee, A ee A 
April, while Hong Kong’s deflation eased. Chile +33 01 -1.7 Mar + 3.5. Apr +15 Aap -10 04 14.5 Mar 
Colombia +18 m + 3.0 Mar + 8.0 Apr +13 feb -01 04 9.7 Apr 
Mexico +19 a -1.9 Mar OTI A -9.0 Mar a 06 40.2 Mar 
i Peru = 3,6 Mw -63 Mar +27 Ap -0.4 Mar -17 % 8.2 Feb 
Maternal mortality Venezuela +56 % na +12.1 Ap 75 Wo. 4134 06 12.0 Mar 
The World Health Organisation and UN- Egypt + 6.5 2000t  +9.4 2000? +24 Mar -10.4 ù -0.8 0% 12.9 Jan 
IceF estimate that nearly 600,000 Israel +3.00 % 403 feb +E? Ap -75 we -07 © 23.5 Apr 
women die every year from complica- South Africa +33 06 +18 m è +65 Ay $3.6 me 05 06 6.2 Ma 
tions associated with pregnancy and Turkey 483 a4 STe Wer 1483 Ape -27.0 feb ~ 94 Feb 18.6 Mar 
childbirth. The tollis greatest in poor Czech Republic + 3.9 a +98 Mar +46 Ap -35 w = 2:3 OF 13.0 ie 
countries such as the Central African Re- Hungary +42 4 +53 Mar +10.3 Ap SRA M = 1.7 Me 12.3 Age 
public, where malnutrition, rampant Poland + 2.4 04 + 3.6 Apr + 6.6 Apr -10.3 Mar -9.0 Mar 27.1 Mar 
disease and inadequate health care Russia +68 06 + 5.2. Apr 425.0 Ap +60.9 Mar +46.4 04 25.9 Mar 
threaten both mother and child. *Excluding gold, except Singapore; IMF definition. tear ending June. 
per 100,000 live births, 1990-99 
ee Pa Financial markets 
Republic TANNA UT) Currency units Interest rates  Stockmarkets % change on 
Mozambique Se SRR EES per $ per £ short-term May 23rd Dec 31st 2000 
Eritrea ieee © 1,000) May 23rd yearago May 23rd % p.a. one in local in $ 
week curren terms 
Zambia (SY ES China 8.28 828 11.8 na 2,287.6 cS ee << 
Hong Kon 7.80 7.79 11.1 3.89 13,839.1 +3.8 -8.3 -8.3 
indonesia M ai mae a i SS +23 -75... =at 
India TOA Indonesia 11,421 8,510 16,268 16.41 300.7 +12 _ -86 -25 
Malaysia 3.80 3.80 5.41 3.30 560.8 -0.8 -17.5 -17.5 
nor wee Philippines 50.4 43.0 71.7 10.56 1,446.2 = 1.4 =—32 =-39 
Morocto 1E Singapore 1.80 1.74 2.57 2.29 1,687.0 +18 -124 -15.8 
South Korea 1,287 1,133 1,832 5.83 622.6 +8.8 #23.4 421.3 * 
Egypt A Taiwan 33.4 30.9 47.6 4.25 5,210.0 +2.5 +9.8 +8.8 
Philippines Thailand 45.5 39.3 64.8 2.50 $112  +3.6 +15.6 +10.3 
Argentina 1.00 1.00 1.42 10.07 440.7 +2.6 +57 (+55 
Brazil Ba Brazil 2.34 1.85 3.33 16.30 14,676.4 -0.3 -5.9 -21.6 
E Fer] Chile 606 526 863 3.40* 5,247.4 +0.6 478. +20 
Colombia 2,293 2,143 3,265 12.74 863.0 +0.2 +21.1 +18.1 
Lebanon E Mexico 9.05 9.54 12.9 12.61 6,7825 412.4 +20.0 +27.4 
Peru 3.59 3.51 5.1 9.72 1,318.7 +4.3 +9.1 +73 
ae i Venezuela 714 683 1,018 10.12 7,850.9 +17 +15.6 +13.2 
China il Egypt 388) KC 9.08 6,569.7 +0.3 -14.3 -14.0 
Israel 4.13 4.21 5.89 5.20 426.4 +3.9 138 34157 
Mexico = > Ps a A er a cies 
Russia j Turkey 1,115,750 619,980 1,589,274 59.00  —12,052.4 -2.0 +27.7 -23.3 
: Czech Republic 39.8 40.1 56.7 5.04 4287 +3.7 -10.4 -15.3 
Malaysia £ Hungary = 298 286 425 11.15 6,948.6 +3.0 -115  -16.3 
Argentina D Poland 4.0 4.5 5.7 17.18 15,6693 +55 -122 -92 
Russia 29.1 28.3 41.5 25.00 207.91 +82 +47.4 +45.1 
South Korea | EMF (MSCI) Ý 1.00 1.00 1.42 na 337.0** +43 na +1.0 
United States | EMBI+8 1.00 1.00 1.42 na 212.0 +2.0 na +5.0 
Sans *Inflation adjusted. tin dollar terms. tEmerging Markets Free. J.P. Morgan Chase's Emerging Markets Bond Index Plus. **May 22nd. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
0 200 400 600 Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Source: World Bank Data on more countries are available to subscribers on www.economist.com 
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i Industrial production in Japan 
% change on a year earlier 
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Source: National accounts 


Japan’s economic problems 
worsened. Industrial produc- 
tion fell by 1.7% in April 
compared with a month ear- 
lier. Over the past four 
months it has fallen by 20%, at 
an annual rate. Unemploy- 
ment rose to 4.8%. And figures 
from Japan’s bank regulator 
suggested that new bad loans 
appeared almost as fast as the 
banks were writing off their 
existing bad loans. 


The outlook was poor for Pres- 


ident Abdurrahman Wahid of 
Indonesia, accused of incom- 
petence and involvement in 
two corruption scandals, after 
the Indonesian parliament 
had voted overwhelmingly to 
proceed with impeachment. 
Police fired warning shots 
over the heads of Mr Wahid’s 
supporters who had broken 
into parliament's grounds. 





Three Israelis and three Pal- 
estinians were killed as 
fighting continued to shake Is- 
rael, the West Bank and 
Gaza. Israel, maintaining its 
“ceasefire”, desisted from 





the government approved 
plans for 700 new homes in 
West Bank settlements. 


Four followers of Osama bin 
Laden, a Saudi militant, were 
found guilty by a federal jury 
in New York of all charges 
arising from the 1998 bomb- 
ings of America’s embassies 
in Kenya and Tanzania in 
which 224 people were killed. 
Afghanistan’s ruling Taliban 
called the convictions “unfair” 
and said they would not hand 


Mr bin Laden over to America. 


Lionel Jospin, the prime minis- 


ter of France, and Romano 
Prodi, the president of the 
European Commission, prof- 
fered their notions of the 
future of the European Un- 
ion. Mr Prodi said that the EU 
should raise its budget by di- 
rect taxation. Mr Jospin 
suggested a “federation of na- 
tion-states” but nota 
German-style “federation”, 
and argued for an “economic 
government”—translation, a 
political counterweight to the 
European Central Bank. 


France’s Alcatel and Amer- 
ica’s Lucent broke off at the 
11th hour merger talks that 
would have led to the creation 
of the world’s largest tele- 
coms-equipment maker. What 
Lucent had hoped might be a 
merger of equals, Alcatel saw 
as a takeover of the loss-mak- 
ing American company. 
Lucent's management could 
not countenance an Alcatel- 
dominated leadership of their 
planned combined entity. 


Mixed signals 

America’s GDP growth was 
revised downwards to 1.3% at 
an annual rate in the first 
quarter, from an estimated 2%. 
Durable-goods orders fell by 
5% in April, a bigger drop than 
expected, as companies, fear- 
ful of the economic outlook, 


reined in investment (particu- 
larly rr spending). But 
America’s consumers remain 
optimistic. Consumer confi- 
dence rose by more than 
expected in May. 


President George Bush, mak- 
ing his first visit to California 
as president, rebuffed Gover- 
nor Gray Davis’s request for 
temporary price caps to ease 
the state’s soaring electricity 
rates. Mr Davis said he would 
go to court to force the Federal 
Energy Regulatory Commis- 
sion to impose caps. 





Colin Powell, America’s 
secretary of state, failed to per- 
suade fellow NATO members 
of the merits of George Bush’s 
planned missile-defence 
shield at a meeting of foreign 
ministers in Budapest. 


The European Union, Japan 
and seven other big traders 
have complained to the World 
Trade Organisation about an 
American law that passes 
anti-dumping duties to priv- 
ate companies. Robert Byrd, 
the Democratic senator who 
rammed the legislation 
through, will chair the Appro- 
priations Committee when 
the Democrats take control of 
the Senate. 


Tyco, a Bermuda-based con- 
glomerate, agreed to buy C.R. 
Bard, an American medical- 
equipment maker, for $3.2 bil- 
lion to strengthen its health- 
care activities. 


Who's got the energy? 

Italy’s stockmarket regulator is 
trying to establish who owns 
what bits of Montedison, an 
electricity company. Electri- 
cité de France had acquired a 
20% stake. The Italian govern- 
ment swiftly issued a decree 
limiting its voting rights. Deut- 
sche Bank admitted owning 
3%, but would not say if it was 
working for EdF. An investor 
with a 10% stake was ques- 
tioned by the regulator but 
denied any alliance with edr. 
A 30% stake would force a bid 
for full control of the firm. 


Rem Vyakhirev, long-serving 
anti-reformist boss of Russia's 
powerful, mainly state-owned 
monopoly gas company, Gaz- 
prom, was sacked. His fate 
had been considered a litmus 
test for Russia's president, 
Vladimir Putin, who imposed 
a supposedly more reformist 
chum as Gazprom’s new boss. 


In France, the Elf affair trial 
brought prison sentences for 
most of the accused, including 
Roland Dumas, former head 
of the Constitutional Council. 
End of the affair, perhaps not; 
end of France’s corruption 
scandals, no way. 





More problems for Brazil's 
president, Fernando Henrique 
Cardoso. An impending en- 
ergy shortage has undermined 
his popularity and Antonio 
Carlos Magalhaes, until re- 
cently Mr Cardoso’s most 
powerful political ally, re- 
signed from the Senate after 
breaking its rules. 


4 The world this week 


> The electors decide 

Ireland’s voters prepared for a 
referendum on June 7th on the 
EU’s Nice treaty. 


In another defeat, Mexico's 
once invincible Institutional 
Revolutionary Party lost an 
election for governor in Yuca- 
tan, one of its strongholds, toa 
candidate from President Vi- 
cente Fox’s party. 


With the presidential election 
a week away, Iran's President 
Muhammad Khatami used his 
main political rally to restate 
his vision of religious democ- 
racy, with justice for all. Young 
people, he said, particularly 
young women, were a prior- 
ity. He is expected to win but, 
with Iranians disappointed at 
the pace of reform, the turn- 
out may be low. 


President Idriss Deby, who 
has ruled Chad since 1990, 
won re-election. Several peo- 
ple were shot as police 
arrested his six beaten rivals. 
They were later released. 


Kashmir twist 

Pakistan's military leader, Per- 
vez Musharraf, formally 
accepted an invitation by the 
Indian prime minister, Atal 
Behari Vajpayee, to discuss the 
future of the disputed state of 
Kashmir. 


Muslim hostage-takers struck 
again in the southern Philip- 
pines, kidnapping 17 Filipinos 
and three Americans at a holi- 
day resort. As the army 
hunted for the kidnappers, the 
government said it would pay 
no ransom for the release of 
the captives. 


Chatu Mongol Sonakul was 
sacked as governor of Thai- 
land’s central bank after 
refusing to raise interest rates. 
The government wanted 
higher rates to benefit savers. 


Musical differences 





After heated debate, and 
against the urging of the con- 
ductor Daniel Barenboim, an 
arts festival in Jerusalem 
dropped plans to stage part of 
an opera by Wagner. 


Henry Kissinger, America’s 
former secretary of state, re- 
fused a summons to appear as 


a witness in a French investi- 
gation into the disappearance 
of its citizens at the time of 
General Augusto Pinochet's 
rule in Chile. He could not 
find the time while on a priv- 
ate trip to Paris. 


Russia’s president, Vladimir 
Putin, sent the Duma draft leg- 
islation designed to clean up 
the country’s chaotic justice 
system. Spain announced 
plans to reform its own justice 
system. 


In Macedonia, ethnic fighting 
carried on while NATO and 
the Eu preached peace. But the 
ruling cross-community co- 
alition, though badly strained, 
held together, just. 


Europe’s business 

OXL ricardo, a pan-European 
online auctioneer, announced 
cost-cutting measures that it 
claimed would put it on target 
to break even in 2003. It also 
announced a technology 
tie-up with Microsoft. OXxL's 
shares soared by 65% in one 
day but then retreated slightly. 


Temenos, a Swiss banking- 
software company, is prepar- 
ing to announce an initial 
public offering that could 
value the business at as much 
as $1 billion. It may also estab- 
lish whether European 
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high-tech shares still have in- 
vestor appeal. 


Fraport, operators of Frank- 
furt airport, Europe’s 
second-largest hub, said that 
its PO would value the com- 
pany at up to €3.2 billion, well 
below recent estimates. 


Kevin Hand resigned as chief 
executive of Emap, a British 
media group, after heavy pre- 
tax losses of £527m ($780m) in 
the year to the end of March. 
Mr Hand misread the £950m 
purchase of Petersen, an 
American magazine publisher 
that has performed poorly 
and will now be sold. 





Trade unions complained that 
the introduction of euro 
banknotes might lead to job 
losses in the print industry. 
Wim Duisenberg, president of 
the European Central Bank, 
dismissed calls to release 
some notes early to ease the 
changeover, preferring a “big 
bang” on January 1st 2002. 


Leaders under fire 

Soldiers rebelled against 
Ange-Félix Patasse, president 
of the Central African Re- 
public, but failed to 
overthrow him. Libya sent 
troops to protect him. 


Sudan’s Islamist leader, Has- 
san Turabi, has been released 
from jail and placed under 
house arrest. 


Colombia's vice-president, 
Gustavo Bell, became the 
country’s new defence minis- 
ter. His first challenge was a 
wave of bombs in the coun- 
try’s cities. The latest killed 
four people outside Bogota’s 
National University. 

Other economic data and news 
can be found on pages 104-106 
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Unlocking India’s potential 


It has achieved a lot over the past ten years. Now India needs a second surge of reform 


EN years ago, facing a bal- 
La. oO. ance-of-payments crisis, In- 
P A dia’s government jettisoned 
four decades of economic isola- 
tion and planning, and freed the 
country’s entrepreneurs for the 
first time since independence. 
Growth picked up, inflation fell 
and India began to recapture some of the ground it had lost in 
world markets. Since that first burst of radical reform, how- 
ever, the pace of change has slowed. Progress is still being 
made, but in hesitant steps, not the bold strides needed to im- 
prove upon what some people now call the “new Hindu rate 
of growth”, of around 6%. 

By most standards, growth at that rate is fine. It is good 
enough to make India one of the world’s fastest-growing big 
economies—and good enough to make further reform, with all 
the difficulty it entails, seem less urgent. This is a pity, because 
India could and should be doing better still. 

Every fraction of a percentage point of extra growth means 
faster improvements in welfare for the country with the 
world’s largest concentration of poverty. It also means more 
international clout for India’s government—a consideration 
that may weigh just as heavily with India’s nationalist leaders. 
Moreover, it is just possible that without further reform the 
new rate of Hindu growth could subside to the old. 






RAEE 


Rolling back the raj 

Although India became recognisably a market economy in 
1991, much was left undone. The combined financial deficits 
of the central and state governments are near where they were 
before the 1991 crisis. Governments spend lots of money on 
subsidies, salaries and interest, little of which helps the poor, 
and too little on what ought to be their priorities: health, edu- 
cation and infrastructure that the private sector cannot pay for. 
State-owned enterprises still dominate banking and are the 
biggest entities in several important industries. Import tariffs 
remain among the developing world’s highest. The “licence 
raj”, which told enterprises what to invest in and how much, 
has largely disappeared (except in farming) but the “inspector 
raj” continues to hold the economy back, as do rutted roads 
and erratic supplies of electricity. The reforms of 1991 showed 
that the impossible was possible after all, but they did not 
make the possible easy. 

Setting all this right constitutes what Indians call the sec- 
ond generation of reforms, which in some ways will be more 
difficult to push through than the first (see our survey in this is- 
sue). One reason is that they require more from the 35 state 
governments, which account for half the fiscal burden and 
many of the problems in electricity, education and agricul- 
ture, to name a few. Another is that they demand sacrifices 
from bureaucrats, organised labour and industry, as well as 
from the reapers of subsidies. India’s leaders claim to want to 
step up the pace of reform, and have done so in a modest way. 
If they are to go faster, the state will have to reform itself. 

Reform of government and administration has no detrac- 


tors save narrow interests, which resist it silently. It is hard to 
imagine principled objection to greater accountability of bu- 
reaucrats and politicians, the elimination of red tape, and a ju- 
diciary with the resources to dispense justice quickly. There 
are no public defenders of the assorted malpractices that 
make a mockery of many anti-poverty programmes. Populist 
subsidies have more beneficiaries and therefore more friends, 
but the argument against them is similar: they weaken the 
state and largely bypass the needy. 

Re-engineering the state would reduce deficits, spur enter- 
prise and allow resources to move from wasteful activities to 
productive ones. It would also speed reforms that rile lobby- 
ists beyond the vested interests: apostles of self-reliance and 
ideologues offended by globalisation and privatisation. The 
more people trust the state, the easier it will be to curb its med- 
dling in areas better left to the private sector. 


Compete and prosper 

Take privatisation. It is easy to denounce sell-offs of state com- 
panies when you can plausibly charge, accurately or not, that 
the seller is in cahoots with the buyer. Reforms such as con- 
tracting services out to the private sector and marshalling priv- 
ate capital for infrastructure are open to the same line of attack. 
There are only two defences: competition where it is feasible 
and regulation that people trust. The leaders of India’s ruling 
coalition have sounded increasingly eager to privatise during 
their three years in office. Unfortunately, scandals have weak- 
ened their moral authority to do so. 

The state needs credibility even more to withdraw protec- 
tion from the economically privileged. These include organ- 
ised labour, whose members, once employed, face little risk of 
being fired; big industry, which wants protection from foreign 
competition until the government makes it easier to sack 
workers and enacts other reforms; and small-scale enter- 
prises, which enjoy an array of sops, including protection 
from competition by big firms in some 800 industries. The in- 
terests ranged against opening up draw their justification, if 
not their motivation, from the argument that a heavy-handed 
state is the only reliable friend of the poor and vulnerable. In- 
dian history is one of the best demonstrations that this is false. 
To prove that the opposite is true, though, the state will have to 
stop squandering resources and start using them wisely. 

With $40 billion of foreign-exchange reserves and a cur- 
rent-account deficit of less than 2% of Gpp, India may think it 
can afford procrastination. But a truer index of India’s long- 
term economic health is its public-sector deficit. Although this 
fell slightly last year, it remains an unacceptable 9-10% of GDP. 
The deficit reflects deficiencies in tax collection and spending 
priorities. It pre-empts public investment and discourages 
private investment by keeping real interest rates high. Un- 
checked, the burden of public debt could eventually under- 
mine confidence and erode India’s comfortable-looking 
foreign-exchange cushion. To its credit, India’s government re- 
alises the necessity of reform and has begun to push harder for 
it. India and the world must hope that it will not take another 
crisis to give birth to the second generation of change. m 


The prospects for George Bush 


Whacked? 


The president’s loss of his Senate majority need not spell disaster 


OU will be a one-term presi- 

dent, Senator Jim Jeffords 
told President George Bush 
when he bolted from the Repub- 
lican Party, turning control of 
the Senate over to the Demo- 
crats. This parting rebuke is nota 
self-fulfilling prophecy. But it 
raises a disturbing possibility for Mr Bush: that the tax bill 
passed two days after Mr Jeffords jumped could be the high 
point of his presidency. If Mr Bush isn’t careful, he risks being 
remembered for the tax cut (itself deeply flawed), a largely 
Democratic education bill, some rattled allies and three years 
of political torture at the hands of a Democratic Senate. 

Mr Jeffords’s action threatens Mr Bush in two ways. First, it 
raises the spectre of his father’s struggles with Congress. 
George Bush senior saw his greatest achievement—victory in 
the Gulf war—frittered away largely because Democrats, un- 
der a soft-spoken Senate leader, used their majority power in 
the upper chamber to obstruct his policies and frustrate his 
legislative record. Now, another soft-spoken Democrat is tak- 
ing over as leader of the Senate, and reinvigorated Democrats 
have the power to set the agenda. It is true that the same sena- 
tors are there as before the defection and that Democrats can- 
not force their pet projects into law (as Newt Gingrich found, 
you cannot rule America from Congress). But, through their 
control of the Senate, Democrats can raise any chosen issue at 
the most difficult moment for the White House. This was the 
technique they used to such deadly effect in 1990-92. 





Second, to make things worse for the president, Mr Jef- 


fords’s action denies the lesson Mr Bush had drawn from his 
father’s experience: that to govern effectively you gather politi- 
cal capital where you can and spend it where you must. The 
passage of the tax cut should have provided Mr Bush with the 
capital he needed for the challenges to come. Mr Jeffords has 
snatched much of it away at the very momentit was earned. 


Course adjustments 

If Mr Bush is to avoid his father’s fate, he will have to rethink 
both tactics and substance. This is not a matter of repudiating 
conservatism and becoming a vapid “centrist”—which he 
could not plausibly do, and should not in any case try to do. 
But the president does need to be shrewd. And he needs to take 
care that future victories, if any, are built on measures that will 
stand the test of time. 

His first achievements have been less impressive in that re- 
spect than they might seem. His education reform is all right as 
far as it goes. But it balked at the issue of vouchers, will have no 
more than a marginal impact on public education (which is 
largely a state, not a federal, responsibility) and will not give 
Mr Bush sole bragging rights anyway because most of it was 
written by Democrats. 

More important is the tax cut, the centrepiece of Mr Bush's 
term whatever else he does. As a matter of short-term politics, 
it was a triumph (even Mr Jeffords voted for it). But, as policy, it 
is a wrong-headed muddle. To cut taxes so sharply in the de- 


cade before the baby-boomers start to retire was always going 
to be risky. It will make reform of Social Security harder by re- 
ducing the budget surplus that could have been used to fi- 
nance the costs of moving from one pensions system to 
another. Compounding this, the bill that has emerged from 
late-night negotiation may be one of the most gimmick-ridden 
ever to have gone through Congress, which is saying some- 
thing (see page 35). 

The passage of the tax bill within days of the change in the 
Senate leadership shows how volatile American politics now 
is. In these circumstances, it is in Mr Bush's interests to get out 
and push an agenda, otherwise he will be swamped by uncer- 
tainty—which would be undesirable for the country, too. But 
there will be costs for both him and America. 

Mr Bush had hoped to spend his capital from cutting taxes 
on partly privatising Social Security and reorganising Amer- 
ica’s armed forces (see page 27). These remain desirable aims. 
But they are controversial and require greater co-operation 
with Democrats than may now be possible. Mr Bush can pre- 
pare the ground for the reforms, and press them if he sees the 
chance. But he cannot rely on short-term political agreement. 


Co-operate and outflank 

If his term is not to consist of a modest education package, a 
bungled tax cut and three years of squabbling, Mr Bush will 
have to find other ways of co-operating with, or outflanking, 
Democrats in Congress. This will be difficult, but not impossi- 
ble. As Bill Clinton revealed after the Republican landslide of 
1994 (a far bigger change than anything wrought by Mr Jef- 
fords) the president's powers of persuasion are immense. And 
accommodation should be easier now, because the change in 
the Senate and the passage of a tax cut which is popular with 
the right should enable Mr Bush to strike deals with Demo- 
crats without losing conservative supporters. 

But it will require more skill in communications and con- 
gressional management than he has shown so far. Mr Bush 
does not yet have anything like Ronald Reagan’s or Mr Clin- 
ton’s command of the bully pulpit. He remains popular 
among Republican voters but has done little to bridge the par- 
tisan divide that produced last November's tied election. The 
flat-footed failure of his White House to forestall Mr Jeffords’s 
revolt has also revived worries that his Texan inner circle is un- 
ready for the job of managing Washington. 

Above all, Mr Bush needs to adjust his policy priorities. He 
can find common cause with moderate Democrats on Medi- 
care reform, as he did with education. He could co-opt John 
McCain's crusade for campaign-finance reform (though that 
proposal still needs improving). He can beat the traditional re- 
treat of presidents frustrated by domestic policies and pay 
more attention to foreign affairs, and to improving relations 
with America’s allies. And he can make trade-promotion au- 
thority (formerly known as “fast track”) his top priority, to the 
benefit of America and the world, and to the discomfort of a 
Democratic Party split between free-traders and protection- 
ists. Together, these could yet rescue Mr Bush from his father’s 
fate—hogtied by the Senate, and no second term. m 





Britain's election 
The choice is clear 


Better the ambiguous heir to Margaret Thatcher than the feeble one 


HE fact that the most excit- 

ing moment of the general- 
election campaign came two 
weeks ago, when the deputy 
prime minister punched a prot- 
estor, hardly testifies to a lively 
or compelling debate. By June 
7th most voters, if they care at 
all, will just be glad that it is over. One task, however, still re- 
mains for those who do care—which certainly includes The 
Economist. It is to choose which party to vote for. 

If the opinion polls are even approximately correct, then 
the choice has already been made: Tony Blair’s Labour Party 
will be re-elected, virtually by acclamation. It may even in- 
crease its already huge (179-seat) majority in the House of 
Commons to 200 or more. It may thus be emboldened to hold 
a referendum on membership of the euro during the next two 
years, confident it could survive a defeat. To judge by such a 
situation, unprecedented for any party in British elections let 
alone Labour, Mr Blair’s first term in office must have been a 
truly remarkable success. The country must be in a state of 
prosperous contentment, in wondrous admiration of the phi- 
losopher-kings who were elected in 1997, and whose innova- 
tive ideas have so transformed politics and policy. Yet this is 
plainly not the case. 





Of low expectations and feeble opposition 

Four years ago, voters—and The Economist—had to compare a 
tired, ineffectual Conservative government with a Labour 
Party that promised two main things: to continue many Tory 
policies; and that “things can only get better”. It was an odd 
mixture of a remarkable break with Labour’s past; lacerating 
criticism of the Tories’ 18 years in office; and an apparent deter- 
mination to occupy much of the Tories’ own centre-right 
ground. We noted that contradiction, and chose to stick with 
real Tories rather than possible Tories, in the absence of much 
proper detail about Labour’s plans. 

Since then, in fact, Labour has been true to many of its 
words, though not to its more extravagant claims. The party 
has indeed governed on the centre-right on most issues. Its 
macroeconomic policy, indeed, has been more orthodox than 
its Tory predecessors’, with more fiscal discipline and the wel- 
come granting of independence to the Bank of England. It has 
stuck to, and in some ways extended, Tory policies on educa- 
tion. It has dithered over the National Health Service (NHs), 
but again has not diverted far from the path set by John Ma- 
jor’s Tories. In other areas—foreign policy, Northern Ireland, 
law and order, say—it has been competent but not particularly 
innovative. On the other hand, Labour has implemented 
abouta third of the programme of constitutional reform advo- 
cated in these pages in the 1990s. All in all, Labour has been 
better than The Economist expected. 

The results, though, have been modest. Economic growth 
has, since May 1997, been slower in Britain than in America or 
in most of the European Union. Unemployment has fallen, 
but by alot less than in America. Living standards have contin- 


ued their steady, but unremarkable rise, albeit trimmed by a 
higher tax burden. The conditions for private enterprise have 
improved in macroeconomic terms, but have been worsened 
by new regulations and tax distortions. Neither the NHS nor 
British schools are noticeably better. Crime figures have been 
largely unaffected. Depending on your view, roads and rail- 
ways have either deteriorated or have finally revealed the ef- 
fects of previous deterioration. 

This is not a bad picture. But neither is it the sort of picture 
that should justify a standing ovation in next week’s election. 
As if to acknowledge that point, last year the government em- 
barked on a new course of sharply higher public spending on 
education, health and transport. Conveniently, the evidence 
of whether that is working will not become available until 
well into Labour’s second term. 

So why, given modest delivery and now delayed gratifica- 
tion, is Labour’s lead so huge? One answer is that voters have 
low expectations of what governments can achieve. Partly 
that is appropriate—politicians do not have magic wands. But 
partly it reflects a very British tolerance of mediocrity, of 
schools and hospitals and railways and jobs that are, well, not 
very good but not too bad either. 

The second, and bigger, explanation lies with the Conser- 
vative Party. Since 1997, it has faced a difficult situation: La- 
bour has stolen its policies. It is hard to oppose your own 
ideas, especially if you are meanwhile hopelessly divided 
over Europe. Even so, the Tories have made a hash of it. Par- 
ticularly since Labour's shift back leftwards with higher public 
spending, they could have mounted a credible attack on high 
taxes, high public spending and over-regulation. They could 
have promoted structural reform to improve the public ser- 
vices at lower cost. They could have become “compassionate 
Conservatives” like President George Bush. Yet instead they 
chose to neuter their own position on taxes and spending by 
pledging to match virtually all Labour’s plans, and sounded 
embarrassed when-shock, horror—they appeared to be 
thinking of cutting taxes. They drove themselves on to shock- 
ingly illiberal ground on asylum-seekers and immigration. 
And their policy on the euro (“save the pound”, butjust for five 
years) is laughably mixed up. 


Vote Labour, reluctantly 

That is why The Economist hereby casts its ballot for Labour. 
Our instincts remain closer to William Hague’s: for lower 
taxes, a smaller state, individual freedoms. But he has failed to 
make a credible case either against Labour or for his own 
party. Tony Blair is the only credible conservative currently 
available. Yet he is as ambiguous as ever. The Blair we support 
with our vote is the one who admires Margaret Thatcher and 
has followed many of her policies; who hints that he favours 
real, structural reform in health, education and welfare, in- 
cluding greater use of private provision; who believes a sharp 
move to the left in the second term would be electoral suicide, 
for it would allow the Tories to recapture their old territory. A 
timid Blair has dominated the first term. A bolder, more liberal 
Blair is the one we favour in the second. = 





Gambling with lives 


A fund to help pay for efforts against AIDS and other diseases deserves generous support 


ICH countries, poor ones, 
the United Nations, drug 
s companies and non-govern- 
30 mental organisations say they 
2) are ready. We can clobber the 
diseases that kill millions of 
people each year, says Kofi An- 
nan, the UN's secretary-general. 
An independent global fund to pay for additional efforts 
against AIDS, malaria and tuberculosis is well within the 
means of donors. And though no one has a “magic bullet”, 
good health programmes exist in some poor countries which, 
if copied, would spread success. But where’s the money? 

Uganda’s education, testing and prevention work seems to 
have been effective against Arps; Brazil’s use of drugs has lim- 
ited the spread and impact of the disease. Vietnam, using mos- 
quito nets, drugs and education, has cut malaria rates sharply. 
The World Health Organisation says 50m tuberculosis cases 
could be averted in the next two decades given testing, educa- 
tion, political will and drugs. Succeed with health pro- 
grammes, and you are almost sure also to reduce poverty, 
especially in stricken Africa and Asia. Reduce the spread of 
these illnesses and the long-term benefits are enormous. 

But, if all agree that a fund is a splendid idea, why won't 
they pay for it? Mr Annan says $7 billion-1o billion a year, or 
more, is needed. Opening bids from donors are expected by 
mid-June, when the UN General Assembly holds a special ses- 


sion on AIDS. But the first signs are not encouraging. Only 
America, so far, has pledged anything at all: just $200m. 
Though the European Commission is likely to give more, oth- 
ers, such as Canada and Japan, must come forward too. 

Donors have a right to reassurance on two points. First, the 
money must not be spent on anti-arps drugs alone, even 
though the price of those drugs has fallen recently. The most 
effective way to fight Arps, as Uganda seems to have shown, is 
on a wide front: educating and testing patients, paying for 
nurses and doctors, giving out condoms, as well as using some 
drugs. By supporting health systems as a whole, the fund 
should also bolster efforts against malaria and tuberculosis, 
and ensure proper monitoring when drugs are used. Drug-re- 
sistant strains of diseases are thus less likely to emerge. 

Second, the fund itself must not be devoured by a vora- 
cious UN bureaucracy. Mr Annan wants an independent 
board to administer the money, reflecting the interests of do- 
nors, recipients, the UN and others. That makes sense. Much 
of the money would then be channelled through poor coun- 
tries’ own national health structures. But for that to succeed, 
those countries’ governments must be open, honest and ready 
to put resources where they are most needed. 

If Mr Annan can show that his fund will work, the G7 coun- 
tries should stump up when they meet in Italy in July, and 
commit themselves to continuing, not just single, payments. 
The amount of money needed, after all, is not huge: it is about 
half America’s annual spending on pot-plants and flowers. m 





The EU's future 


Dreams and discord 


Grand visions of the future of the European Union are obscuring the crucial question 


NE by one they step for- 

ward, the would-be mak- 
ers of the new Europe. This 
week it was the turn of Lionel 
Jospin, the prime minister of 
France, and Romano Prodi, the 
president of the European Com- 
mission, to offer their ideas. Mr 
Prodi wanted a “genuine economic government” to make Eu- 
rope’s single currency work better. He also suggested that the 
EU should raise its budget by direct taxation. 

Radical stuff? Maybe, maybe not. On closer inspection, 
many of Mr Prodi’s suggestions are obscure. What exactly 
would this “economic government” do, and with what pow- 
ers? Just as unclear are the details of his “European tax in place 
of the current system of national contributions”. Disarmingly, 
he said that the nature of this tax had yet “to be defined”. In- 
deed. And the definition will be crucial, as would the question 
of who would determine the rate at which it would be levied. 

Mr Jospin’s speech was more careful and precise, but it also 





showed the danger of latching on to grand phrases. The 
French prime minister proposed a “federation of nation- 
states”—contrasting his vision with what he said were Ger- 
man ideas for a “federation”. Connoisseurs of Euro-babble 
pounced on this distinction with delight. It just goes to show, 
they said, that Germany and France are fundamentally di- 
vided over the future of Europe; the Germans are eager for fur- 
ther integration, the French are clinging to la patrie. 

Nonsense. First, the distinction between a “federation” and 
a “federation of nation-states” is essentially meaningless. Sec- 
ond, Mr Jospin’s vision of Europe is in some ways more inte- 
grationist than the “Schréder plan”, recently released by 
Germany’s ruling Social Democrats. The Germans inflamed 
Eurosceptics by talking of the need for a “strong European ex- 
ecutive”. But they also suggested that, though some powers 
should flow to Brussels, others—notably agricultural policy 
and regional aid, which together account for 80% of the Eu’s 
budget—should be repatriated. By contrast, Mr Jospin sees 
power flowing only in one direction: towards Brussels. He 
wants pan-European taxation and social policies. He even ap- »» 
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pears to suggest that all Eu decisions should be made by ma- 
jority vote—an abolition of national vetoes that would be 
dramatically integrationist in effect. 
~~ Where does that leave the debate? The first conclusion is 
that the word “federalism” is now more confusing than 
enlightening in European discussions. To the British it suggests 
adreaded super-state. To the Germans itis a way of describing 
_ a rational division of powers. To the French it seems accept- 
able only if combined with soothing talk of “nation-states”. 
_ Farmore useful than using such loaded words as “federalism” 
is to concentrate on a more precise discussion of responsibil- 
ities, to decide exactly what should be done by the Ev, and 
_ what by the members; that is the crucial issue. Given that na- 
tional governments still command much more loyalty than 
=- the Union—as the Eu’s own polls show—the fundamental 
‘principle should be that the £u should get involved in those ar- 
eas where there is a clear justification for collective action. 
- On some cross-border issues—the internal market, compe- 
tition policy and trade—the Eu needs supranational authority, 










and is already acting asa coherent force. But in. too many oth- 


ers the EU’s responsibilities seem badly misaligned. It has too 
much power in some areas, too little in others. 

What common European interest is served by devoting al- 
most half the Eu’s spending to farmers? And why is it so cheer- 
fully accepted that the EU should have common welfare and 
employment policies, rather than letting them be settled by 
national preferences, democratically expressed? By contrast, 
asylum, immigration and organised crime might better be 
tackled with common policies. 

Mr Jospin’s talk of expanding EU capacities in these latter 
areas sounds promising. But in other respects he is far too am- 
bitious. Europe has no need of a single corporation tax, nor of 
a single set of “social standards”—though they might well suit 
France, which would then be able to erase the competitive ad- 
vantages of other Eu countries that are more lightly regulated 
and taxed. As that old sage Otto von Bismarck once put it: “I 
have always found people demanding in the name of Europe 
that which they dare not ask for themselves.” @ 





apar’ s economy 


Toney still matters 











ENTRAL bankers are often 

assumed to spring from the 
same pod, with the same cau- 
tious instincts. Yet the contrast 
between the Bank of Japan and 
America’s Federal Reserve 
could hardly be greater. After Ja- 
pan’s stockmarket crash in Janu- 
ry 1990, the Bank of Japan continued to raise interest rates; it 
id not start cutting them until July 1991, and then modestly. 
Contrast that with the Fed, which has cut rates by two-and-a- 
half percentage points in the past five months. Alan Green- 
“span, the Fed’s chairman, clearly has no intention of copying 
-the Bank of Japan by keeping policy too tight for too long. 
That was just the first in a long list of errors by Japanese 
‘policymakers. Not only was monetary policy too tight in the 
early 1990s; more recently the Bank of Japan has also failed to 
respond firmly enough to deflation. Successive governments 
_ have expanded fiscal policy, but in the shape of wasteful pub- 
lic works rather than cuts in income-tax rates that might have 
_ improved incentives. Banks’ bad loans have been allowed to 
_ fester, and deregulation and structural reforms been delayed. 
-. These errors have been costly. The bursting of a bubble as 

-vastly inflated as Japan’s was always going to hurt. But with 

“sensible policy the economy should have recovered by now. 
‘Instead, Japan has had a decade of stop-go, with average 
growth of just over 1%, the slowest of all the G7 economies. Ja- 
-pan is not only suffering a cyclical slump in demand; its long- 
term potential growth rate has also fallen, to only 1-1.5%, 
thanks largely to sluggish productivity growth. Now the econ- 
-omy seems to have slid into recession once again. 
Part of the blame for Japan’s woes lies with politicians. 
Structural reforms have been repeatedly resisted by vested in- 
-terests within the Liberal Democratic Party. Japan’s popular 
-new prime minister, Junichiro Koizumi, now offers hope that 













The Bank of Japan must do more to support Japan’s sickly economy 


Japan will push ahead with the reforms needed to boost long- 
term growth. But the Bank of Japan remains guilty for allow- 
ing deflation to persist. Deflation is a deadly disease in a coun- 
try where both government and private sector are up to their 
necks in debt, because it increases the real burden of those 
debts. Worse, structural reform and a write-off of banks’ bad 
loans may only intensify deflationary pressures. 

Short-term pain is an inevitable concomitant of structural 
reform: itis not an excuse for not doing it. Butin Japan, the pain 
makes it all the more essential to accompany reform with 
more aggressive monetary easing (see page 73). The Bank of Ja- 
pan cannot cut short-term interest rates, which are already 
zero. But, by purchasing government bonds, it could still affect 
the economy through inflationary expectations, a fall in the 
exchange rate and a rise in equity prices. Yet it is reluctant. 

The bank seems to be mostly concerned that, by creating in- 
flation, it might let debtors off the hook and thereby reduce the 
pressure on firms to restructure and on the government to 
make structural reforms. Yet in playing this game, the Bank of 
Japan has failed in its primary duty as a central bank: to ensure 
price stability. Its agenda of pressing for structural reform and 
corporate restructuring, commendable as it is, is outside this 
mandate. Structural reform is a matter of political decision, to 
be taken by a democratically elected government. 

Since Masaru Hayami, the bank’s governor, has so clearly 
failed in his main task of ensuring price stability, he should be 
sacked. The government should also consider altering the 
terms of the Bank of Japan’s law. In particular, it should set a 
formal inflation target, as is done for some other independent 
central banks, such as the Bank of England. This would make 
the bank more accountable to parliament, while not reducing 
its independence in monetary operations. The Bank of Japan 
risks dragging the idea of central-bank independence into dis- 
repute. Such independence is meant to be a means to good 
monetary policy, notan endin itself. œ ss 
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obert Wade replies 


IR - Ian Castles (Letters, May 
h) says that world income 
distribution has become more 
equal over the past 25 years. 

y article (“Winners and los- 
rs”, April 28th) shows why 
ne cannot make such an un- 
ualified statement. Of the 
nany plausible measures, Mr 
- Castles’s statement rests on 
_ the one most favourable to the 
___ view that inequality is falling. 
In particular, he uses PPP ex- 
change rates, which introduce 
very substantial downward 
s. If we are interested in 
tribution from the point of 
iew of issues such as migra- 
ion, the marginalisation of 
leveloping countries and ca- 
jacity to repay foreign debts, 

ve should compare incomes 
with market exchange rates. 
The conclusion is then unam- 
iguous: distribution became 
much more unequal over the 
ast quarter-century. 

-. Nancy Birdsall (Letters, 
May 26th) is right that inequal- 
ithin developing 

tries is probably contrib- 
g to low growth. The same 
plies to inequality at the 

d level. America after 

15 realised that its own 
ywth would be imperilled if 
id not redistribute mas- 
ely to Europe. Today, 

nsfers from rich countries to 
, and downwards redistri- 
tion within poor countries, 
ein the collective interests 

f the rich countries. Those 
who say, as you do, that “pull- 
ng up the poor still seems a 
obler calling than pulling 
down the rich”, overlook this 
. (Economics focus, April 28th). 
-Without downwards redistri- 
_ bution, the rich may not 
emain rich. 

> Finally, you say that the 

_ world’s 600m poorest people 
_ saw their share of world in- 
come fall between 1988 and 
1993 not because of globalisa- 
ion but because of economic 
lation. True. But the ques- 
tion is whether this can best 
be addressed by “globalis- 
ing”—that is, by opening their 
markets, investing in infra- 
structure, removing price 
distortions, strengthening the 
‘ule of law and establishing 
sternstyle demiocracy. 


Where poveren gangster- 
ism prevails, this may be the 
best that can be hoped for. In 
more normal states, govern- 
ment should do much more. 
ROBERT WADE 

London School of Economics 
London 


Polluting the Caspian 


SIR - There are serious hidden 
costs in Caspian environmen- 
talism apart from those of oil 
exploration (“Oil, caviare and 
worried eagles”, May 12th). 
One derives from the accuracy 
of reporting; the other from 
the affordability of environ- 
mental sensitivity in nations 
that are so far below the 
global poverty line. 

The Caspian seals did not 
die from oil pollution but viral 
distemper. What should be of 
concern is that the blubber of 
dead seals contained levels of 
toxic DDT far in excess of all 
safety norms. This lethal 
chemical is now firmly estab- 
lished in the Caspian food 
chain after its excessive use on 
the region’s cotton crops dur- 
ing the Soviet period. Both 
seals and people eat fish, and 
the death of these seals 
should be a matter of public 
health before anything else. 

Likewise, the dramatic de- 
cline in Caspian sturgeon is 
mainly a result of overfishing 
by desperately poor people 
who have little other choice. 
The problem is exacerbated by 
a criminal elite who illegally 
feed the artificial needs of the 
luxury caviare markets in the 
West. 

TERRY ADAMS 
Cley next the Sea, Norfolk 


Equity culture 


SIR ~ It is curious that your 
survey of equity markets (May 
sth) makes a clear case for the 
importance of capital markets 
in financing a modern econ- 
omy while also taking the 
position that indexing is a su- 
perior form of investing. 
Particularly in the case of 
indices weighted by market 
capitalisation such as the s&p 
500, the funds of investors are 
blindly allocated to the most 


5 highly valued companies: The 


growing popularity of this 
sort of indexing can become a 
self-fulfilling prophecy as a 
disproportionately enormous 
amount of money flows into 
the large companies that dom- 
inate the index. This comes at 
the expense of less highly val- 
ued businesses that often 
have a greater need for capital. 
JOHN MCNEAR 

New York 


sir ~ The experts all err in 
looking at valuation models— 
classic or modern. You are 
right to call the pageant a 
“valuation waltz”: entertain- 
ing but without serious utility. 
The models are wrong be- 
cause the morrow is never the 
same as yesterday. There is 
only one true measure of 
value: the market and its 
shares. You point this out but 
then decry it as “simple 
enough” as though simplicity 
were a fault. Investors study 
how and why the market ar- 
rives at a price to provide 
them with clues about 
whether the share is likely to 
go up or down in the future. 
Look no further than the mar- 
ket price itself. Simple, but 
effective and reliable. 

JOHN MEEHAN 

Orlando, Florida 


SIR - You appear to have 
missed the only one really rel- 
evant measure of equity 
value: cash flow. The value of 
an operating asset are the net 
present value of expected free 
cash flows discounted to infin- 
ity. As a result the most 
important variables to the 
price of an asset are the level 
and future shape of free cash 
flows, and the discount rate 
used, which, as you rightly 
point out, can be analysed in 
terms of risk premium. 


An increasing amount of anal- 


ysis based on cash flow is 
now carried out among insti- 
tutional equity investors to 
calculate the real cash return 
on assets. It is then possible to 
derive a level of economic 
profit which appears statisti- 
cally to be the single biggest 
driver of share-price move- 
ment. Analysis based on cash 
flow would have stressed the 
over-valuation of the technol- 


Í ogy sector in the first weeks of 


2000 and now warns about 


over-optimism in the con- 


sumer areas. 
PASCAL COSTANTINI 
London 


Britain’s third party 


sir ~ Bagehot (May 19th) is 
blind to the fact that, at least in 


Scotland, Liberal Democrats 
are far from being a party that 


“will not be in government 


any time soon.” The party to 
which I belong has been part 
of a partnership government 
in Scotland that has already 
delivered 185 of the 270 mani- 
festo commitments made in 
1999—notably on the abolition 
of university tuition fees, free 
personal care for the elderly, a 
vast improvement on condi- 
tions for teachers and freedom 
of information. 

The example here has been 
followed by our Welsh col- 
leagues who are now part of a 
partnership administration 
there. We can only hope the 
rest of Britain chooses to fol- 
low this example. 

DEBRA STORR 
Balmedie, Aberdeenshire 


Electioneering in France 


sir - Charlemagne (May 12th) 
is on firm ground when he 
comments that “charm, 
warmth and the popular 
touch are considerable assets” 
in winning elections in France 
and elsewhere. What is less 
clear is what conclusions 
French politicians should 
draw from the fact that “the 
public...seem surprisingly in- 
different to corruption in high 
places.” Surely not that they 
should fail to observe the ex- 
acting standards in public life 
that The Economist rightly has 
been so robust in champion- 
ing—in Italy, for example? 
PHILIP MINNS 

Pans @ 








Executive Focus 


















The World Markets Research Centre (WMRC plc) is an international business intelligence company providing corporations, 
financial institutions, governments and academia with information and analysis on politics, economics and industries, 
~ We have a unique opportunity for an outstanding candidate to join presenting business analysis, alternatives, recommendations, business 
our specialist business development team. You will be responsible for cases and plans. 
identifying, evaluating and negotiating potential strategic alliances as The right person for the job will be a talented and creative 
part of our ‘Global Distribution Programme’ for both of the strategist — a self-starter with the ability to work independently. 
company's operating divisions. An important aspect of the role is an Excellent oral and written communication skills are a must. 
enthusiastic and detailed approach to research and analysis, capable An MBA is preferred. Three years’ minimum experience in strategic 
of identifying new strategic opportunities and preparing and planning or consulting is required. 
To apply, please send your resumé for the attention of Kerry Ballard, Head of Human Resources 
at k.ballard@wmrc.com or on fax number +44 20 7526 2360. World Markets 
World Markets Research Centre (WMRC ple), Research Centre 
i Cardinal Tower, 12 Farringdon Road, London, ECIM 3NN GLOBAL INTELLIGENCE 
mat ta T O a ae RAE, N N a OL) aa tee ee PTT = 
| Direct elopment 

University of Ulster 

Northern Ireland Attractive Salary 

a E A 

x The University of Ulster is the largest in the island of Ireland, with 17,500 fte students and 3,600 aait 

staff. Sited across four campuses it plays a significant role in wealth creation and economic growth LSTER 

for Northern Ireland. The Vice-Chancellor and President, Professor Gerry McKenna, has an ambitious an eee Set 

programme and is looking for an experienced and entrepreneurial Director of Development. 

The Role: The Candidate: 

* Reporting to the Vice-Chancellor to create, lead and develop a * Well qualified with MBA and/or private sector experience, in . 
professional team responsible, through integrated activities, for the addition to understanding of complexities of higher education. 
building, management and maintenance of productive relationships + Energetic entrepreneur with first class communication skills and 
between the University, individuals, industry and Government bodies. successful record of fundraising and development. 

* Working closely with the Senior Management Team, volunteers + Credible manager with the experience of media and 
and major donors, to produce and implement a strategic communications, and promotion of a large, diverse 
planning process which will promote and sustain the organisation. 

University’s growth and development. * Overseas fund-raising exposure, management of fund 

* Strong representational role, with considerable amount of portfolio and short-term investments desirable. 
travel, working to achieve personal and team’s financial and 
development targets. Please reply in confidence, with full career and current 

“= + Overall responsibility for alumni support and communication. salary details, quoting reference DME/3397E 





e-mail: response.manager@odgers.com Odgers Ray & Berndtson, 11 Hanover Square, 
Fax: 020 7529 1000 * www.odgers.com London W15S 1JJ « Tel: 020 7529 1111 


j a ae a 
a 


hw Vrul. % 


om z tise 





The Economist June 2nd 2001 


” Executive Focus 





The Royal Institute of 
International Affairs, also 
known as Chatham House, 

is one of the world's leading, 
independent think-tanks for 
the study of international 
affairs. RIIA meets its aims 
and objectives through a 
multi-faceted agenda of: 





THE ROYAL 
INSTITUTE OF research; information 
INTERNATIONAL AFFAIRS dissemination; networking; 


debate and publishing; and 
facilitating the study and 
improvement of knowledge 
on international affairs. 


Director of Development 


A positive challenge now exists for a Director of 
Development to work closely with the new director of RIIA, 
Professor Victor Bulmer-Thomas and the Heads of Research 
Programmes, to set in place a strategic and sustainable 
programme of new research initiatives, developing funding 
relationships with trusts, foundations and institutional 
donors. This is a new senior-level appointment, which will 
play a pivotal role in RIIA's future development. You will be 
educated to degree level and have a proven track record in 
fundraising, or related field. Influencing and organisational 
skills and strategic flair are also essential. 


For an application pack please contact Stephanie 
Gavin-Brown at sgb@charityrecruit.com or fax: 

+44 (0) 20 7833 0188. Or, download it from our 
website: www.charityrecruitment.co.uk/riia Closing 
date: Tuesday 26th June 2001; 1st interviews w/c 

2 July; panel interviews w/c 16 July. For more details, 
visit: www.charityopps.com and www.riia.org 




















The Inter-American Development Bank, 
the oldest and largest regional multilateral development 
institution, based in Washington, D.C. is now reviewing 
candidates for the position of: 


Deputy General Counsel — Legal Department 


PRINCIPAL FUNCTIONS: 

The Legal Department advises the Bank's Management and its various units, and 
the Board of Governors and the Board of Executive Directors on all legal issues 
concerning the Bank. The selected candidate will assist the General Counsel in 
providing such advice and in the management of the Legal Department. 


REQUIREMENTS: 

@ Juris Doctor, LL.B. or equivalent from an accredited law school in a Bank 
member country and admission to practice law in a Bank member country. 

@ Minimum of 15 years of relevant experience at the national/international level, 
with emphasis on Latin America and the Caribbean. In-depth knowledge of 
private sector financial transactions and capital markets operations. 

@ Knowledge of general principles of international organization law. 

@ Demonstrated leadership capability and strategic vision. 

@ Excellent interpersonal and communication skills with people at all levels. 

@ Full command of written and spoken English. Working knowledge of Spanish 
or Portuguese. 


Interested applicants are invited to send cover letter and resume (in duplicate) by 
June 15, 200], including salary history and a list of three references to: Inter- 
American Development Bank; Stop E0507; Attention: Code MS-01/30-TE; 
1300 New York Avenue, N.W.; Washington, DC 20577 USA 


As a reflection of its commitment to its borrowing member countries, the Bank 
may require staff to accept assignments in both country offices and headquarters. 
Only applicants selected for interviews will be contacted. The IDB encourages 
gender equality in its hiring practices. 





http://www.iadb.org 








Spanish Leader Consultancy Firm with an important 
international activity, is looking for experts with 


proved experience in Development Co-operation: 


Ref: ALMED-0501 


Project Manager, Financial Controllers and Senior experts 
in EU (ALA-MEDA)-IFIs programs in Latin America and 
Magreb (10 years experience) 


¢ Rural and Urban Development 
* Social Infrastructure Education. Training 
¢ Environment and Natural Resources. Water Policies 


Ref: EE-0501 


Project Managers and Senior Experts in EU 
(ISPA/PHARE/TACIS)- IF Is programmes in Eastern Europe 
(10 years experience) 


Transport sector (roads, railways, airports) 

Environmental infrastructure (WS, Sewage, WWTP, Landfills, 
Utilities Management) 

Natural Resources. Forestry and Rural Development. 

EU Legal and Institutional Strengthening in Telecom, 
Environmental, Laboratories Accreditation, Utilities 
Privatisation, SME Policies. 


We offer: 


¢ Integrate in a 15t class human and professional consultancy group 
* Attractive salary negotiable according to candidate's experience 
* Contract on a project-by-project basis 

* No proposal will be rejected due to economic reasons. 


Candidates should send a detailed Curriculum Vitae to the following 


e-mail address: expertsdatabase @telepolis.com, 
or P.O. Box: A. Postal 8032, 28080 Madrid. Spain 


DAT 


Development Alternatives, Inc. 


DEVELOPMENT ALTERNATIVES, INC. (DAI), a leading international 
consulting firm that provides economic development solutions to businesses 
and governments worldwide, seeks a macroeconomist with transition economy 
experience for long-term position in Mongolia. The macroeconomist will 
provide economic policy advice to senior government officials on a wide range 
of issues facing the Mongolian economy. The macroeconomist will also serve 
as the Chief of Party of a multi-faceted USAID-funded project - the Mongolian 
Economic Policy Support Project. In addition to a broad range of demonstrated 
economic skills and experience, the ideal candidate will possess proven project 
and team management savvy, and outstanding written and oral communication 
skills. 


Qualifications: 
Advanced degree in Economics, preferably a Ph.D.; 
Proven project management skills; 
10 or more years of professional experience; 
Experience working in a management capacity on USAID-financed 
projects; 
Experience advising senior government officials on economic policy 
matters in transitional economies; and 
Fluency in English language 
Level of resonsibility and salary commensurate with background and 
experience. The position is currently open and available for immediate 
occupancy. 
Interested candidates should send resume and cover letter to: 
Development Alternatives, Inc. 
7250 Woodmont Avenue, Suite 200, 
Bethesda, MD 20814, 
Attn: Tamara Stanton 
or fax the information: (301) 718-7968 
or email: tamara_stanton@dai.com 
No telephone inquiries, 
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|. THE WORLD HEALTH ORGANIZATION 


PRODUCT RESEARCH AND DEVELOPMENT 





seeks a 
COORDINATOR, P.06. 


The World Health Organization is seeking to appoint a Coordinator, 
Product Research and Development (PRD), Special Programme for 
Research and Training in Tropical Diseases (TDR), in the 
Communicable Diseases Cluster, with duty station in Geneva 
Switzerland. 


Under the Director of TDR, the Coordinator of PRD will be 
responsible for providing scientific and managerial leadership of the 
entire product development area (PRD) within TDR (head count 
about 20 FTE's, budget above $10m p.a.). In particular, the candidate 
will be responsible for 1) developing and/or reviewing overall 


policies, strategies and modus operandi; 2) monitoring the entire 


development portfolio; 3) reviewing all of PRD’s research activities; 
4) establishing teams to provide PRD with scientific and technical 


advise; 5) line managing staff; 6) managing PRD's technology transfer 
programme; 7) assessing resources and assisting Director TDR in | 


fund-raising; 8) participating with the Health Technologies and 


Pharmaceuticals (HTP) cluster in the WHO-wide intercluster | 


vaccine research initiative; 9) interacting with research-based 
pharmaceutical industry on tropical disease research and 
development. 


The ideal candidate will have the following qualifications: 


e Doctoral degree in medical, biological or natural sciences from 
a recognized university; good academic background including 
record of achievement in fund-raising for, & publishing results of 
appropriate research would be assets; knowledge of discovery 
development, production, testing and registration of drugs, 
vaccines, diagnostics & biologicals; high reputation in academic 
and industry circles of product R&D at international level; ability 
to elicit respect and constructive cooperation of senior staff in 
academia, industry, health ministries & donor agencies, and of 
colleagues & subordinates; sensitivity to needs of disease-control 
programmes in developing countries; broad knowledge of 
tropical diseases and international standards of good practices 
(GLP, GMP, GCP), regulatory requirements, international drug 
registration, patent & licensing procedures would be assets. 


e Extensive (+10 years) experience at senior scientific/managerial 
level in an international, research based pharmaceutical 
company of research, development, regulation & licensing of 
pharmaceutical products; record of achievement in discovery, 
development and registration of successful product(s); 
experience in legal and commercial aspects of product research 
and development would be an asset. 


e excellent knowledge of English or French with a good working 
knowledge of the other. 


The rate of salary is based on the UN professional salary scale at the 
P06 grade level: annual salary (net of tax) US$ 72407 at single rate 
and US$ 78334 with primary dependants, plus applicable past 
adjustment (19.6% of the above figures, the percentage is to be 
considered as indicative since variations may occur either upwards 
of downwards) and benefits of the UN common system. 


WHO has a smoke-free environment. 
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PREPARATORY COMMISSION FOR THE COMPREHENSIVE 
NUCLEAR TEST BAN TREATY ORGANIZATION (CTBTO) 
PROVISIONAL TECHNICAL SECRETARIAT 








The Preparatory Commission for the Comprehensive Nuclear-Test-Ban Treaty f 


Organization with its Headquarters in Vienna is the international organization -f 
setting up the global verification system forescen under the Comprehensive 
Nuclear-Test-Ban Treaty (CTBT), which is the Treaty banning any nuclear 

weapon test explosion or any other nuclear explosion. The Treaty provides for a | 
global verification regime, including a network of 321 stations worldwide, a © 
communications system, an international data centre and on-site inspections to 
monitor compliance. 


We seek to recruit a highly qualified Human Resources Professional to provide 
support and guidance in the area of staff administration. This includes: being f 
responsible for the administration of all staff members and short-term staff and | 
coordinating the related contractual arrangements; ensuring the appropriate and 
consistent application of the Staff Regulations and Rules; determining the | 
eligibility for allowances, benefits and entitlements as well as approving the 
personnel actions granting such benefits and entitlements, researching and - 
preparing documents on allowances, benefits and administrative procedures and — 
overseeing the administration of social security schemes in effect for staff in all | 
categories. This position is under the supervision of the Chief, Personnel Section, 
Administration Division. 


POST: Personnel Officer 
GRADE: P-4 

VACANCY ANNOUNCEMENT NO: VA 1S89-26-2001 
DATE OF ISSUANCE: 16 May 2001 
DEADLINE: 13 July 2001 


REPORTING DATE: 1 November 2001 
QUALIFICATIONS: 

The ideal candidate has strong interpersonal and analytical skills and is organized, 
pro-active as well as results-oriented. An advanced university degree in Law, 
Human Resources, Business or Public Administration or a related field is required. 
with at least seven years of experience in the field of personnel management and _ 
staff administration preferably including three years in an international - 
organization. Fluency in English and preferably a good knowledge of at least one 
other of the official languages of the CTBTO Preparatory Commission is 
required. Excellent writing skills in English are essential. 


REMUNERATION/CONTRACT: 

Depending on professional background and experience, indicative tax-free annual 
net base salary (inclusive of a variable clement fer post adjustment) from _ 
US$55,233.- (without dependants) and US$59.312.- (with dependants), subject to 
deductions of contributions to the CTBTO Provident Fund and Health Insurance _ 
Scheme. Additional benefits include, when applicable, dependency allowance, 
education grant for children, rental subsidy, six weeks vacation per year, home 
leave travel every two years. Initial contract for fixed-term of three years. 





For more information, see the CTBTO Preparatory Commission's bome page: 
hitp://www.ctbto.org. When applying, please quote the number of the vacancy 
announcement and complete the CTBTO Preparatory Commission’s Personal”: 
History Form, which is obtainable from the home page. Please only e-mail ASCH 
text-formatted messages and attachments. If the form is not available, send a 
detailed curriculum vitae, including information on date of birth, nationality, 
employment history and references. Please note that it is in. your interest to 
supply a complete and updated set of personal data. 

The CTBTO Preparatory Commission retains the discretion not to make any 
appointment to this. vacancy, to make an appointment at a lower grade in 


particular if the selected. candidate. has less than the qualifications required or to. HP 







make an appointment wi HRK 
than indicated above. The 
undertake corresponds 


ied job- description or for a shorter duration | 
g Preparatory Commission reserves the right to {| 
itl short- listed candidates. ; 











Preparatory Commission, 
Personnel Section, 
Vienna International Centre, 
Room E0978, 
BO. Box 1200, A-1400 
i Vienna, 

Tel: (43.1) 26030 6210. 
Fax: (43.4) 26030 5897. 
E-mail: personnel @ ctbto.org 


THE PREPARATORY COMMISSION FOR THE COMPREHENSIVE 
NUCLEAR-TEST-BAN TREATY ORGANIZATION 15 COMMITTED TO A 
POLICY OF EQUAL EMPLOYMENT OPPORTUNITY. 
APPLICATIONS FROM QUALIFIED FEMALE CANDIDATES ARE 

PARTICULARLY ENCOURAGED. = 








. |+ Contribute to divisional-wide work such as the pi 
< {> Programme, the conduct of peer reviews and the periodical review of IFAD's evaluation 


IDRC 


International Gevelopment 
Research Centre 


SENIOR PROGRAM OFFICER 


Environment and Natural Resources Management 
Program Area, Uruguay (Ref.#: RO-L11) 


The International Development Research Centre (IDRC) is one of the leading institutions in the 
world concerned with generating and applying new knowledge to meet the challenges of 
international development, IDRC supports research in developing countries on key problem areas 
and builds international networks to share and apply this knowledge. IDRC is a Crown Corporation, 
headquartered in Ottawa, with Regional Offices located in Africa, Asia and Latin America. 


IDRC is seeking qualified bilingual (English and Spanish) candidates for the position of Senior 
Program Officer for its Regional Office for Latin America and the Caribbean, in Montevideo, 
Uruguay. This position reports to Team Leader of the Minga Initiative and to the Regional Director, 


Centre de recherches pour le 
développement international 


Working within the Environment and Natural Resources Management Program Area, the candidate 
will serve as a member of the Managing Natural Resources (Latin America): MINGA and 
Sustainable Use of Biodiversity (SUB) Program Initiatives, develop projects and joint programming 
related to the objectives of both Program Initiatives, particularly in the Andean region and lowland 
tropics and subtropics of South America. 


The ideal candidate will have a Ph.D. degree in any relevant field related to social and 

environmental change and have five to eight years of relevant research experience in Latin America 

and the Caribbean in the development or application of muiti-stakeholder or participatory 

approaches to enhancing equity in rural development, along with a track record of producing or 
managing research with clear policy implications, 


Resumés should be sent to Competition RO-LIL no later than June 25, 2001, by e-mail to: 
~ competitions@idre.ca or by fax to: (613) 238-7230. Mailed applications should be sent to: 
Human Resources, IDRC, P.O. Box 8500, Ottawa, Ontario, Canada KIG 3H9. 


_ Candidates can find out more about IDRC and the detailed job description on its website 
_(http://www.idre.ca/eareers/) 


We thank ail applicants for their interest and will contact those candidates whose skills and 
experience best match the requirements of the position. 


IDRC 1S COMMITTED TO EMPLOYMENT EQUITY AND ENCOURAGES APPLICATIONS 
FROM QUALIFIED WOMEN, MEN, VISIBLE 
MINORITIES, ABORIGINAL PEOPLES AND PERSONS 
WITH DISABILITIES. 


Canada 


INTERNATIONAL FUND FOR 


AGRICULTURAL DEVELOPMENT (IFAD) 
Via del Serafico No. 107, 00142 Rome, Italy 
Fax: +39 06 5043463, E-Mail: Lmclachlan@ifad.org 


seeks 


SENIOR EVALUATION OFFICER (P-5 — P-3) 


Duties and R bilities: Under the direction and guidance of the Director, Office of 
Evaluation and Studies (OE), the incumbent will contribute to OE’s main objective of 
rnal pat nae of IFAD's faanoi opens’, a well as IFAD's POKI anu 
“iy formance of D's operations, as well as IFAD’s policies 
strategies, OE is IFAD's independent evaluation division and reports directly to the 
“President. The specific duties of the incumbent will be as follows: 

: -~ Undertake evaluation work in accordance with the Fund's evaluation approach. This 

> entails the management of the entire evaluation | from the formulation of the 

= Approach be a through the organisation of the evaluation mission or study and the 
production of the report, to eventually the preparation and negotiation of an agreement 

at completion point on the evaluation findings and recommendations in cooperation with 

various evaluation partners. 

* Contribute to the understanding of evaluation as both a leaming process to which the 


| various evaluation partners are expected to contribute, as well as also a source of knowledge 


on rural community that must be systematically communicated and disseminated. Develop 
customized communication products as required, and insights and lessons from evaluations 
to be poe S ina 

* Prepare concise, reader-friendly and yet analytically rigorous evaluation reports and 
present them in-house and to IFAD’s Executive Board's Evaluation Committee. 

reparation of OE’s Yearly Work 


approach and strategy. 

<: Qualifications and Experience: Masters or Ph.D. in economics, agricultural economics or 
< related social sciences studies with ten years of progressive work experience in multilateral 

| INA oap international or bilateral development da aieia : substantial part of 

which | in developing countries. ae lence with evaluation of projects, programs 

. -ami policies. Full poli a of English, plus one other official IFAD language (French, 

Spanish or Arabic). Motivation to learn and share knowledge, empathy and respect for 
others, capacity for team work, excellent communication and negotiation skills. 

‘Net Salary Range from USD 46 445 to USD 85 985 per annum plus post adjustment 

and United Nations benefits package. i 

‘Candidates will be appointed at the appropriate grade, based on qualifications and experience. 
Please send application to Personnel Division no later than 02 July 2001. For more details 
please visit our web site at www. ifad.omm 

| Only shortlisted candidates will receive an 


Fi lai: 


tata E 


IEA 





Technical Officer (L-5) Sustainability, New York (VA/FPA/015/01) 

Technical Officer (L-5) Training, New York (VA/FPA/016/01) 

Technical Officer (L-5) Logistics, Jordan (VA/FPA/017/01) 
Technical Support Division, UNFPA 


The leading United Nations ey in the field of reproductive health, 
population and development (UNFPA) is seeking pega applicants for 
three Senior Technical Officer positions. Two of the be are based in 
New York—Technical Officer for Training and Technical Officer for 
Sustainability. The third is based with the UNFPA Country Technical 
Support Team in Amman, Jordan—Logistics Management Adviser. The 
incumbents will be responsible for implementing the terms of reference 
found on the UNFPA website: 
hetp:// .unfpa.org/about/ 


Applicants are required to have an advanced university degree, 
specialized knowledge and at least [5 years of professional experience 
at the international level. 

Excellent communication skills in English, both written and oral; fluency 
in French and/or Spanish highly desirable. The Amman post also requires 
knowledge of Arabic. 


Successful candidates must have a solid track record showing initiative 
and sound judgment; ability to organize work and demonstrated ability 
to work in harmony with persons of different cultural backgrounds. 
Demonstrated management/team building skills are essential. 


UNFPA offers an attractive compensation package commensurate with 
experience. Please send application marked “Confidential” to: Personnel 
Branch, UNFPA, 220 East 42nd Street, New York, N.Y. 10017, Fax: (1-212) 
297-4908 or by e-mail to Team! @unfpa.org. Please indicate 
appropriate vacancy numbers indicated above on the application. 
Application deadline: 29 June 2001. We will only be able to respond 
to those applicants in whom we have further interest. Women 
and nationals developing countries are encouraged to apply. 





loymen | ent.h 


United Nations 
Population Fund 
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THIS ADVERTISEMENT SUPERCEDES THE PREVIOUS ONE PUBLISHED IN 28™ APRIL 
2001 ISSUE. WE DO APOLOGIZE FOR ANY INCONVENIENCE THIS MAY HAVE CAUSED. 
The Global Environment Facility (GEF?) Unit of the United Nations 
Development Programme (UNDP) is reviewing candidates for the position of: 


CHIEF TECHNICAL ADVISOR 
Integrated Management of the Benguela Current Large Marine Ecosystem 
(BCLME}-iRef. RAFAQOAG32) 


| Based in Windhoek, Namibia, the long-term objective of the project is to undertake the array of 

| priority measures identified in the Trans-boundary Diagnostic Analysis (TDA) and the Strategic 

| Action Programme (SAP}, for the rational management of the resources of the BCLME in 
| conjunction with the ongoing activities of the participating countries, donors, regional organizations, 
| private industry, NGOs, and other affected interests. Duration: One year (initially, with possibility of 

| annul extension through end of year three of project). Estimated starting date: August 2001 

Responsibilities: 

Under the technical guidance of UNDP. as exercised through the Project Steering Committee (PSC), 

and the operational responsibility of UNOPS, the Chief Technical Advisor will manage and co- 

ordinate all project activities funded by GEF and will, in particular: 

* be responsible for the overall co-ordination of all aspects of the project in general and in particular, 

i e manage and supervise the Programme Co-ordination Unit and its staff: 

* prepare the annual work plan of the project on the basis of the project document, under general 
supervision of the Project Steering Committee and in close consultation and co-ordination with 
the relevant partners and donors: 

* prepare Terms of Reference for, and oversee the work of, consultants and contractors; 

* liaise directly with designated officials of participating countries, UNDP/GEF. UNOPS, UNDP 
Country Offices and others as deemed appropriate: 

* be responsible for delivery of all substantive managerial and financial reports. 

Qualifications 

The candidate should have a substantial understanding of marine sciences and aquatic resources 

management and should have extensive experience of project management and of working with 

government and other officials at all levels. Specific qualifications sought include the following: 

* Post-graduate degree (preferably a Ph.D.) in Marine Sciences, Environmental Management, or 
a directly related field (e.g. fisheries management, natural resources economics, etc, ); 

* At least ten years experience as a senior project manager. Demonstrated diplomatic and 
negotiating skills: 

* Exceptional interpersonal skills, a good understanding of, and the sensitivity required for work 
ina multicultural environment and the presentation skills to liaise effectively with government, 
donors, and civi society at all levels; 

* Familiarity with the goals and procedures of international organizations, in particular those of 
the GEF and its partners (UNDP, UNEP, the World Bank. the African Development Bank. and 
current and future potential additional donors), , 

* Excellent English speaking and writing skills; Existing speaking and reading capability in, or 
the strong commitment to learn to speak and read, Portuguese: 

« Ability and willingness to travel extensively; and 

* Demonstrable skills in information technology 

Remuneration 

A competitive tax-free salary with benefits will be offered to the right candidate 

Interested candidates should send a cover letter and detailed curriculum vitae by 15 June 2001 to: 

Margaret Chi, Division for ENVP, United Nations Office for Project Services, 405 Lexington f 

Avenue, 4” Floor, NY, NY 10174, USA. Fax: (212) 457-4044, e-mail: margaretc@unops.org l 
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Executive Focus 


& Aitic 


The Agency for International Trade 
Information and Cooperation 


is an independent agency, based in Geneva, which provides trade-related technical 
assistance to the less-advantaged countries (namely those facing important structural 
and institutional constraints and which are not fully active in the multilateral trading 
system, including the least-developed and other developing countries and economies 
in transition). AITIC’s aim is to help these countries benefit from the globalisation 
process by participating more actively in the work of the World Trade Organisation and 
other trade-related organisations in Geneva, and in negotiations under the auspices of 
the former. For more information visit our website: www.acici.org 


AITIC is seeking to fill the following positions: 


PROJECT MANAGER: responsible for assisting the Director in the launching 
management and follow-up of the Agency's projects, particularly in the organisation of 
seminars/workshops, collaboration with other agencies, research and publications 
Specific responsibilities include: supervision and training of junior staff and interns 
soliciting and reviewing proposals from consultants; representing the Agency externally 
taking part in research and writing; assisting with fund-raising 


PROJECT OFFICER: direct day-to-day management of projects and other activities 
including organisation and management of seminars; research and drafting of briefing 
papers; review translations of trade-related texts: communicating with governmental 
and other agencies’ officials 


QUALIFICATIONS: advanced university degree in international economics, economic 
development or international law; at least ten years professional experience in 
imemational trade (five for Project Officer); strong analytical and conceptual skills 
rigour and discipline tor working under tight deadlines: excellent communication in 
written and spoken French and/or English, Spanish a plus; working experience or 
familiarity with the Geneva-based international trade organisations; ability to work 
effectively with colleagues in a multilingual, multicultural environment 


Competitive salary commensurate with experience 

lo apply, please send cover letter, detailed CV, writing samples of original work and 
salary history by 30 June to 

AITIC 

Ref. 7575/01 (for Project Manager) 

Ref. 7576/01 (for Project Officer) 

C.P. 156 

1211 Geneva 20, Switzerland 


Ne 


Opportunity International 


Fund Opportunity Russia 
Executive Director 
based in Nizhny Novgorod, Russia 


Fund Opportunity Russia (FORA) is 
a Christian financial institution that 
transforms the lives of the poor, 
regardless of religion, by providing 
Opportunities to generate income 
through micro-enterprise credit. 


FORA is the recipient of major 
funding to enable it to become a 
national institution, The Director will 
hold key responsibility for building 
FORA as an effective and sustainable 
institution. To fill this exciting and 
demanding position, we are looking 
for someone with flexibility and 
tenacity, proven strategic, leadership 
and staff development skills, five 
years senior management experience 
and a knowledge of microfinance 


This is an appointment for a 
minimum of two years with a 
competitive salary and benefits 
package. 


Senior Project „= 
portunities 


inancın 


To apply 

send a CV 

and covering letter 
by 8 June 2001 to 


David Coates 
Programme Manager 
Opportunity 
international UK 
Angel Court 

81 St Clements 
Oxford OX4 1AW 


Of 


dcoates@opportunity.org.uk 


Tel:+44(0)1865 725304 
Fax:+44(0)1865 295161 


www.forafund.ru 


WWw.opportunity org.uk 


DID YOU KNOW? @@ 


Qatar Petroleum is fully owned by the State of Qatar 
and is a World Leader in Project Financing, having 
full responsibility for all aspects of the Countries 
hydrocarbon industry, including exploration and 
drilling, production, refining, transportation, storage, 
sales and exports. 

The continued expansion of our business, 
articularly linked to the North Dome Gas Field, 
as created a need to recruit “THE HIGHEST 

CALIBRE” of Project Financing expertise, 

capable of handling a wide range of projects 

from inception, including commercial 

—— and modelling through to financial 

close 

- in short, capable of negotiating at 

the very highest level. 

Interested applicants will be educated to degree 

level and whilst knowledge of the Middle East, 

particularly Qatar, and the Arabic Language would 
be an advantage, the requirements for project 
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Qatar Petroleum 


The North Dome 


Gas Field in Qatar is considered to be the largest single concentration 
of non associated natural gas on Earth. 9 9 


The Economist June 2nd 2001 


financing experience, the ability to interact well 
within different cultural environments, hard work 
and a willingness to be part of training programmes 
for local residents will be of more importance. 


Those interested in being considered for 
these exciting opportunities which offer an 
excellent package with salaries free of local 
taxes should send a comprehensive c.v., 
together with a covering letter indicating the 
reasons why you believe you would be 
successful to: 


Asst. Manager Recruitment & Manpower 
Planning, Qatar Petroleum, Human Resources 
Department, PO Box 47, Doha, State of Qatar. 
Fax No: 00 974 4478254 & 4478265 


or e.mail: recruiting@qp.com.qa 


( 
ane 


For more information about 
QP and QATAR and complete 


vacancy listing please visit the QP Website: 


www.qp.com.qa 





INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 
Via del Serafico No. 107, 00142 Rome, Italy 

Fax: +39 06 5043463, E-Mail: Lmclachlan@ifad.org 


seeks 


: . HEAD of the ARABIC TRANSLATION SECTION (P-4) 


. Duties and Responsibilities: Under the direct supervision of the Manager, 

Documents Services, the duties and responsibilities of the incumbent are as follows: 

* Allocate, coordinate and supervise the work of contractual translators, either in- 

house, external or remote translators/revisers, and monitor the progress of such 

-work according to an agreed schedule; translate official documents covering a 

wide range of subjects from English, and occasionally other languages, and revise 

the work performed by other translators. 

* Supervise the functioning of the Section’s roster of temporary personnel and 
“propose necessary recruitment action; resolve technological, conceptual and 
1) linguistic problems presented by translators/revisers; organize linguistic research and 
| the preparation of glossaries, technical vocabularies and related reference material. 

© Respond to in-house enquiries and accordingly | tine advice and guidance 

“elated to the Arabic language; evaluate the professional performance of the 
“Section’s personnel. 

+ Perform other related duties as required. 

Qualifications and Experience: University degree or equivalent in languages, law, 
economics, agriculture, philosophy and literature, and other relevant disciplines. 
Minimum 7 years’ translation experience, at least 4 of which should have been 
gained in international organizations preferably within the United Nations Common 

ystem. Demonstrated - to translate and self-revise complex technical texts so 
that the Arabic version is in all senses the equivalent of the original. Familiarity with 
technical terminology related to economics and agriculture. Ability to supervise, to 

vork rapidly and accurately under pressure for extended periods, and to work 
harmoniously with people. of diverse nationalities and cultures. Arabic mother 
tongue, with excellent know! of English. Knowledge of other languages 
articularly Spanish and/or French an advantage. 


Net Salary Range from USD 46 445 to USD 85 985 per annum plus post 
“adjustment and United Nations benefits package. 
-Please send application to Personnel Division no later than 02 July 2001. For more 
details please visit our web site at www. ifad.org 
ement 
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POPULATION INFORMATION EXPERT 
ESCAP, BANGKOK 


The United Nations Econemic and Social Commission for Asia and the Pacific 


(ESCAP), is inviting applications for the above mentioned post from well qualified 
candidates. The incumbent's duties mainly involve planning and implementing 
population publications programme; preparing press-kits and press releases; 
organizing exhibitions; providing technical advisory services to the developing 
countries in the region on generation, dissemation and communication of 
population information; and conducting training courses on repackaging of 
information. (Please see full text of the vacancy announcement in the ESCAP 
Website <www.unescap.org>.) 


Requirements: University degree in journalism, communications, social sciences or 
humanities, with 10-15 years extensive experience in writing, editing and producing 
both scholarly and general-interest publications, production of advocacy and IEC 
materials, preferably in the field of. population. Knowledge of information 
technology such as desktop publishing and. graphics software desirable. Fluency in 


spoken and written English is essential. Additional knowledge of other UN official 
languages would be desirable. 


| Remuneration: Depending on professional background and experience, annual net 
| salary (including post adjustment) from US$55,180 (without dependants) and 


US$59,255 (with dependants) plus a number of additional benefits. Initially one- 
year appointment with possibility of extension. 


Qualified women are encouraged to apply. 


Applications with full curriculum vitae and references should be sent to Chief, 
Personnel Services Section, Division of Administration, ESCAP, United Nations 
Building, Rajdamnem Avenue, Bangkok 10200. Thailand. Fax: (66 2) 288-1045 or 
288-1000. Internet address: <escap_personnel_services@un.org>. 


Please refer to <http://www.un.org/Depts/OHRM/guidenew.htm> for guidelines | 
for preparation of resume. 


Due to volume of applications, only candidates under positive consideration will be 
informed of the outcome. 


Closing date for receipt of applications : 30 June 2001. 














The World Bank is seeking two economists to join the Economic Policy and Prospects Group (EPPG) and to serve as part of its management team. EPPG provides information, analysis _ 
and advice on the impact of trends in the world economy on developing countries, develops and documents the Bank's views on the state of the world economy, and produces two of the- ff 
Bank's leading publications — Global Economic Prospects (GEP) and Global Development Finance (GDF). EPPG staff heip guide the Bank's operational and policy work in the areas of © 
macroeconomic management and pro-poor growth. EPPG also leads on trade policy issues, important both for the Bank’s advisory work for governments, and for its role in debates on ` 


global economic policy. 


The Manager. international Finance will lead the Intemational Finance team, which is responsible for monitoring and analysis of international capital flows. 


` Specific responsibilities include: 


serving as Task Manager/Supervisor for GDF and providing written contributions to GDF and GEP that reflect conclusions of the economic literature as they apply to policy issues 


in Managing financial integration; 


analyzing recent events and long-term trends in capital flows to developing countries, with particular attention to the determinants of the volume and terms on portfolio flows and 
bank lending, the implications of volatility in capital flows, the determinants and impact of foreign direct investment, and the relationship between capital flows and growth: 
monitoring events in international financial markets and the developing countries; briefing senior management on related trends and policy issues: 

leading the Group's efforts to establish a database on capital flows to developing countries and to produce forecasts of capital flows: 

leading the Group's efforts to advise the operational regions on country policies related to global financial integration; working as part of the Managing Volatility Thematic Group to 


promote best practice in managing financial integration across the Bank’s client base; 


strengthening EPPG's ties to market participants through nurturing contacts, organizing seminars and conferences, and active dissemination of the team’s findings. 


|. Selection Criteria: 


advanced degree in economics and/or finance, Ph.D. preterred. A track record of publications in international finance is highly desirable, 
high-level skills, substantial experience, and recognized expertise in international finance and macroeconomics, with particular focus on investing in emerging markets. 


1- The Economic Advisor will assist the Director in building on the connections between the Group's country-policy focus in areas such as macroeconomic management, long run growth, 
international trade and international financial integration, and its focus on international trends in global macroeconomic outlook, trade, commodities and finance, and issues of global public 


; P “policy. Expected duties include: 


contributing to the Global Economics Prospects and Global Development Finance reports: 

working with the Group's managers on implementation of new instruments in the area of integrative country studies: 

participating in selected tasks associated with quality assurance and lead on/participate in projects entailing cross-unit collaboration; 
contributing to the Group’s efforts to advise the Regions on issues related to global integration. 


. |. Selection Criteria: 


advanced degree in economics, Ph.D. preferred; Broad knowledge of international macroeconomics/finance and trade; 
recognized credentials as a research economist with a strong publications track record and/or strong field experience in applied analysis and policy dialogue. 


ae as = 


private sector or development policy experience in at least two developing regions highly desirable; 

excellent written and verbal communications skills; ability to communicate ideas effectively and to write quickly and clearly under pressure; knowledge of other languages. a plus; 
demonstrated ability to manage and work within a team and inspire teamwork, while setting standards and exercising hands-on quality control; strong interpersonal skills and 
demonstrated track record of working in a team environment with multiple priorities and tight deadlines: proven ability to work harmoniously in teams as a leader, where appropriate, 


and as a team member, especially of the management team. 


Women are especially encouraged to apply. The World Bank offers an internationally competitive compensation package including expatriate benefits. Qualified candidates should send 


; detailed curriculum vitae, including a list of publications and other written work of which they are the primary author, by two weeks after the issue date, to 
Sa World Bank, HRSN4, 1818 H Street, N.W., Room MC4-368, Washington, D.C. 20433; Fax (202) 522-2230; e-mail globaltrends @ worldbank.org. 
Due to the volume of applications, we regret we are only able to contact short-listed candidates. NO PHONE CALLS, PLEASE. 
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Looking for accurate and insightful data to underpin your global business planning? EIU DataServices 
r supports your decision-making processes, from investing in new markets and sizing up growth potential 
to drawing up business plans and analysing risks. 


EIU CountryData is a powerful database of economic indicators and forecasts. EIU CountryData gives you access 
to more than 270 economic series on 117 countries and 40 regional aggregates, from 1980 to 2005. You can also 
find concise text summaries of the ElU's short-term political and economic forecasts on 181 countries. With EIU 


CountryData on your desktop, you have a flexible database that will save you hours of number-crunching. 


EIU CountrylIndicators is the strategic planning tool you have been waiting for. This service covers 60 major 
markets, with historic and forecast data on industries, demographics, consumption, average wages, income levels, 

r market size, infrastructure and the business environment. Containing 250 series, it gives you an invaluable picture of 
country market size and growth potential. 


EIU CityData provides you with up-to-date business pricing information on 160 products and services across 123 
cities in 79 countries. Prices range from the cost of an average business trip to the charge for office rents, allowing 
you to benchmark your pricing policies and plan your budgets. 


You can select specific data from each database, buy a subscription to each product individually or bundle them all 
together and receive a package discount. If you buy a new subscription to any of the EIU DataServices products 
« before July 31st 2001, you will receive a 10% discount off the regular subscription price. 









Apply fora FREE triaito EIU DataServices 


contact Amy Ha at (852) 2585 3827 or send an email to amyha@economist.com ‘The Reonomiat. 
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Commerzbank’s 
international banking and finance 
capabilities in perspective 
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focused on Europe? 
Call in the experts from Commerzbank. 


As the requirements for value-driven investment 
banking accelerate, you can count on the resource- 
fulness, speed and creativity of the Commerzbank 
Group. 


With a clear focus on Europe, Commerzbank delivers 
customized financial solutions covering equities, 
bonds, derivatives, and M&A transactions. We 


EXCELLENCE IN RESEARCH 


combine capital markets, sales, trading, and research 
operations into effective, fully integrated packages — 
drawing on the extensive service capacities of 
specialized units throughout the Group. 


Beyond Europe, we concentrate our activities in 
New York, Singapore, and Tokyo to meet European 
clients needs. 


An integral part of Commerzbank’'s international experience built up over 130 years is the excellence 


of the Group's research. Both the quality and scope of our research is recognized by policy makers, the business and financial community 


and the press around the world. For more information about Commerzbank's broad research capabilities, just contact us in Frankfurt 
(volkswirtschaft@commerzbank.com), London (comsec@commerzbankib.com), Prague (research@ccme.cz), New York (cbmailbox@cbkna.com), 
Singapore (Fax +65 225 39 43), or Tokyo (cbkjapan@gol.com). Or visit our website: www.commerzbank.com 





COMMERZBANK W 


Commerzbank AG is regulated by SFA for the conduct of investment business in the UK 


In an age without heroes 


America’s defence policy is under review. There are new ideas in plenty, but also 


plenty of obstacles to reform 


N MAY 25th, when President George 

Bush addressed the sailors and ma- 
rines on Commencement Day at Annapo 
lis, his tone veered between high emotion 
and light-hearted banter. He lauded the 
courage of an Annapolis graduate of half a 
century earlier who won the Navy Cross 
by leading a platoon behind enemy lines 
in Korea, and he drew cheers by absolving 
any midshipmen who had been punished 
for minor acts of misconduct. 

But amid all the good humour, the pres 
ident reminded the budding officers—and 
above all, their commanders—that a sea 
change in American defence thinking is in 
progress, with potentially enormous con- 
sequences for the jealously guarded inde- 
pendence of institutions like the navy and 
the marine corps, and perhaps for the tra 
dition of heroism which they embody. 

In language that might have been cop- 
ied verbatim from America’s more radical 
military strategists, he called for a “future 
force that is defined less by size and more 
by mobility and swiftness, one that relies 


more heavily on stealth, precision weap- 
onry and information technologies.” But 
perhaps his most telling statement was the 
preceding one: advances in defence tech- 
nology must be used “to keep the peace by 
redefining war on our terms”. 

This was the nearest thing so far to a 
manifesto for the searching review that 
has been going on in deep secrecy at the 
Defence Department, under the steward- 
ship of Donald Rumsfeld. While saying lit- 
tle in public, the defence secretary— 
credited by one ex-colleague with “a level 
of political cunning worthy of medieval It- 
aly”—has been overseeing the work of 20 
or so panels, each with a brief to review 
some aspect of military policy. 

The most important, apparently, is a 
group of brain-stormers headed by An- 
drew Marshall, an unassuming near-octo- 
genarian whose refusal to be captured by 
any interest group has given him a for- 
midable reputation for independent 
thinking. Having spotted the Soviet de- 
cline earlier than many other defence spe- 





cialists, Mr Marshall apparently believes 
that the Asia-Pacific region, rather than Eu- 
rope, will increasingly be the focus of 
American worries about security. In a re 
port he helped to write in 1999, he argued 
that China, whether weak or strong, is 
likely to pose a growing challenge to the 
United States over the next 25 years—and 
that Japan, and possibly a united Korea, 
may become reluctant to play host to 
American bases. 

As for the broader review, one of the 
few conclusions to have leaked out is that 
the Pentagon should drop or modify its 
stated goal of readiness to fight two re- 
gional wars at almost the same time. In de- 
fence politics, this decade-old rule of 
thumb has become a token of conserva 
tism; so willingness to abandon it suggests 
that radical change is afoot. But is there 
really any need, in the immediate future, 
for the United States to redefine the terms 
of war, when it is already well placed to 
prevail in almost any sort of engagement? 

Outsiders cannot easily understand 
why the first months of a Pentagon- 
friendly Republican administration 
should be a time of hand-wringing and 
squabbles for the defence establishment. 
With more than $1 billion a day to spend, 
the Pentagon's budget dwarfs those of any 
of America’s allies or antagonists. Expen- 
diture on defence research alone is four 
times the combined European total. Amer- 
ica’s lead in the use of sensors and tele- 


> coms is so wide, and growing, that one of 
its biggest problems is stooping low 
enough to fight alongside its crudely- 
armed allies. 

But as Mr Rumsfeld’s panels are no 
doubt reflecting, the aftermath of the cold 
war has brought plenty of warnings that 
America, for all its might, has a soft un- 
derbelly which a broad range of enemies 
might be tempted to attack. It has also 
pointed up a mismatch between the thou- 
sands of ships, tanks and fighter aircraft 
that America now deploys and the sort of 
enemy it may face—which may be increas- 
ingly primitive, increasingly sophisticated, 
or a bizarre mixture of both. 


The vulnerable giant 

Take the problem of access to the battle- 
field. Although there is little doubt that 
American expeditionary forces, once de- 
ployed, could devastate almost any foe, 
there are real worries about their ability to 
gain entry to the theatre of war. An adver- 
sary with only a fraction of America’s fire- 
power could make it impossible to use 
bases or ports by attacking them with 
crude ballistic or cruise missiles or stealthy 
submarines. Rapid advances in the sci- 
ences of surveillance, guidance and pro- 
pulsion have given America its lead; but 
those developments may be turned 
against America in the medium term. 

After its high-tech bombing of Iraq and 
Serbia, the American air force could argue 
that the United States had found a way of 
curbing trouble-makers at relatively little 
cost to itself or risk to its own forces. But 
whatever its merits, that technique cannot 
avert humanitarian disasters or fine-tune 
political developments on the ground. It 
also works best against a well-organised 
state that can be induced to sign a peace 
treaty and implement it; and one that ei- 
ther does not have, or chooses not to use, 
non-conventional weapons. Future foes 
may not be so obliging. 

In any event, whatever the United 
States does, other sorts of enemies—the So- 
mali warlords, for example, who turned 
on America’s peacekeepers in Mogadishu 
in 1993, or Osama bin Laden, a militant 
Saudi, four of whose followers have just 
been convicted of attacks on American 
embassies in 1998—will be making their 
own attempts to “redefine war” in ways 
that exploit America’s weaknesses. 

These include the aversion of its elec- 
torate to unnecessary casualties. Espe- 
cially since the televised humiliation of 
their soldiers in the streets of Somalia, 
Americans increasingly feel that their 
troops should not be putin harm’s way un- 
less America’s vital interests are at stake. 
Both among ordinary folk and policymak- 
ing professionals, the sense has grown that 
in a world full of unpredictable foes and 
unreliable allies, the best hope for Ameri- 
can security lies in a stronger emphasis on 


homeland defence. Taken to its logical con- 
clusion, this could mean sharply reducing 
foreign bases and deployments—which 
may be a needless source of vulnerabil- 
ity—and hunkering down in the United 
States’ own territory, while using technol- 
ogy to keep it safe. 

Whatever the strategic case for and 
against, the Bush administration’s plan for 
multi-layered anti-missile defences—on 
land, sea, air and perhaps eventually in 
space—draws moral support from this sen- 
timent. As Colin Powell, the secretary of 
state, found at a NATO meeting in Buda- 
pest this week, America has yet to per- 
suade some of its allies of the urgency of 
the rogue missile threat. But among the 
keenest backers of homeland defence pol- 
icy, the fecklessness of allies is yet another 
reason to put America’s needs first. 

That sentiment may grow if there is any 
fresh attempt by terrorists to attack targets 
on American soil. As well as high sensitiv- 
ity to body-bags, another source of Ameri- 
can vulnerability is believed to lie in the 
very openness of its economy and society, 
which makes it all too easy for determined 
fanatics, with or without the help of a 
rogue state, to mount a deadly attack on its 
territory—though in fact America has suf- 
fered less from terrorism at home than 
most rich countries. On May 8th, it was an- 
nounced that Vice-President Dick Cheney 
would make a renewed effort to co-ordi- 
nate all the government agencies involved 
in responding to terrorism. This may be as 
big a landmark in security policy as any- 
thing happening at the Pentagon. 

With more than one Achilles heel, it is 
certainly understandable that America’s 
military planners should look for ways to 
profit from their own comparative advan- 
tages, including deep pockets and techno- 





Expensive and necessary 


logical prowess, as long as they last. In this 
spirit, Mr Rumsfeld has already made it 
clear that he intends to give greater priority 
to military activities in space: an area 
where America clearly enjoys overwhelm- 
ing dominance at the moment, and can 
probably extend its lead, but may face 
competition in a decade's time. 

Although the idea of space-to-earth 
strikes with deadly lasers will remain, for 
the time being, in the realm of science fic- 
tion, America’s armed forces will certainly 
rely more and more on guidance from 
space for the conduct of conventional war. 
And as part of Mr Bush’s plan for multiple 
anti-missile defence, there may be a re- 
vival of his father’s concept of space-based 
interceptors known as Brilliant Pebbles. 
“That would be America’s way of playing 
to its own strengths,” says Jeremy Stocker, 
a British missile-watcher. 

But to what extent can technology, 
however brilliant, be a substitute for the 
true grit that is cultivated at institutions 
like Annapolis? Edward Luttwak, a scholar 
at the Centre for Strategic and Interna- 
tional Studies, reckons the Defence De- 
partment should face up squarely to the 
“post-heroic” age, in which comfortable 
western city-dwellers refuse to sacrifice 
their children in wars. 

The logical implication, he would ar- 
gue, is that the Pentagon should cut its con- 
ventional force  structure—its army 
divisions, carrier groups and tactical 
fighter aircraft—and rely more on long- 
range bombers, missiles and information 
systems. For the occasional circumstance 
when a hard military task needs to be car- 
ried out at close quarters, America should 
maintain special forces; but they should be 
used quite sparingly. 


Hard budget choices 

One reason, then, for self-examination in 
America’s defence world is a shift in the in- 
ternational climate and the emergence of 
new potential threats; another is a shift in 
American opinion. But even if none of 
these was changing, Mr Rumsfeld’s Penta- 
gon would still be facing some difficult, 
and inevitable, budgetary choices. 

The Clinton administration’s approach 
to defence often seemed to involve a deter- 
mination to keep everybody happy. It 
faced conflicting pressures from the ser- 
vices (army, air force, navy and marines), 
each of which had its pet arms projects; 
from its accountants, struggling to balance 
even so gigantic a budget; and from its al- 
lies and foreign-policy managers, who 
wanted to use America’s forces in an in- 
creasing number of small operations, from 
Haiti to Bosnia. Any attempt to trim the 
force structure—a full-time army of nearly 
500,000, a dozen aircraft carriers and so 
on—was blocked by the services. And be- 
cause every military depot sits in some 
congressman’s district, it has proved diffi- »» 
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A, the power of e-business. It has redefined 
geography and enabled new relationships 
with an entirely new cost structure. And now, 
the second wave is here. To get ahead, you 
have to tap into brand new marketplaces 
Cap Gemini Ernst & Young can take your 
e-business farther. We will help you compete 


on a variety of new frontiers, such as digital 
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marketplaces, extended enterprises and 
peer-to-peer applications. If your company 
is not there, where exactly is it? 

As one of the top alobal management 
and IT firms, we are the world leader in 


developing and implementing digital! 








marketplaces for leading sectors, such as 
automotive, energy, financial services, 
aerospace and life sciences. In fact, Gartner, 
a top research and advisory firm, lists 
Cap Gemini Ernst & Young as a leader in IT 
Strategy, planning and architecture services? 
The opportunities to create are out there, 


but are you listening to the right ones? 
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> cult to save money by cutting the number 
of bases, although the Pentagon reckons it 
has nearly 25% more than it needs. 

The Clinton team found itself strug- 
gling to satisfy these groups out of a bud- 
get which, though rising slowly, was well 
below the cold-war peak. Inevitably, 
many were not satisfied. Some critics al- 
leged that petty peacekeeping, notably in 
the Balkans, was eroding the readiness of 
the army to fight big wars, although this 
has been challenged in recent weeks by 
Charles Moskos, an influential military so- 
ciologist. Others argued that the Pentagon 
was maintaining a bare minimum of 
readiness by raiding a pool of money that 
should have been used to modernise the 
arsenal. In order to keep the services 
happy, President Bill Clinton agreed to buy 
a dozen new kinds of “platform"—the ge- 
neric term for ships, tanks or anything on 
which weapons and sensors are mounted 
—but the Pentagon is only in the early 
Stages of paying for them. 

For several reasons, the Bush adminis- 
tration cannot carry on down this path. 
After the “procurement holiday” of the 
past decade—as weapons ordered during 
the cold war came into service—the aver- 
age age of America’s military hardware 
will rise sharply over the next decade. That 
will make it more expensive to maintain, 
especially if it is being used frequently. So 
if America’s conventional forces are to pre- 
serve anything like their present structure, 
it will be hard to avoid spending hundreds 
of billions of dollars on new platforms. 

Which ones? Some argue that the com- 
ing generation of fighter aircraft does not 
have a long enough range to be much use 
for conflict in the Pacific, the world’s largest 
ocean; others, like Michael O’Hanlon of 
the Brookings Institution, reckon the cur- 
rent mix of weapons, with its aircraft carri- 
ers and attack submarines, is well adapted 
for a time of rising tension there. Either 
way, the money may soon run out. 

Defenders of the current procurement 
plan will no doubt argue that, in some 
cases, buying state-of-the-art weapons is 
no more expensive than reordering old 
models. But the money to replace the exist- 
ing fleet, with old weapons or new, will 
not be there—unless the budget is sharply 
increased or the force structure sharply 
cut. Mr O’Hanlon reckons that the Penta- 
gon’s budget will have to rise by $50 bil- 
lion a year over the next decade simply to 
pay for arms already ordered and to keep 
America’s forces at their present size. 

So there are strong pressures, as Mr 
Rumsfeld’s panels are discovering, to axe 
some procurement programmes or else 
make deep cuts in force structure—both for 
the sake of good housekeeping, and to lib- 
erate money for innovation. But that is 
where the difficulties begin. Each of the 
proposed new platforms has its own 
lobby and its own well-argued case. 


The Economist June 2nd 2001 





More likely to be seen in the Pacific from now on 


Take the Joint Strike Fighter aircraft 
(JSF), so stealthy that on a radar it seems to 
be no bigger than a golf ball, whose total 
price tag of more than $200 billion makes 
it the most costly arms-procurement pro- 
gramme ever. Its production run is in- 
tended to be vast, making the unit price 
sensibly low; and those allies, including 
Britain, who have earmarked money for 
the aircrafts development would be furi- 
ous if it were cancelled. The F-22, another 
plane competing for defence dollars— 
about $62 billion of them—is even more 
elusive; on radar screens, it looks as tiny as 
a marble. Its role as an air-defence fighter 
may be hard to justify in post-cold-war 
conditions, but the air force, having spent 
billions of dollars on it already, will be an- 
gry if this investment is wasted. 


A tough slog ahead 
For better or worse, Mr Rumsfeld has ex- 
cluded the interest-groups that usually 
make defence policy—congressional com- 
mittees, service chiefs and contractors— 
from his deliberations. This has helped to 
shield his strategic review from defenders 
of the status quo, but has also left him with 
few friends for the hard struggle (extend- 
ing well beyond the administration's term) 
of forcing reform through Congress. 

Independent defence-watchers reckon 
real reform is impossible unless there is 
some change in the way weapon-building 
programmes are conceived and executed. 
At the moment, rivalry between the ser- 
vices distorts the procurement process. 
The jsF, for example, may lose out in the 
end because it is not the favoured child of 
any particular service; it commands less 
support than, say, the F-22, which is be- 
loved by the air force, or the Super Hornet, 
the navy’s favourite aircraft. 

What can Mr Rumsfeld do about this? 
He could abandon his hugely expensive 
hopes for missile defences—but he will 


not. Instead, as his appointments at the 
Pentagon suggest, he will try to curb inter- 
service bickering. As procurement chief, 
and as political master of each of the ser- 
vices, he has named people who share his 
belief in, and experience of, applying the 
principles of private business to govern- 
ment. And anew management committee 
(all those officials plus Mr Rumsfeld and 
his deputy, Paul Wolfowitz) will aim to co- 
ordinate procurement in a way that reflects 
America’s broad military needs. Business 
Executives for National Security, a lobby 
group that has long campaigned for pro- 
curement reform, says change for the bet- 
ter may at last be in prospect. 

But Mr Rumsfeld cannot alter the fact 
that, in arms procurement, the Pentagon 
proposes and Congress disposes. Every 
line of his plans will be picked over by leg- 
islators. Only if the administration can 
seize the political initiative by laying out 
some compelling strategic vision will it 
have any hope of facing down the lobbies 
and imposing real change. 

The most honest thing Mr Bush could 
say is that, in a globalising world, there is 
no neat distinction between the security 
of the homeland and the defence of Amer- 
ican interests—with diplomacy as well as 
cold steel—around the world. The erection 
of an anti-missile shield over America’s 
territory may or may not be a pipe-dream, 
but the need to protect overseas bases 
from crude rockets is pressing and real. 

As for hunkering down at home, that is 
a short-term expedient at best. Overseas 
bases are not just a target for terrorists, but 
a token of America’s willingness to engage 
in the world and share burdens with allies. 
Nor, Mr Bush might add, will any technol- 
ogy entirely eliminate the need for the 
heroism, flair and calculated risk that was 
exemplified by John Paul Jones, the foun- 
der of the American navy, who lies buried 
at Annapolis. m 


21a 


Me 


JAKARTA 


—————— — m -_ — 


gawati makes her move 


Parliament has called for an impeachment session by early August, but 
Abdurrahman Wahid’s presidency is already finished 


OME time in the next two months, Me- 

gawati Sukarnoputri will complete her 
takeover of Indonesia’s government. If 
any doubts about her intentions re- 
mained, she squashed them this week by 
refusing to discuss a compromise with Ab- 
durrahman Wahid, the current president, 
before a parliamentary vote on his future. 
Instead, Miss Megawati’s Indonesian 
Democratic Party (pp1-p) led the charge on 
May 30th, as parliament voted by 365 to 
four to press ahead with its impeachment 
drive against Mr Wahid. Members of Mr 
Wahid's own party walked out before the 
vote, and others abstained. 

The parliamentary vote paves the way 
for a special session, starting on August 1st, 
of the same People’s Consultative Assem- 
bly (MPR) that handed Mr Wahid the presi- 
dency 19 months ago. It is Indonesia’s 
supreme body, being a presidential elec- 
toral college and the constitution’s inter- 
preter rolled into one. Since parliament's 
500 members are much the largest compo- 
nent of the 700-member MPR, if Mr Wahid 
holds out to the last, he will surely be un- 
seated. And then, as vice-president, Miss 
Megawati will take over. 

No doubt more offers, counter-offers, 
refusals and denials will follow in the next 


few days and weeks. But none of that will 
prevent Miss Megawati's ascent to power. 
Instead, only three issues—all closely re- 
lated—remain undecided. Will Miss Mega- 
wati formally become “president”, or 
accept some other term to describe her 
new role as head of government, leaving 
Mr Wahid with an empty title? Will Mr 
Wahid resist to the end of the road, or ac- 
cept a less humiliating exit? And will the 
violence that occurs so often in Indonesia 
spin out of control? 

Those questions remain unanswered 
because Mr Wahid remains the only per- 
son in Jakarta who has not yet understood 
that the game is up. As parliament met this 
week, he continued to defend himself as 
though someone mightstill be listening. In 
a letter to parliament before the vote, he re- 
sponded to its previous censures by com- 
plaining that it had “failed to specify what 
pledge of office has been violated”. This 
was a fair point, since the corruption 
probes that triggered the impeachment 
process found no evidence that he had per- 
sonally benefited from a pair of multi- 
million-dollar scandals. But parliament 
did not care. 

Since Indonesia's political system is 
nominally presidential, though in practice 
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a bit of a hybrid, parliament is using the 
language of impeachment to dump Mr 
Wahid in what is in some ways closer to a 
vote of no confidence. His parliamentary 
critics have been taking care to mask this 
fact by accusing him, rather vaguely, of 
failing to uphold the constitution or fight 
corruption. As they have realised that 
nothing can stop them, however, they 
have grown franker. 

Akbar Tandjung, parliament's speaker 
and head of its biggest party after the 
PDI-P, said this week that Mr Wahid is be- 
ing impeached for his “performance, atti- 
tude and policies”. Another Mp who 
helped draft the charges admits that “we 
tried to make it as general as possible to 
make it as difficult as possible for the guy to 
escape...Whatever accountability speech 
he makes, he won't pass.” 

Mr Wahid has no remaining author- 
ity—political, executive or moral—with 
which to fight back. His National Awaken- 
ing Party controls only 10% of parliament's 
seats. He has done nothing to restart the 
economy, tackle corruption or give Indo- 
nesians a reason to feel secure about their 
future. Even worse, as the impeachment 
process has enveloped him, he has be- 
haved more like a tottering tyrant than as 
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> the pluralist democrat he once appeared to 
be. He frequently hints that thousands of 
his loyal supporters will riot if he is re- 
moved. This week, they went on the ram- 
page in east Java, and tried to invade 
parliament while it was in session. 
Although he has never quite said it out- 
right, Mr Wahid has also flirted with the 
idea of invoking emergency powers. The 
strongest defence that his supporters can 
offer is that he does not mean what he says 
and that he expects people to ignore him: 
hardly the hallmark of a good president. 
As a result, Mr Wahid’s main accom- 
plishment this year has been to make In- 
donesia’s armed forces seem patriotic. The 
generals are already delighted that Miss 
Megawati will take power. She is a staunch 
nationalist and will probably do little to 
hold them accountable for violent crimes 
or corruption. Yet Mr Wahid has given 
them a bonus. Every time a civil emer- 


Kidnapping in the Philippines 
No more ransoms 


MANILA 


President Arroyo takes a tough line 


ST when President Gloria Arroyo was 

looking forward to a spell of relative 
peace and quiet in which to concentrate 
on reinvigorating the Philippines’ slug- 
gish economy, kidnappers from the 
notorious Abu Sayyaf group struck 
again. On May 27th they abducted 20 
people, including three Americans, from 
a holiday resort on the western island of 
Palawan. Although the hostage-takers 
made no immediate demands, the gov- 
ernment suspects that they simply want 
money. It dismisses the Abu Sayyaf’s as- 
sertion that it is fighting for indepen- 
dence for the Muslim minority in this 
predominantly Christian country. 

Mrs Arroyo ruled out either negotia- 
tions or a ransom. She warned the kid- 
nappers to free their hostages uncond- 
itionally and surrender, or die in a hail 
of bullets. The Abu Sayyaf threatened to 
kill their hostages if the armed forces at- 
tacked. Days after the kidnapping, 
however, the army was still searching 
for the captors and their victims. 

Mrs Arroyo’s aggressive approach is 
clearly intended to correct the policy of 
her predecessor, Joseph Estrada, in han- 
dling the Abu Sayyaf’s kidnapping spree 
last year. Millions of dollars were paid to 
the guerrillas in exchange for the free- 
dom of some of the dozens of Filipino 
and foreign hostages the group had 
taken. But Mrs Arroyo’s decision to 
adopt the military option is risky. While 
stressing that the safety of the hostages 
was the priority, a military spokesman 
admitted there could be casualties. 





gency looms, the generals have a chance to 
declare that it would be undemocratic and 
disloyal to the Indonesian people to carry 
out an order to enforce it—as much as they 
would like to help the president. Indeed, in 
a recent poll Mr Wahid was judged less 
popular than ex-President Suharto, the au- 
tocrat who suppressed and plundered the 
country for three decades. 

With Mr Wahid so weakened, Miss Me- 
gawati can afford to dictate terms. After 
this week’s vote, any graceful exit she of- 
fers him will be seen as a show of mercy. 
She has reasons to try. By keeping Mr Wa- 
hid as a figurehead, she could deflect some 
of the fire she will no doubt draw upon as- 
suming power. It might also pacify Mr Wa- 
hid’s supporters, thus making her trans- 
ition more stable. But if Mr Wahid refuses a 
deal, Miss Megawati seems to have few 
qualms about using Indonesia’s new ulti- 
mate weapon: parliament. W 
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The abductions are sure to do further 
damage to the tourism industry, already 
battered by last year’s kidnappings. And 
they are another distraction for Mrs Ar- 
royo in her efforts to repair the damage 
done to the economy by the resurgence 
of corruption and crony capitalism un- 
der Mr Estrada. 

Mr Estrada was deposed in January 
by a peaceful, popular uprising. But po- 
litical violence erupted this month when 
thousands of Mr Estrada's supporters 
attempted, unsuccessfully, to storm the 
presidential palace. In the subsequent 
elections to Congress Mrs Arroyo's gov- 
erning coalition appears to have failed to 
win the outright control necessary to 
push through her programme of econ- 
omic reform. The last thing the president 
needs now is further growth in the kid- 
napping industry. 





Nuclear power in Japan 


A pox on MOX 


TOKYO 
Kariwa’s voters rebel against a new fuel 


T Japanese never used to be this awk- 
ward. On May 27th the residents of the 
village of Kariwa on the Japan Sea coast 
voted in a referendum against the use of 
MOX, a new type of fuel, in the local nu- 
clear power plant, the world’s largest. The 
village’s mayor put the project on hold, ata 
stroke imperilling Japan’s multi-billion 
dollar plans to use plutonium in as many 
as 18 of the country’s 51 nuclear reactors. 

The residents of Kariwa were not the 
first to rebel against MOX, a mixture of plu- 
tonium and uranium oxides. In February 
Eisaku Sato, the governor of neighbouring 
Fukushima prefecture, said he would not 
allow its use in a local power plant, citing 
safety fears. A third project, in Fukui prefec- 
ture, has run into the sand after revelations 
in 1999 that workers at British Nuclear Fu- 
els, which made the mox fuel rods, had 
bypassed inspection procedures and falsi- 
fied data on batches of fuel bound for the 
Japanese plant. 

Plutonium seduced Japan’s central 
planners because, unlike conventional 
uranium fuel, it can be extracted from 
spent nuclear fuel, again and again. This 
“nuclear cycle” promised to reduce Japan's 
dependence on energy imports, notably 
oil from the Middle East. Besides using plu- 
tonium in MOX fuel—which can be used in 
ordinary nuclear reactors—Japan also 
clings to plans to introduce fast-breeder re- 
actors, which run on a mixture of pluto- 
nium and highly-enriched uranium. 

Both plutonium and highly-enriched 
uranium are much harder to handle safely 
than conventional uranium fuel. This pro- 
blem has already caused several accidents, 
including a runaway chain reaction at a 
plant 100km (62 miles) north-east of To- 
kyo in 1999 that killed two people. The rest 
of the developed world has abandoned 
fast-breeder reactors and the sort of MOX 
programme that Japan is trying to intro- 
duce. But the Japanese government is still 
pouring tens of billions of dollars into its 
plutonium programme. 

Japan has so far sent its spent nuclear 
fuel to Europe, where 30 tonnes of sepa- 
rated plutonium are now awaiting ship- 
ment back home. Meanwhile, Japan has 
started building its own reprocessing 
plant, at a cost of ¥2.14 trillion ($18 billion). 
This plant will produce an extra five 
tonnes of plutonium a year when it opens 
in 2005. By that time, thanks to the Euro- 
pean contracts, Japan will be sitting on 


more than 50 tonnes of plutonium, if its » 
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MOX programme remains stalled. That 
seems more and more likely because, 
along with the safety and proliferation 
worries, comes plutonium’s appalling eco- 
nomics. Reprocessed plutonium is up to 32 
times as expensive as conventional ura- 
nium fuel. This did not matter so long as Ja- 
pan’s ten regional power companies 
enjoyed local monopolies: customers 
would have had to foot the bill. But de- 
regulation has already brought compe- 
tition to the wholesale electricity market, 
and the retail market may follow. So the 
power companies have privately wel- 
comed the public hostility to Mox fuel, 
promising not to introduce it against the 
wishes of local residents. Yet if they do 
abandon MOx, Japan will be left sitting on 
enough plutonium to make several hun- 
dred nuclear warheads. Partly for this rea- 
son, goes the government's curious logic, 
the use of Mox must proceed. m 


Climbing Mount Everest 


No room at the top 


KATMANDU 
Congestion is causing dangers on the 
world’s highest mountain 


ROWD control could soon become a 
crucial skill for climbers on Mount Ev- 
erest, as important as physical strength or 
watching the weather. In a single day last 
week, nearly 40 people reached the top of 
the world—a record. Reports sent by satel- 
lite telephone from base camp spoke of 
queues at precarious ridges and jostling as 
people passed each other in the final dash 
for the 8,848 metre (29,028 ft) summit. 
More traditional mountaineers sneer at 
the circus atmosphere surrounding Ever- 
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estin recent years, and there are warnings 
that the crowds are making the mountain 
more dangerous. Overcrowding has al- 
ready taken its toll. In 1996, 14 died on the 
mountain when the members of several 
expeditions were trapped at high altitudes 
by sudden snowstorms. Bad weather in 
early May led to this year’s gridlock on the 
summit ridge, but casualties, luckily, were 
light. Just four climbers died, including a 
Nepali Sherpa who had made 11 previous 
successful ascents. 

Traditionalists are also worried about 
the growing tendency of expeditions to set 
records and achieve “firsts”, rather than 
simply climb the mountain. This year’s 
crop of summiteers included the oldest 
man, 64-year-old Sherman Bull from 
Connecticut, and the youngest: 16-year- 
old Temba Tsheri Sherpa of Nepal. An 
American with only one arm was on the 
mountain this year; an Indian with no legs 
also tried but to no avail. In the most spec- 
tacular feat, Erik Weihenmeyer, an Ameri- 
can, became the first blind person to reach 
the top of the world. His fellow climbers 
stayed in front of him on the way up, de- 
scribing the terrain and ringing bells. 

Nepal views Mount Everest as some- 
thing of a cash cow; the government 
charges expeditions a minimum of 
$70,000. That is probably why officials in 
Katmandu are pooh-poohing concerns 
about overcrowding and talking about 
even more climbers coming next year. But 
a celebration of the 48th anniversary of 
the first conquest of Everest, by Sir 
Edmund Hillary and Sherpa Tenzing Nor- 
gay, was cancelled after violent strikes, 
called by the Communist opposition. Re- 
turning climbers who thought their chal- 
lenge was over had to walk from hotel to 
airport so they could fly home to the usual 
triumphal welcome. Tumultuous Nepali 
politics, it seems, could be just the crowd- 
control measure that Everest needs. @ 
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Income distribution in China 
To each according 
to his abilities 


BEIJING 
Market reforms mean that China is 
becoming more unequal 


66 T ET some people get rich first,” was the 
famous instruction of Deng Xiao- 
ping, as China struggled to throw off the 
shackles of Maoist egalitarianism. Yet the 
widening gap between rich and poor, and 
between urban and rural people, is worry- 
ing officials, who increasingly fear that it 
poses a threat to China’s social stability. 

A correspondent for the Communist 
Party mouthpiece, the People’s Daily, 
broached the subject at a news conference 
given by China's prime minister, Zhu 
Rongji, in March. “The general public has 
voiced fairly strong complaints about in- 
come distribution,” ventured the reporter, 
asking what Mr Zhu thought about the is- 
sue. In response, Mr Zhu admitted that, ac- 
cording to 1999 figures, China’s Gini 
coefficient (which measures income in- 
equality) was 0.39, “close to the interna- 
tionally recognised danger level”. This, he 
said was “not yet” a serious problem. 

Some Chinese economists, however, 
believe that the “danger level” has already 
been passed, and that official statistics con- 
siderably understate the income gap. Their 
worries are plausible: clad in communist 
flannel for the past 50 years, China may 
find it harder to tolerate levels of inequal- 
ity that would cause few problems in a 
country like the United States (whose Gini 
coefficient is about the same as Mr Zhu’s 
figure) with a long tradition of social mo- 
bility. At any rate, there is no doubt that 
China is in the grip of widespread discon- 
tent. Rising crime and serious, if sporadic, 
protests are a sign that even though abso- 
lute poverty is declining, at least in the 
countryside, rising relative poverty is re- 
sented, And in the cities, absolute poverty 
is increasing as well. 

The Gini coefficient is a commonly 
used statistical gauge whereby nought rep- 
resents perfect equality and one would 
mean that a single person received all the 
income (sometimes a scale of 1 to 100 is 
used instead). Chinese officials have 
tended in the past to accept that a figure 
over 0.4 should start ringing alarms. 

Curiously, just a few days before Mr 
Zhu gave the figure of 0.39, Xinhua, the of- 
ficial news agency, said the figure stood at 
0.458, “greater than the international 
warning line”. He Qinglian, an economist 
who wrote a 1998 bestseller called 
“China’s Pitfall” that looks at social dispar- 
ities, believes the real figure is “way be- 
yond” the one cited by Mr Zhu. Miss He 
says it could be close to 0.6. Official figures »» 
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> are unreliable, she says, because they fail 


to take into account illegal or undeclared 
earnings which often amount to a substan- 
tial proportion of incomes, particularly 
among the rich. Even using Mr Zhu's fig- 
ure, China’s income distribution is slightly 
more uneven than India’s. If Miss He’s fig- 
ure is closer to the mark, it is among the 
world’s most skewed. 

Most Chinese, however, are less con- 
cerned with international comparisons or 
the national overview than they are with 
their own circumstances relative to their 
neighbours—in other words, keeping up 
with the Joneses. Here, even the sharply 
rising Gini coefficients provided by the 
State Statistics Bureau for rural and urban 
China (0.34 and 0.29 respectively in 1999, 
compared with 0.21 and 0.16 in 1978—see 
chart) do not fully capture the widely dif- 
fering pace at which income distribution is 
changing in different urban areas and in 
different parts of the countryside. 

When the economic reform era began 
in the late 1970s, urban residents enjoyed 
guaranteed jobs for life, free housing and 
health care. Unemployment was virtually 
non-existent and rural residents were 
banned from moving into urban areas. 
There was no private enterprise. Most peo- 
ple’s lives were spartan. But at least most 
people were not significantly worse off 
than their neighbours: and in those cir- 
cumstances, as Tolstoy remarked, a man 
can endure almost anything. 

By the mid-1990s, 9% of urban resi- 
dents were living below the official pov- 
erty line of 1,800 yuan ($217) a year. Butin 
some areas the proportion was much 





Not much to celebrate 
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higher—30% in Xian, a city of 2.7m people, 
for example. And in some north-eastern 
cities that are home to many of the coun- 
try’s worst-performing state-owned 
industries, it was even worse, with 60% of 
Shuangyashan’s 1.8m inhabitants living in 
poverty. Most of these people were forced 
into poverty by factory closures and lay- 
offs. Unemployment benefits, on the rare 
occasions when they were provided at all, 
barely sufficed to satisfy their basic food 
and clothing needs. 

At the other end of the spectrum, Chi- 
nese economists reckon the country has 
about 3m yuan millionaires and over 
1,000 yuan trillionaires. The richest 20% of 
urban households receive 42% of total ur- 
ban income, whereas the poorest 20% re- 
ceive only 6.5%. Such figures are pounced 
upon by diehard Maoists in China as evi- 
dence of how economic reform has gone 
badly wrong. The Maoists may have been 
marginalised politically in the past two de- 
cades, but their arguments-—still vigor- 
ously expressed in a clutch of Beijing 
journals, make increasing sense to the 
many people in China who are on the los- 
ing side of reform. 

After China joins the World Trade Orga- 
nisation, officials expect inequalities to in- 
crease further, as hopelessly inefficient 
state-owned enterprises collapse and 
other companies benefit from improved 
access to world markets. Rural incomes 
will be further depressed by increased ag- 
ricultural imports. According to official sta- 
tistics, the average urban income was 1.7 
times its rural counterpart in 1984. By 1999 
it was 2.65 times. That gap will continue to 
widen, driving more country-dwellers 
into the cities and putting even greater 
pressure on the urban unemployed. Small 
wonder then if Chinese leaders are 
spooked by income disparities that are 
ominously similar to those that fuelled the 
revolution 50 years ago. @ 


Crime and punishment in China 
Bang, you're dead 


BEIJING 


A rising tide of executions 


HINA is in the grip of one of its pe- 

riodic “Strike Hard” campaigns, the 
official slogan for an attempt to curb 
rapidly rising crime through the extra- 
enthusiastic use of capital punishment. 
Among those executed this week were 
Jin Jianpei, a former official in Hong 
Kong accused of embezzling millions of 
dollars, Cao Yufei, a Taiwanese busi- 
nessman implicated in a huge fraud 
case, and dozens of others. 

In the past month, over 500 execu- 
tions have been announced by the 
official media, two or three times as 
many as usual. The authorities, how- 
ever, do not make public every case, 
probably because to do so would mean 
excessively gloomy reading. 

It was President Jiang Zemin who 
launched the latest campaign early in 
April at a meeting in Beijing of public 
security officials. He threatened to pun- 
ish officials in charge of places where 
crime was rampant. According to the 
state media, delegates agreed that pub- 
lic order was “not only a major social 
issue, but also a major political issue”. 
They called for “conspicuous progress” 
in the fight against crime within the 
next two years. 

The deadline is significant. In the 
next two years China will face serious 
tests of its political and social cohesion. 
The country will almost certainly join 
the World Trade Organisation, which in 
some parts of the country will throw 
even more people out of work. It will 
hold a crucial Communist Party Con- 
gress in late 2002 at which sweeping 
leadership changes will be unveiled. In 
the build-up to this meeting, dissidents 
and the discontented will step up their 
pressure on the party to tackle their 
grievances, increasing the need for a 
crackdown on what Mr Jiang calls the 
“people’s democratic dictatorship”. 

Amnesty International says that, 
taking just officially publicised cases, 
over 40 people a week are sentenced to 
death in China and that the country ex- 
ecutes more people every year than the 
rest of the world put together: more 
than 18,000 acknowledged deaths in 
the 1990s. But April's conference con- 
cluded that crime was rising, that 
offences such as bombing, murder, rob- 
bery, poisoning and the abduction of 
women and children were “rampant” 
and that some places were “rife” with 
criminal gangs. Not much to boast of 
after shooting so many people. 





Chicanery, but a boon to Bush 


WASHINGTON, DC 


Why the Democrats may rue their rush to push the tax cuts through 


RANSFIXED by the earthquake in the 

Senate, many congressmen paid pre- 
cious little attention to the details of the tax 
bill they passed on May 26th. The Demo- 
crats, in particular, were desperate to get 
the bill passed, since Jim Jeffords’s depar- 
ture from the Republican Party, and hence 
the Democrats’ sudden ability to take con- 
trol of the Senate, would become reality 
only after the bill was out of the way. They 
may soon rue their urgency. For not only 
have Washington's lawmakers passed leg- 
islation that even by their own low stan- 
dards is rather awful, but this legislation 
offers both short-run and longer-term help 
to Republican tax-cutters. 

Most obviously, the law allows George 
Bush to claim that he made good on his 
chief commitment in the presidential cam- 
paign. Much as he promised in the prima- 
ries, taxes are to be cut across four main 
fronts. Income-tax cuts are the biggest 
component. There is to be a new bottom 
tax bracket of 10% on the first $6,000 of an 
individual’s taxable income and the first 
$12,000 of acouple’s, retroactively put into 
effect as from January 1st 2000. Higher tax 
rates are to be gradually reduced, with the 
top rate falling from 39.6% to 35% by 2006. 
(The 15% tax rate, paid by the majority of 
Americans, stays the same.) 

Just as Mr Bush wanted, the $500 per- 


child tax credit is gradually increased to 
$1,000 and, in a sop to Democrats and a 
few centrist Republicans, those who earn 
at least $10,000 will get a share of the 
credit even if they do not pay income tax. 
After 2005, the marriage-tax penalty is 
gradually reduced. And, as Mr Bush de- 
manded, the estate tax is repealed, at least 
in principle (see next story). The only pro- 
visions not in the original Bush agenda are 
around $70 billion-worth of education 
and retirement tax incentives, including a 
tuition tax deduction and higher contribu- 
tion limits for tax-advantaged saving ac- 
counts. 

But the political advantage goes well 
beyond fulfilling campaign promises. In 
the short run, the White House will reap 
the political benefits of fiscal stimulus. The 
tax bill now includes $73.8 billion-worth 
of tax cuts for this year (compared with 
zero in the original Bush plan). This comes 
mostly from the retroactive introduction 
of the 10% tax bracket. Beginning in Au- 
gust, and at the administration's insis- 
tence, this money will be delivered to 
taxpayers through a rebate cheque. 
Cheques will be sent to all Americans who 
paid income taxes last year, up to a maxi- 
mum of $300 per person and $600 per 
couple. With about 9m cheques a week to 
be sent, this should be done by October. 
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The rebate process is fraught with prac- 
tical problems. Cheques will be sent to 
people who paid taxes last year but are 
now dead. (Almost 2.5m adult Americans 
die every year.) People who have moved 
may not get their cheques. 

The real question, though, is whether it 
will provide a boost to the economy. Much 
depends on whether people save or spend 
their Bush-given cash. Academic studies of 
a similar operation in 1975 (in which both 
Paul O'Neill, today’s treasury secretary, 
and Vice-President Dick Cheney were 
closely involved) suggest that much of the 
money was saved. Bruce Bartlett of the Na- 
tional Centre for Policy Analysis, a conser- 
vative think-tank, calls those rebates a 
“total waste of money”. But there are rea- 
sons to expect more to be spent now. Con- 
sumers may see the rebates as a down- 
payment on future tax cuts. Economic the- 
ory suggests that people are more likely to 
spend a permanent than a temporary tax 
cut. William Dudley of Goldman Sachs 
reckons that, if Americans spend half of »» 
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the fiscal boost, the rate of real personal 
consumption growth could go up by 0.5% 
over the rest of this year and into 2002. 

Whether or not the rebate produces a 
fiscal stimulus, Mr Bush may reap a politi- 
cal benefit, largely thanks to Alan Green- 
span. If the economy is looking perkier as a 
result of the Federal Reserve's recent ag- 
gressive interest-rate cutting, the White 
House can still take the credit. If the econ- 
omy is still sputtering, Mr Bush has created 
a political shield. Either way, the rebate 
cheque is a clever political tool to give aver- 
age Americans a quick fillip from a tax cut 
whose main benefits will accrue years 
down the road to top tax-payers. 

Over the longer run, tax-cutters could 
also gain from the gross accounting chica- 
nery with which this bill is crammed. In or- 
der to introduce as much tax-cutting as 
possible, but also stay within the $1.35-tril- 
lion ceiling the Senate budget agreement 
allowed, the tax law is patently dishonest. 

Most egregiously, the entire bill now of- 
ficially lapses at the end of 2010: in other 
words, the tax cut costs $1.35 trillion over 11 
years only if you wave away the last year 
and assume that all the slashed (or re- 
pealed) taxes are reinstated. That is why 
the official cost of the bill is lower in 2011 
than 2010 (see chart on previous page). It is 
also patently absurd, since no one expects 
the bill's many provisions simply to be re- 
scinded. The same logic applies to provi- 
sions, such as the tuition tax credit, that are 
only temporarily introduced. 

Similarly, the bill consciously creates 
new problems in the tax code. The most 
extreme is the Alternative Minimum Tax. 
This tax was originally designed to ensure 
that affluent Americans did not avoid pay- 
ing tax by claiming numerous deductions. 
But a side-effect of the new tax bill is that 
the number of Americans paying the AMT 
increases sharply over the next decade. 
The bill includes a temporary fix until 
2004. The result is that the number of peo- 
ple paying the amt explodes from 5.3m in 
2004 to 13m in 2005 and then up to almost 
40m in 2010. 

Without these accounting tricks, the 
cost of the tax bill is much higher than $1.35 
trillion over 11 years. An analysis by the 
Centre on Budget and Policy Priorities sug- 
gests that the true cost is $1.9 trillion over 
the 11 years from 2001 to 2011. But this dis- 
honesty has clever political implications. 

As well as disguising the full scale of 
the tax cut, it also creates the prospect of 
political pressure for more cuts. Whoever 
is in the White House in 2005, the pressure 
to fix the amr (and, in effect, provide an- 
other tax cut) will be overwhelming. So 
will be pressure to keep tuition tax deduc- 
tions and other tax breaks. Although there 
is a serious question whether some of the 
tax changes now scheduled to happen in 
almost a decade's time (especially the re- 
peal of the estate tax) will actually occur, 
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this bill puts the onus on lawmakers, espe- 
cially in the early years, to continue cutting 
taxes. 

The Democrats have one powerful tool 
to counter this tax-cut momentum: the 
squeeze on spending that will have to ac- 
company it. From education to prescrip- 
tion drugs, Democrats will be able to argue 
that Mr Bush’s tax cut prevents adequate 
spending on things that voters care about, 
without dipping into the Social Security 
surplus that both parties have declared 
off-limits. Unfortunately, an alternative 
outcome is that this Social Security surplus 
will suddenly seem less sacred. m 


The “death tax” 


Still breathing 


NEW YORK 


The biggest con of all 


OTHING better illustrates the gim- 
mickry of the Bush tax reform than 
the trumpeted abolition of the estate tax. 
The “death tax” is now scheduled to meet 
its end in 2010. Don’t count on it. 
America’s estate tax is one of the heavi- 
est in the world, though the blow can be 
softened by using trusts, charitable foun- 
dations, insurance and the like. In recent 
years, “death to the death tax” has become 
a rallying cry of congressional Republi- 
cans, who last year abolished it, only for 
Bill Clinton to save it with his presidential 
veto. Under the Bush reform, the value of 
an estate at which the tax starts to apply 
will rise slowly from the current $675,000 
to $3.5m, and the rate will fall from 55% to 
45%. The tax will then disappear in 2010. 
It may seem a remarkable act to reward 
America’s richest families when inequal- 
ity is rising rapidly and some of the coun- 


What, no step-up? 





try’s best-known billionaires (including 
Warren Buffett, George Soros and David 
Rockefeller) have publicly opposed scrap- 
ping the tax. On closer inspection, though, 
the whole thing is largely symbolic. 

The “sunset clause” agreed to by the 
Bush administration means that, without 
further legislation, the estate tax would be 
restored after one year, in 2011. As Paul 
Krugman of the New York Times has 
pointed out, if your ailing mother dies on 
December 31st 2010, you inherit her estate 
tax-free. If she dies a day later, half the es- 
tate is taxed away—which “creates some 
interesting incentives.” 

Moreover, the current “step-up”, which 
means that assets transferred to heirs are 
not subject to tax on capital gains gener- 
ated on the assets during the life of the de- 
ceased, will go. Soin place of estate tax will 
be capital-gains tax, albeit at a lower rate. 
The gift tax, the flip-side of estate tax, de- 
signed to minimise avoiding tax by giving 
assets away during your lifetime, will stay. 
None of the long-term implications of this 
combination of changes has been thought 
through, says Joel Slemrod, a tax econo- 
mist at the University of Michigan. 

Mark Bloomfield, at the American 
Council on Capital Formation, reckons the 
reformers were sabotaged by the Joint 
Committee on Taxation, which at the last 
minute raised its estimates of the cost of 
abolishing estate tax by 50%. In the circum- 
stances, the Bush team, urged on by most 
of the anti-death-tax lobby, decided to 
pursue the symbolic victory of abolishing 
the tax, if only for one year, and without 
step-up, and even though it may be re- 
versed by Congress before it ever happens. 
The rich might have been better served by 
lowering the rate of estate tax and raising 
more rapidly the threshold at which it ap- 
plies, says Mr Bloomfield. 

The battle to scrap estate taxes has 
barely begun; victory cannot come until it 
is erased from the tax code. The death tax is 
dead. Long live the death tax. m 





Power politics 


Westward ho! 


LOS ANGELES 
Politicians beware: Californians are 
cross 


NOUGH blossom still clings to the jaca- 

randa trees to mist the streets with Im- 
pressionist blue, but it is the rather less 
lovely art of politics that has lately domin- 
ated the view in Los Angeles. On May 29th 
George Bush, on his first visit to California 
since his election, met Gray Davis, the gov- 
ernor, to discuss the electricity shortage 
that grips the state. 

Mr Davis has been clamouring since 
the autumn for caps on the wholesale 
price of electricity. On the spot market, 
where California has to buy much of its 
power, these prices have surged to over ten 
times their former levels, driving the 
state’s largest utility into bankruptcy and 
draining the budget. Mr Bush has repeat- 
edly said that he thinks price caps will only 
make California’s problems worse, by re- 
ducing the incentive for power producers 
to build more capacity. This week, neither 
man changed his tune. 

Instead, Mr Bush offered more energy 
saving in federal buildings, $150m more to 
help poor families pay their fuel bills and 
help to improve the state’s transmission 
lines. Mr Davis, clutching a supportive let- 
ter from a posse of economists, insisted 
that only price caps will avert a recession, 
and announced that California will sue 
the Federal Energy Regulatory Commis- 
sion (FERC), which he claims is legally re- 
quired to introduce them. 

The one point they could agree on was 
that it is extremely odd that the same 
amount of natural gas piped from Texas 
should cost $5 in New York and $15 in Cali- 





fornia. Mr Bush will order the newly ap- 
pointed director of the FERC to look into it. 
This is a shrewd concession, as it helps de- 
fuse the accusation, voiced by Democrats, 
that California’s problems are part of a 
Texan plot designed by cronies of Mr Bush. 

Neither man has much credibility in 
the state these days. A Field poll released 
before their meeting showed that Mr Da- 
vis’s standing has plummeted since the cri- 
sis began. A mere 42% of Californians 
think he is doing a good job, compared 
with 60% four months ago. Mr Bush had 
less far to fall, but is doing little better. The 
Field poll puts his support at 42% too. 

Winning popularity in California is less 
pressing for Mr Bush than for Mr Davis (al- 
though some of California’s beleaguered 
congressional Republicans, facing elec- 
tions next year, hope he will give way on 
price caps before the summer power cuts 
are over). The governor must confront the 
voters next year, and his re-election no lon- 
ger looks inevitable. After years in which 
no Republican could come close to him, a 
potential rival looms in Richard Riordan, 
the current mayor of Los Angeles. 

Mr Riordan will be free to run because 
his eight years in office are ending soon. 
On June 5th, Angelenos must elect a suc- 
cessor from two Democrats. One, James 
Hahn, the city attorney for 16 years, is 
likely to maintain the status quo. His oppo- 
nent, Antonio Villaraigosa, has risen rap- 
idly from a background of left-wing 
politics in Latino East Los Angeles to the 
speakership of the California Assembly 
between 1998 and 2000. He has the en- 
dorsement of Mr Riordan and of the Los 
Angeles Times, and his charisma and en- 
ergy make up for a lack of certainty about 
how he would run the city. 

Whoever wins, there will be a new 
hand for Mr Bush to shake on his next visit. 
That visit may not have to wait very long. 
As summer heats up, the west coast will be 
shouting ever louder for his attention. = 





Land-grant universities 


An old dream in 
trouble 


MINNEAPOLIS 
A very American institution tries to 
survive in the Information Age 


sees president of the University of Min- 
nesota is not a happy man. Mark Yudof 
recently asked the state legislature for an- 
other $221m for his university. In a blus- 
tery fit of fiscal conservatism, Minnesota’s 
governor, Jesse Ventura, said it should get 
only a quarter of that. As the legislature 
squabbles over its budget proposal, the 
Minnesota House's offer of $64m is only 
$8m above the governor’s, and the Senate 
is prepared to stump up only $138m. 

The University of Minnesota is one of 
105 “land-grant” colleges established on 
land donated by the federal government to 
serve the good of America. Altogether they 
educate around 1.3m of America’s current 
total of 15m students. A quarter of the 
land-grant universities are now private; 
but the rest, including the University of 
Minnesota, are state institutions. 

Mr Yudof’s annual budget is $1.9 bil- 
lion, about a third of which comes from 
the state, the rest from tuition fees, federal 
grants, partnerships with private industry 
and so on. He wants that extra $221m to 
help him attract better teachers and 
sharpen up his science courses. He sees the 
university as an economic engine for the 
region, a centre for its knowledge work- 
ers—and, as always, the farmers’ loyal 
friend. For Mr Yudof, anything less is a 
“formula for a third-class university”. 

Other land-grant universities are feel- 
ing the same cold wind. Public universities 
in general, which used to cover most of 
their budgets from state money, now get 
only 15-30% from that source. Their costs 
are rising rapidly, especially where new 
technology and health-care expenses are 
concerned. To fill the gap, many of them 
are looking to the private sector for help. 
But can they do this and still stay loyal to 
their old public responsibilities? 

In 1862, reckoning the pioneers would 
be heading out west again when the civil 
war was over, Abraham Lincoln signed 
into law a momentous piece of legislation 
called the Morrill act. This granted 30,000 
acres of land to each state for each member 
of Congress that it sent to Washington. 
This land was to be used to build universi- 
ties, and also as a form of endowment for 
them. 

A second Morrill act in 1890 forbade ra- 
cial discrimination in these places. Justin 
Morrill, a high-school drop-out and the au- 
thor of both acts, intended the land-grant 
universities to educate ordinary Ameri- 


cans. They were to be the scaffolding with- » 
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>in which would arise a_ polished, 
prosperous and democratic society. 

Arnold Toynbee, a British historian, 
thought the land-grant universities were 
America’s one original contribution to 
higher education. Whereas, in Europe, 
most universities at that time existed to 
provide the upper classes with a training 
in the liberal arts and religion, the land- 
grant colleges set out to educate a broad 
swathe of middle America. They reflected 
many Americans’ dissatisfaction with 
what they saw as the snootier sort of edu- 
cation—inherited from England—that was 
provided by Harvard, Yale and so on. 

The new universities would not forsake 
the liberal arts. But their main job was to 
train those westbound pioneers in more 
practical skills, such as mining, engineer- 
ing and farming. Over time, the skills they 
taught broadened in range. It was a Univer- 
sity of Minnesota researcher who in the 
1950s created the world’s first pacemaker, 
which led on to other devices such as defi- 
brillators and neurological stimulators. 

The arrival of the knowledge economy, 
argue the land-grant universities, means 
that their mandate should become even 
broader. “If higher education was ever a 
luxury, that day has long since passed,” is 
the belief of Brit Kirwan, president of Ohio 
State University. 

Between 1980 and 2000, part-time en- 
rolment in higher education increased by 
27%, to 6.3m students. Between 70% and 
90% of Americans surveyed by the Na- 
tional Association for State Universities 
and Land-Grant Colleges have recently 
had some additional education. But the 
work is far from complete. Only 7% of poor 
people get university degrees; only around 
one in ten blacks and Latinos get them. 

The land-grant colleges now want to 
improve the education they provide in all 
the modern technologies; they hope to be- 
come as good as places like Stanford and 
the Massachusetts Institute of Technology. 
They are increasing their tuition fees to 
meet rising costs at a time of slack public 
support. But fees are not enough. Short of 
public money, they therefore find them- 


selves accepting an increasing pile of cor- 
porate dollars. And private-sector support 
rarely comes without strings attached. 


Back in fashion 
All this is held to threaten the original pur- 
pose of the land-grant university. So sup- 
port is growing for a modern equivalent of 
the Morrill act. Some years ago the presi- 
dents of a number of land-grant institu- 
tions, plus various other interested parties, 
formed a group called the Kellogg Com- 
mission to discuss the new demands that 
were changing their campuses. This com- 
mission is now proposing a massive re- 
commitment to the principles of the 
Morrill act in the form of a “Millennial 
Partnership Act”. If it becomes law, this 
would provide more than $1 billion a year 
in new federal money, and as much again 
from the states. 

The project’s supporters are currently 
drafting a bill and trying to work out how 


The city laid bare 


ATLANTA 


Atrial reveals Atlanta’s bad side 


the writers of the “The Sopra- 

nos”, Rudy Giuliani's favourite TV 
viewing, would be hard-pressed to come 
up with a plot-line to rival the trial of 
Steve Kaplan. Mr Kaplan, a strip-club 
owner, is on trial with six others in At- 
lanta on racketeering charges. His trial, 
which began on May 14th and is ex- 
pected to last for months, has 
everything: shady sex, frightening 
bouncers, secret cash payments and spe- 
cial guest appearances by Mafia dons. 

Mr Kaplan’s Gold Club, which makes 
$20m a year, is the most notorious strip- 
club in a city crawling with them. Celeb- 
rities such as Madonna and Mick Jagger 
have visited it. The Gold Club is popular 
with professional athletes: several of 
them, including basketball's Patrick Ew- 
ing and football’s Terrell Davis, have 
been subpoenaed. 

The athletes, according to the us at- 
torney’s office, got sexual favours from 
dancers; Mr Kaplan even flew several 
dancers to Charleston to entertain the 
New York Knicks. Prostitution is on the 
list of charges against Mr Kaplan, as well 
as credit-card fraud (some customers say 
more than $20,000 was charged in two 
hours), bribery of the police, obstruction 
of justice and seeking “protection” from 
the Gambino crime family. Michael “Mi- 
key Scars” DiLeonardo, accused of 
extorting money from Mr Kaplan for the 
family, is a co-defendant. 

It is not the first time that Mr Kaplan 
has been linked to the Mob. John “Ju- 


i = k p= P z = 
CESS EPR BEIT ERIS 
ws E ee {A ra s F z 
.- eaa T * => a a ie Dar 7 . Pi 
? Ad. Ets = * d 


x ~~ e E a 7g =. TREPA a ae maT ek a r T 
r 5 ANT Zå ur -Wy -i ENA A fiat į ~ «4 Asst ep f. Te m 4, 
"A $ . Ka S 7 z 
38 f AEEA r EA a ai S N 
pwi A = h i & + J Å n - 

aS. - es . 





much support they have in Washington, 
DC. They are tentatively eyeing Senator 
Jim Jeffords of Vermont as one potential 
ally. Present notoriety apart, he is not a bad 
choice, since he has served on the Senate 
Finance Committee and was the senior Re- 
publican on both the House and Senate 
Education Committees. And he talks 
kindly of his predecessor’s legislation. His 
high profile might not hurt either. 

While Washington ruminates, Mr Yu- 
dof and his colleagues plod on, trying to 
make up for the lack of state money with 
bigger tuition fees and a growing depen- 
dence on the private sector, while at the 
same time hoping to preserve their institu- 
tions’ original purpose. Whether they will 
in fact go on performing that function de- 
pends partly on the politicians in the na- 
tion’s capital—not least on President 
George Bush, who came into office pro- 
claiming his determination to improve 
America’s system of education. m 


nior” Gotti, leader of the Gambino 
family, sometimes visited a night-club 
Mr Kaplan owned in Boca Raton, in Flor- 
ida, during the early 1990s. A self- 
confessed Mafia-employed torturer who 
worked at the club alleges that Mr Ka- 
plan financed a loan to a cousin of Mr 
Gotti, and would himself pick up Mr 
Gotti at the airport. Just friends, say the 
defence lawyers. Mr Gotti, serving his 
own sentence for fraud, was transferred 
from New York to Atlanta before the trial 
began, though observers think it un- 
likely he will testify. 

The defence lawyers, a flamboyant 
lot, respond to all this with allegations of 
bias and incompetence. One lawyer, 
representing a former dancer for the 
Gold Club, climbed on a table and took 
off his jacket, pretending to be his client. 
Mr Kaplan's own lawyer had words 
with an FBI agent, who later threw a vid- 
eotape at him. 

For all its theatrics, the defence seems 
to believe that the charges against Mr Ka- 
plan may notstick. It hopes to prove that 
most of the government’s witnesses 
were either coerced or bribed, with shor- 
ter sentences, by over-zealous FBI agents. 
In opening statements it mentioned the 
FBI's failure to turn over documents in 
the Timothy McVeigh case. If the pros- 
ecution does indeed fail, all that 
Atlantans may take away is the memory 
of a soap-opera trial—and a reinforced 
picture of American law-enforcement as 
conviction-hungry and incompetent. 
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Lexington Tom Daschle to the rescue 


The new Senate majority leader is bringing hope to the Democrats 








ORGET about being born great or achieving greatness. These 

days the surest way to the top in American politics is to have 
greatness thrust upon you. George Bush had the presidency 
thrust upon him by a single vote in the Supreme Court. Now 
Tom Daschle has had the leadership of the Senate thrust upon 
him by the defection of a maverick Republican. 

The senator from South Dakota has thus become the man 
who sets the Senate agenda. He can energise his party by intro- 
ducing measures like universal retirement accounts or universal 
pre-school education, or torment the White House by blocking 
Social Security reform or missile defence. Mr Daschle has al- 
ready declared Mr Bush’s scheme to get lots of oil out of the 
Arctic wilderness a non-starter, and promised to make a pa- 
tients’ bill of rights the first item on his agenda. 

This is not the only reason why Democrats are cock-a-hoop. 
Mr Daschle has solved the problem that has been sapping the 
party's energy since January. For the past four months, journal- 
ists looking for the public face of the Democratic Party have 
been confronted with a menagerie of camera-hogs such as the 
slippery Terry McAuliffe or the fearsome James Carville. Now 
they have a single face. 

And a rather attractive face it is. Mr Daschle is a “prairie pop- 
ulist”. He was born in a small windswept town in South Dakota 
(his father was a book-keeper; the town’s main street was called 
Main Street). He spends three weeks every year driving around 


the state unencumbered by handlers. He walks a middle line be- 


tween his party’s interventionist and New Democratic wings. 
His mild-mannered and plain-spoken style, combined with his 
instinctive cultural conservatism, will make it harder for the Re- 
publicans to present the Democratic Party as the tool of bossy 
people from the east coast or the west. 

Mr Daschle’s elevation has increased the likelihood that the 
Democrats will make gains in next year’s congressional elec- 
tions. The party that does not control the White House almost 
always picks up votes in the mid-terms, as the Republicans did 
spectacularly in 1994 (though they have been losing ground in 
the Senate since then). Now the Democrats are even better 
placed. The party that controls the Senate finds it easier both to 
persuade incumbent senators to stay on (all those committee 
chairmanships) and to persuade challengers to run. 


Yet, for all that, the Senate still contains the same hundred 
members that it did a week ago. And it remains exactly the same 
organisation: a self-important body that treats its members like 
demi-gods and requires a super-majority of 60 votes even to 
break a filibuster. 

Mr Daschle will have a hard job keeping his own party in 
line and attracting stray Republicans. He will find it even harder 
to strike the right balance between co-operation and obstruc- 
tion. If he blocks everything that Mr Bush sends him, he risks 
alienating moderates and increasing popular resentment. If he 
co-operates too enthusiastically, he risks alienating the core of 
his party, which is baying for Mr Bush’s blood. 

If anybody can perform a miraculous balancing act, it is Mr 
Daschle. He is a past-master at squeezing the maximum of 
power from the narrowest of margins. He won his first race for 
Congress, in 1978, by a mere 139 votes after a hand recount and a 
prolonged legal wrangle that reached the state’s Supreme Court. 
He won a contest for the Senate minority leadership in 1994 by a 
single vote, and one of his backers bolted soon afterwards to the 
Republicans. But his skill in holding the caucus together through 
the traumas of the Gingrich revolution and the Clinton im- 
peachment earned him the unanimous support of his party. “I 
was totally wrong about this young man,” says Senator Robert 
Byrd (83), “He has steel in his spine, despite his reasonable and 
modest demeanour.” 

Mr Daschle has held his fractious caucus together by relying 
on quiet dialogue rather than Bush-style intimidation. His lead- 
ership team stretches from moderates like John Breaux to 
liberals like Barbara Boxer, and he has resolutely refused to take 
revenge on renegades like Zell Miller, who has voted with the 
Republicans more frequently than with the Democrats. He suf- 
fered a significant defeat when 12 Democrats voted in favour of 
Mr Bush's tax cuts, of course. But he partly made up for it by 
heading off a rebellion over campaign-finance reform and then 
by wooing Jim Jeffords. His lovey-dovey relationship with John 
McCain is tormenting the White House. 

This stellar record, however, could create Mr Daschle’s big- 
gest problem: inflated expectations. It is not surprising that 
Democrats are eagerly comparing him to George Mitchell, the 
Senate majority leader who destroyed the first Bush administra- 
tion in the battle of the two Georges. Mr Daschle is not only Mr 
Mitchell’s protégé. He also shares his soft-spoken manner. 

But Mr Mitchell enjoyed the luxury of large majorities in 
both the Senate and the House. He was also up against a much 
less skilful opponent, who simply sat back as Mr Mitchell forced 
him to break his “no new taxes” pledge. Mr Mitchell's dismem- 
berment of George Bush senior’s administration persuaded all 
too many people, Republicans as well as Democrats, that power 
in Washington had shifted inexorably from the imperial presi- 
dency to the newly imperial congress. 

The disaster of the Gingrich revolution proved just how 
wrong this analysis was. The White House still controls the most 
important instruments of power: the government apparatus, the 
attention of the press corps and the capacity to set the agenda. 
Bill Clinton humiliated both Newt Gingrich and Trent Lott, de- 
spite Republican majorities in both houses and his own errant 
behaviour. The betting is still that Mr Bush, too, can prevent Mr 
Daschle from earning a place in his party’s pantheon beside his 
former mentor. But Mr Bush will have to show sharper political 
skills than the ones he has displayed in the past few weeks. m 

























OFFERS 


160 KM 


TOLL 
EXPRESSWAY 


TAJ 
EXPRESSWAY 
AUTHORITY 
GOVERNMENT OF 
UTTAR PRADESH (INDIA) 





Proposals are invited from prospective Joint Venture Partners for 
development of a Detailed Project Report (DPR), arrangement of 
finances, as well as for construction and operation of a six-lane Super 
Expressway between the National Capital of New Delhi and Agra, the 
city of TAJ MAHAL. 

The proposed Expressway would be of about 160 km. length and would 
considerably shorten the distance between New Delhi and Agra. 
thereby reducing the travelling time to about 100 minutes. The 
estimated cost of the Project is in the range of US $350 million. First 
phase of the Expressway between Noida Toll Bridge and Greater Noida 
(about 25 km.}is already under construction. 

The Expressway would pass through virgin area along the river 
Yamuna. A band of about 500 meters width of land, in addition to the 
100 meters for the Expressway, would be offered along the corridor for 
commercial, amusement, industrial as well as township development, 
as an integral part of the project. 





























The Notional Project Concession Period would be 40 years, against 
which bids are invited for concession period, and the lowest would 
be preferred. Period will be counted on expiry of 3 vears from the 
date of financial closure. 

Interested parties / consortia of National © International repute are 
invited to bid as per the schedule given below. Bids received shall be 
evaluated in two stages: 

STAGE-I: Technical Bid - Screening of offers with a view to 
ascertaining the experience and resources of the JV Partner / Consortia 
for undertaking the Project. 

STAGE-H :Financial Bid - Will be opened only when the JV Partner 
has been found acceptable after scrutiny. Financial Bids will be 
evaluated entirely on the basis of the concession period demanded 
by the JV Partner. 


SCHEDULE FOR INVITATION OF OFFERS 
Date of Pre-Bid Mecting : 30th June, 2001 
Last date for submission of Bids : Hst July, 2001 


Bid documents can be obtained on payment of Rs. 5000 (or USS 1350) 
in favour of Taj Expressway Authority by way of Bank Draft payable 
at Gautam Budh Nagar, (U.P) from Greater Norda Industrial 
Development Authority, 169, Chitvan Estate. Sector-Gamma, Greater 
Noida City, District Gautam Budh Nagar - 201 306 (U.P). Bids have to 
be submitted at the same address. Bid document can also be 
downloaded from our website hitp://www-.greaternoida.com and 
submitted with bank draft as abeve. 

For further details/clarification please contact: 

Ravi Srivastava (G.M. Projects) 

Ph : 91-120-4566150 to 155 Mobile : 69839072999 
Fax : 91-120-4566334 / 4566148 E-mail: gnida@ del2.vsni.net.in 
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Colombia’s internal conflicts 





War comes to the cities 


BOGOTA 


Arash of urban bombings has highlighted a new security threat 


ESPITE all the mayhem in Colombia’s 

countryside, its cities have been rela- 
tively peaceful in recent years. So a wave of 
urban bombings over the past month has 
Shaken Colombians, and brought new 
fears that the murderous battles between 
left-wing guerrillas and right-wing para- 
military vigilantes are reaching the cities, 
where 70% of the population lives. That is 
yet another worry for President Andres 
Pastrana and his vice-president, Gustavo 
Bell, who on May 29th was also given the 
job of defence minister. 

Four days earlier, two dynamite blasts 
outside Bogota’s National University 
killed four people and injured 26. May had 
seen other bombs. An explosion outside a 
hotel in Cali, Colombia’s third city, injured 
dozens of people. A bomb in arich suburb 
of Medellin, the country’s second city, 
killed eight people and injured more than 
130. Not since Pablo Escobar, the late boss 
of Medellin’s drug mob, waged a murder- 
ous campaign a decade ago against extra- 
dition to the United States have 
Colombia’s cities faced such a wave of ter- 
rorism. This time it is less clear who is 
responsible. Indeed, it seems unlikely that 
all the bombs come from the same source. 

Nobody has claimed responsibility for 
the Bogota blasts, and the security forces 
refuse to comment. The local media have 
speculated that the urban militia of the 
Revolutionary Armed Forces of Colombia 
(FARC), the main guerrilla group, was the 


most likely perpetrator. The police do have 
a hypothesis about the Medellin bomb. 
They say it was part of a feud between Car- 
los Castano, the leader of the right-wing 
vigilantes of the United Self-Defence 
Forces of Colombia (Auc), and the city’s 
largest criminal gang (known as La 
Terraza). The two were once allies; indeed, 
both prospered under Escobar’s sway. But 
the police say they fell out last year, over 
$10m from a drug deal. 

Mr Castano has claimed responsibility 
for a huge 230kg (506lb) remote-controlled 
bomb placed outside the Bogota offices of 
a communist newspaper in mid-May. The 
device, defused by the police, was a prot- 
est, he said, against the appointment of the 
paper’s editor to a committee set up by the 
government and the FARC, as part of their 
peace talks, to study measures to combat 
the auc. The police said that the bomb, 
hidden in the back of a fruit truck, could 
have laid waste two whole city blocks. The 
security forces have defused four smaller 
devices over the past fortnight. 


A call for wider powers 

Having divided up much of the country- 
side between them, the rebel armies of 
right and left have begun to fight over 
some urban areas. Worst hit has been Bar- 
rancabermeja, an oil-refining city of 
283,000 people, where 216 people have 
been killed this year in a struggle in which 
the auc has largely dislodged the Na- 
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tional Liberation Army (ELN), the FARC’s 
smaller cousin, from working-class neigh- 
bourhoods. Mr Castano said recently that 
he had set up an “urban front” in Bogota, 
too, where the police say the FARC andthe 
ELN have 130 armed militiamen. 

After several massacres by the Auc, the 
government is trying to curb it: 326 AUC 
members were arrested in the first four 
months of this year, three times as many 
as in the same period last year, according 
to the defence ministry. 

The bombings have led to calls, espe- 
cially from General Fernando Tapias, the 
head of the armed forces, for Congress to 
pass a controversial anti-terrorist bill. This 
measure, already approved in the Senate, 
would give the security forces wider pow- 
ers of arrest, transfer responsibility for in- 
vestigations of deaths in combat from the 
attorney-general’s office to the armed 
forces, protect the armed forces from inves- 
tigations by the ombudsman, and regulate 
private security guards. 

Supporters say that such measures are 
essential to fight a counter-insurgency war 
in which the army lacks numerical supe- 
riority and must comply with a demo- 
cratic constitution. But opponents claim 
that the bill would break international hu- 
man-rights agreements and, by intensify- 
ing concern about the armed forces’ 
human-rights record, might jeopardise for- 
eign aid to Colombia. 

Such fears appeared to lie behind Mr 
Bell’s appointment as defence minister. 
His predecessor pushed through measures 
to turn the army into a more mobile and 
professional force. As vice-president, Mr 
Bell, a former law lecturer, was responsi- 
ble for government relations with human- 
rights groups. In his new job, he must walk 
a tightrope between human-rights and 
military concerns—something the bomb- 
ings have made no easier. @ 





Peru's election 


Known devil v unknown devil 


LIMA 


The voters find it hard to decide which man they dislike least 


EMOCRACY sometimes disappoints. 

So it is in Peru. In a run-off ballot on 
June 3rd, Peruvians are due to choose a suc- 
cessor to their disgraced former president, 
Alberto Fujimori. They seem to find both 
the candidates—Alejandro Toledo, a cen- 
trist economist of Andean Indian origins, 
and Alan Garcia, a populist former presi- 
dent—equally unattractive. The opinion 
polls show neither man clearly ahead, and 
suggest that up to a fifth of voters are likely 
to abstain in disgust. 

According to Apoyo, a polling com- 
pany, 41% support Mr Toledo and 38% Mr 
Garcia, with 21% planning a spoilt or blank 
ballot. Other polls give Mr Toledo a wider 
lead. But Alfredo Torres of Apoyo says that 
he does not rule out a victory by Mr Gar- 
cia, who may have a “hidden” vote. 

The election had long seemed Mr To- 
ledo’s to lose. He topped the poll in its first 
round in April, with 36.5%, against 25.8% 
for Mr Garcia. Last year he narrowly lost a 
rigged election to Mr Fujimori, waging a 
long and sometimes lonely fight against an 
authoritarian regime. That regime sud- 
denly collapsed amid scandal six months 
ago. But Mr Toledo’s own flaws have 
robbed him of support. 

During an unusually dirty campaign, 
Mr Toledo has faced claims that he took co- 
caine, refused to recognise an illegitimate 
daughter and frequently tells lies, even 
about politically irrelevant matters, such 
as the date of his mother’s death. He has 
also been let down by an unpredictable 
temper. Having remained calm in a debate 
with Mr Garcia, who is a polished orator, 





he then spoilt matters by interrupting a 
television interview with his opponent 
with an irate telephone call. 

Support for Mr Garcia began to rise 
after the debate, particularly among those 
who had earlier said they would cast 
blank votes. Many of them, especially 
those in poor villages and urban shanty 
towns, were supporters of Mr Fujimori. 
Now they fear the loss of aid schemes. Mr 
Garcia has promised an emergency job 
programme, the enforcement of the eight- 
hour working day, and lower electricity 
and telephone tariffs. Though his pledges 
do not differ much from his opponent's, he 
has proffered them more effectively. 

Mr Garcia, however, remains anath- 
ema to many older Peruvians who remem- 
ber his tenure from 1985 to 1990, which 
was marked by hyperinflation, terrorism 
and, according to his accusers, corruption. 
Mr Toledo’s supporters have unearthed 
evidence that Mr Garcia is buying an ex- 
pensive flat in Paris, although he has said 
he owns no property abroad. Evidence has 
also come to light of payments a decade 
ago totalling $2.6m to bank accounts in the 
United States linked to Agustin Mantilla, a 
close associate of Mr Garcia’s. Mr Mantilla 
denies any wrongdoing. However, he 
does appear ina secretly-filmed video, tak- 
ing money from Vladimiro Montesinos, 
Mr Fujimori's intelligence chief. 

Whoever he may be, it is plain that 
Peru’s next president will have the support 
of only a minority of the electorate. His 
first job will be to persuade more of his 
countrymen that he deserves the job. m 





Brazilian politics 


The mighty, fallen 


SAO PAULO 
The decline of a once invincible 
politician 
UST months ago, Antonio Carlos Magal- 
haes was Brazil’s second-most-powerful 
political leader. Indeed, opponents 
taunted President Fernando Henrique Car- 
doso over being bossed around by “ACM”, 
as he is known in Brazil. But on May 30tha 
political career spanning half a century 
came to a sudden halt, when Mr Magal- 
haes resigned in disgrace from the Senate. 

His downfall was triggered by his des- 
peration to destroy his arch-rival, and suc- 
cessor as Senate president, Jader Barbalho. 
In February Mr Magalhaes visited federal 
prosecutors seeking mud to sling at Mr Bar- 
balho. But he let slip that he had arranged 
for the extraction from the Senate’s voting 
machine of a list of who voted which way 
in a supposedly secret vote last year to ex- 
pel one of Mr Barbalho’s colleagues over 
corruption accusations. That led eventu- 
ally to a decision last week by the Senate 
ethics committee to recommend the expul- 
sion of Mr Magalhaes. To avoid that fate, 
which means an eight-year bar from office, 
he resigned. 

Mr Magalhaes’s career was based on in- 
gratiating himself with, and then manipu- 
lating, whoever was in power. His suppor- 
ters acquired a near-monopoly of public 
positions in his home state of Bahia, in the 
north-east, during Brazil's 1964-85 military 
dictatorship, which appointed him mayor 
of the state capital, Salvador, and then 
state governor twice. As communications 
minister in the late 1980s, he developed 
close relations with Globo, Brazil’s most 
powerful media group. His own media as- 
sets, allied to Globo’s, provided sympa- 
thetic coverage, and received most of the 
state government's advertising. 

Mr Magalhaes’s fall has been swift. In 
March Mr Cardoso threw his allies out of 
the cabinet. Globo is now showing a satire 
that lampoons him as “Senator Fraudal- 
haes” as well as a soap opera about a 
dodgy north-eastern politician. He 
claimed he would return to the Senate, 
though he seems more likely to retreat to 
Bahia, where a recent poll found 70% 
would still vote for him as governor. 

Mr Magalhaes’s downfall has been 
awkward for Mr Cardoso, whom he has 
criticised for allegedly tolerating corrup- 
tion. It has weakened the president's four- 
party coalition, and comes on top of anim- 
pending energy shortage and economic 
worries. But Mr Magalhaes’s departure 
from Brasilia suggests that an era of all- 
powerful political bosses is ending. m 








Why come down to earth when you land? 





CrL YU YB First class service need not end the moment you depart your plane. It’s raised to a completely new 
level at The Club at The Ritz-Carlton, Millenia Singapore. Our private sanctuary, with breathtaking 
views across Singapore, is the perfect place to meet clients or colleagues. And when the working day is done, you can 


relax and enjoy our fine wines and international cuisine. Book in and experience a level of service that soars above all | qig RITZ-CARLTON" 
else in the most acclaimed club rooms in the world. The Ritz-Carlton, Millenia Singapore-sublimely memorable. | MILLENIA SINGAPORE 


The Ritz-Carlton, Millenia Singapore 


? Raffles Avenue, Singapore 039799 Tel: (65) 337-8888 Fax: (65) 338-0001 www, ritzcarlion.com 





PRIVATISATION COMMISSION OF PAPUA NEW GUINEA 


Tender for Sale Preparation Services in Relation 
to the Privatisation of The Papua New Guinea 
Harbours Board 


Advisers to the Privatisation Commission 
of Papua New Guinea 


The Government of Papua New Guinea is implementing a 
program to privatise State-owned assets. The Privatisation 
Commission has been appointed to oversee this program. 


The Privatisation Commission wishes to engage financial, legal 
and technical advisers to provide sale preparation services in 
relation to the sale of a controlling interest in Papua New 
Guinea Harbours Board. Advisers will need to have demonstrated 
experience in the provision of similar services and a well established 
global network. 


A detailed terms of reference including the application process 
is available from the Secretary. 


Privatisation Commission 
P O Box 45, Konedobu 
Papua New Guinea 
Phone: (675) 321 2977; Fax: (675) 321 3134 


The closing date for receipt of proposal is 13th June, 2001. 












GOVERNMENT OF UTTAR PRADESH, INDIA 


INVITES OFFERS FROM WORLD CLASS INFRASTRUCTURE DEVELOPERS 
WITH INTERNATIONAL EXPERIENCE FOR SETTING UP OF THE 


INTEGRATED SPECIAL ECONOMIC ZONE AT BHADOHI., U.P. 


Uttar Pradesh Government has selected Bhadohi, as a site for setting up 
an integrated Special Economic Zone Bhadohi, in State of Uttar Pradesh. 
is hub of India's handmade carpet industry. 80% of Indian Carpet Exports 
originate from this area. Bhadohi is situated 40 km. away from one of the 
most sacred and ancient city of Varanasi (Benaras). 1000 hectares land 
has been earmarked for the project. 

This Special Economic Zone shall be defacto foreign territory for 
manutacturing & service industry and shall be eligible for all the incentives 
announced by the Govt. of India for setting up of Special Economic Zones 
& for infrastructure projects. Details of the policy support of Government 
of India and the State Govt. can be seen in the information memorandum 
attached to the bid document 


Invitation for Expression of Interest 


Offers are invited from firm(s) with International experience in this sector 
for financing and setting up of an Integrated Special Economic Zone at 
Bhadohi, U.P., India. 























| Export Promotion Bureau, 2 Rana Pratap varg, 
Moti Mahal, Lucknow, UP India Tel 91-522- 

e iy se aki 284982 Bid document can also be downloaded 
from our website www.epbupindia.com 

and submitted along with the required draft 

3'4 July 2007 at 15.00 hrs. 

17" July 2001 at 15.00 hrs. 

xport Promotion Commissioner, Room No 42 

Secretariat Annexe Bhavan Lucknow-226001 

Tel 91 -522 - 239280 

Rs §000/- (Rupees Five Thousand only) or US$ 

150 to be paid in favour of Export Promotion 

Bureau by way of Bank Draft payable at 

Bs I __jLucknow 

Ņ For further details, PI. contact:- Export Promotion Commissioner, 

Room No. 423, Secretariat Annexe, Lucknow-226001, U.P., INDIA 

Ph.:91-522-239280, Fax: 91-522-239235, e-mail : harry@up.nic.in o 

epbup@satyam.net.in, website WwwW.epbupindia.com 
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44 The Americas 
Mexican politics 


The dinosaurs 
suffocate 


MEXICO CITY 
The PRI looks wearier than ever 


HEN, 65m years ago, an asteroid that 

fell near the Yucatan peninsula 
wiped out the world’s dinosaurs, it did not 
exterminate them all at once, but triggered 
changes to the atmosphere that gradually 
killed off the survivors. Likewise, defeat in 
last year’s presidential election ended 
seven decades of rule by the Institutional 
Revolutionary Party (pri) but did not kill it. 
However, in Mexico’s more democratic at- 
mosphere, traditional pri leaders, known 
as “dinosaurs”, are slipping away one by 
one. And with them goes much of the 
party's political strength. 

The latest blow came, appropriately, in 
Yucatan. The state’s outgoing governor, 
Victor Cervera, was known for mass hand- 
outs of bicycles and washing-machines. 
He called them “credit schemes”; vote- 
buying, said opponents. By tinkering with 
the state’s constitution, Mr Cervera had 
managed to be the only state governor in 
Mexico to have served more than one 
term. He then tried to rig the election for 
governor held on May 27th by imposing a 
biased state electoral institute—and defy- 
ing President Vicente Fox and the courts to 
stop him. He lost, and justice prevailed. 
Preliminary results showed Patricio Patron 
of Mr Fox’s National Action Party (PAN) 
defeating the pri’s Orlando Paredes. 

The result was not just a personal de- 
feat for Mr Cervera. Seen even by many in 
the pri as an archetypal dinosaur, he is 
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hugely popular in Yucatan. He attracted 
maquiladoras (export-assembly plants) to 
the state. These usually congregate on 
Mexico's northern border near their main 
market, the United States, but now employ 
34,000 people in Yucatan. 

That Mr Cervera’s popularity could not 
guarantee a PRI victory shows how much 
the party has lost its appeal among an 
ever-younger electorate. The PRI knows it 
has to do more to court the young: “I’m 44,” 
laughs Ildefonso Guajardo, a PRI congress- 
man, “and in the PRI, I am considered a 
member of the young generation.” 

Until 1989, the pri had never lost a state 
election. Since 1999, it has not won any, 
and its lingering hold on Mexico's states is 
slipping away (see map). This year elec- 
tions will be held in two more PRI strong- 
holds: Tabasco, in August, and Michoacan, 
in November. The pri will probably lose 
Michoacan to the leftish Party of the 
Democratic Revolution (PRD), and polls 
give it only a slight lead in Tabasco (a re- 
play of a disputed election last December). 
Losing both states on top of Yucatan, says 
Joy Langston, of CIDE, a Mexico city uni- 
versity, would dent the prt’s credibility so 
badly that it might start to break up. 

Any recovery for the pri depends on in- 
ternal renewal before the congressional 
election due in 2003. Last month the party 
held its first-ever election for a general 
secretary. But it needs to do far more to 
democratise itself and to create a distinc- 
tive ideology. The first test of that will 
come in a national conference set for No- 
vember. Ambitiously, at least a third of the 
10,000-12,000 delegates are supposed to 
be under 30; a third must also be rank-and- 
file members, not party officials. If that 
meeting cannot precipitate the PRI's evolu- 
tion into a different political beast, it will 
soon go the way of the dinosaurs. E 
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Argentine politics 
Menem?’s dates 


BUENOS AIRES 


One’s with ajudge 


SLUMP-STRUCK Argentina, Carlos 

Menem might have hoped that the 
glitzy ceremony on May 26th in which 
he married Cecilia Bolocco, a Chilean 
former Miss Universe, would make vot- 
ers hark back to the wild economic 
booms of his ten-year rule. Certainly, it y 
was a reminder of what Argentines 
most admire in the septuagenarian ex- 
president: his ability to pull blondes 
half his age and twice his height. 

But not all turned out as planned. 
Mr Menem’s piqued daughter had 
banned the couple from using the fam- 
ily’s mansion, registered in her name. 
Worse, the groom has a date in court. A 
judge investigating allegations of illegal 
arms exports to Croatia and Ecuador in 
the early 1990s has ordered the arrest of 
two of Mr Menem’s closest aides, Er- 
man Gonzalez, a former defence min- t) 
ister, and Emir Yoma, his first wife’s 
brother. Both are in jail. Mr Menem is 
due to give evidence himself in July. He 
may be arrested before then. 

Many senior figures from Mr Me- 
nem’s Peronist party, including the 
governors of the three largest prov- 
inces, stayed away from the wedding. 
With an eye on the presidency, they 
might be happy if the investigation 
ended Mr Menem’s fading hopes of a 
comeback in the 2003 election. 

But neither the Peronists, nor Presi- 
dent Fernando de la Rua’s governing 
Alliance, has much appetite for the po- 
litical stress that an indictment of Mr 
Menem would bring. During his presi- 
dency, Argentina’s judges were 
notoriously pliant. His chances of mari- 
tal bliss may depend on whether they 
still are. 
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Like father, like son 


CAIRO 


son of Anel Sharon 


QUSAY & UDAY 


sons of Saddam Hussein 
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SEIF AL ISLAM 
son of Muammar Qaddafi 





Monarchies, hereditary dictatorships and family nepotism in the Middle East 


MRI SHARON is just like his dad: big, 

blunt and controversial. His political 
emergence, first as a trusted adviser to Is- 
rael’s prime minister, and lately as a back- 
door conduit to Yasser Arafat, smacks to 
Israelis of creeping nepotism. Arabs won- 
der at such anxiety. With rare exceptions, 
their own nepotism is way past the creep- 
ing stage. The sons and other relations of 
rulers—whether kings, emirs or republican 
presidents—pack the corridors of power. 

When Bashar Assad became Syria’s 
president last year, after a quarter-century 
of his father's rule, the jokes flew thick and 
fast. “A sexually transmitted presidency,” 
said some. Saadeddin Ibrahim, an Egyp- 
tian, was inspired to merge the Arabic 
words for republic (gumhuriya) and king- 
dom (mamlaka) into gumlukiya. 

Mr Ibrahim, who was recently jailed by 
an Egyptian court for seven years, thinks 
the witticism may be one cause of his trou- 
bles. Egypt's president, Hosni Mubarak, 
has grown increasingly irritated by ru- 
mours that he, too, is grooming his son to 
succeed him. Although he flatly denies 
any presidential ambitions for Gamal, a 
businessman and junior member of 
Egypt's ruling party, the rumours do not go 


away. A typically irreverent Cairo joke has 
the president scolding courtiers who try to 
persuade him that hereditary rule is the re- 
gional fashion: “Egypt's traditions are thor- 
oughly democratic. I will let the people 
choose between my two sons.” 

Egyptians have the luxury of laughing, 
but the people of Iraq recently had this 
choice made for them. President Saddam 
Hussein named his younger son, Qusay, 
as one of the two Baath Party figures with 
operational control over Iraq’s armed 
forces. Since Qusay, aged 35, already con- 
trols the internal security services, the Re- 
publican Guard, and much of the lucrative 
oil-smuggling business, he is, in effect, al- 
ready crown prince. 

The only relief for Iraqis is that the 
choice did not fall to his flamboyant 
brother, Uday, who survived a hail of 
machinegun bullets five years ago. The 
older son still carries influence through his 
control of newspapers, television and the 
main Iraqi sports bodies. His critique of 
Iraq’s performance at a recent Arab sum- 
mit was enough to get the then-foreign 
minister demoted. 

In fact, the Iraqi regime remains very 
much a family affair. Purges within Mr 
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Hussein's clan have claimed several lives, 
including two of his sons-in-law, who 
were also cousins and senior officials. But 
the president's immediate relations and 
clansmen hold influential posts through- 
out the army, intelligence and party. 

The same is true, though in subtler 
ways, in other Arab republics. Ahmed 
Abdullah Saleh, the son of Yemen's presi- 
dent, runs both the country’s Republican 
Guard and an elite commando unit. 
Muammar Qaddafi’s son heads Libya’s 
football federation and a mysteriously 
well-endowed charity fund. He has also 
dabbled in diplomacy, helping to negoti- 
ate the release of hostages in the Philip- 
pines. Ties of blood or marriage link the 
richest businessmen in Tunisia and Syria 
to their leaders. Behind Lebanon's veneer 
of sophistication, half a dozen political dy- 
nasties still dominate the scene, doling out 
patronage and divvying up concessions. 

Perhaps with more reason, nepotism is 
at least as entrenched in the region’s mon- 
archies. Royals traditionally occupy half 
the cabinet seats in most Gulf countries. 
An extreme example is Saudi Arabia, 
where the number of royal princes— 
around 7,000—is so large that they crowd 
out mere commoners from officialdom. 

Such crowding makes the question of 
succession more complex than in simple 
dictatorships. The man who founded the 
kingdom in 1932, King Abdul Aziz ibn 
Saud, fostered at least 45 sons. Since his 
death in 1953, the throne has passed, in ac- 
cordance with Islamic tradition, from the 
ablest or eldest of these brothers to the 
next. There are plenty of brothers left, in- » 





> cluding the current crown prince, Abdul- 
lah, who is expected to take over from the 
ailing King Fahd. These kings-in-waiting 
are in their 60s and 70s, and already trou- 
bled by rivalry. In the generation below 
are 150 senior princes. 

Historians say that internal tensions 
created by the succession of brothers, 
rather than eldest sons, may account for 
the short-lived nature of many Muslim dy- 
nasties. The Ottoman Turks dealt with the 
problem by culling. When Sultan Mehmet 
Ill assumed the throne in 1595, for exam- 
ple, 19 of his brothers and cousins had 
been strangled to clear his path. 

While one emirate, Bahrain, has 
dodged such pitfalls by enshrining primo- 
geniture, some Middle Eastern monar- 
chies have altered rules so that the reigning 
king simply appoints his successor. Such 
was the mechanism by which King Hus- 
sein of Jordan made his deathbed decision 
to pass the crown not to his brother Has- 
san, but to the present king, Abdullah. 


Getting rid of father 

Sultan Qaboos of Oman (who also carries 
the titles of prime minister, foreign, de- 
fence and finance minister, and com- 
mander of the armed forces) is childless, 
and has, unusually, set up a procedure to 
find a successor. Qaboos himself assumed 
the throne in 1970 by overthrowing his ec- 
centric father. Similarly, the current emir 
of Qatar, Sheikh Hamad bin Khalifa al- 
Thani, ousted his own father in 1995. 

Yet dynastic politics have functioned 
surprisingly smoothly most of the time. A 
majority of Arab nations remain fragile 
polities where loyalty is prized above abil- 
ity, and the patriarchal family is the stron- 
gest state institution. In the case of Arab 
monarchies, this may be because no oth- 
ers have been allowed to develop; in re- 
publics, because other institutions have 
been systematically undermined. 

Patriarchal rule has its advantages. 
Countries such as Jordan and Kuwait, 
whose borders are the product of imperial- 
ist cartography, draw a sense of identity 
from their royal families. The forward- 
looking rulers of Oman, Qatar and Bah- 
rain have been able to push through radi- 
cal reforms, precisely because their 
positions are respected. The United Arab 
Emirates, a federation of seven city-states, 
has smoothly survived an explosion in 
wealth and population in the past 20 
years, with each emirate still stamped by 
the character of its emir. 

Family rule has even brought stability 
of a kind to Syria and Iraq, each of which 
endured decades of coups before suc- 
cumbing to what appear to be hereditary 
dictatorships. But these regimes lack the le- 
gitimacy of 200-year-old dynasties. And it 
is not clear that Iraqis, after a quarter of a 
century of war and privation under Sad- 
dam, will accept his son. m 


The Palestinian uprising 


Arafat’s studied 
non-interference 


RAMALLAH 
How much control does Yasser Arafat 
have over the intifada? 


S AMERICA’S new envoy to the region, 
William Burns, starts his search for 
ways to end the Palestinian-Israeli vio- 
lence, killing remains the order of the day. 
Three car-bombs blew up in Israel this 
week, wounding several people, and three 
Jewish settlers were killed in the West 
Bank. Though Israel held back from large- 
scale retaliation, a Palestinian was killed in 
the West Bank, and two more in Gaza. 

All this, said Israel’s prime minister, Ar- 
iel Sharon, supports his insistence that the 
Mitchell Commission’s recent call for an 
“unconditional cessation of hostilities” 
must precede any consideration of the 
commission's further recommendations, 
including a halt to settlement-building. To 
ram the point home, his government con- 
firmed 700 new housing units in West 
Bank settlements, in addition to the 6,000 
already under construction. The Palestin- 
ian leader is using the violence as an exten- 
sion of his negotiating strategy, the Israelis 
claim, and could stop it any time he wants. 

But Palestinians argue that Mr Arafat's 
control over the intifada is conditional on 
his moves being seen to further Palestinian 
national aspirations. If Mr Sharon were to 
commit himself to a settlement freeze, 
they say, Mr Arafat would commit the Pal- 
estinians to bringing the violence to an 
end. But since he is faced with an Israeli 
government committed to meeting none 
of the Palestinians’ aspirations, and in- 
deed provocatively challenging them, Mr 
Arafat has not so much lost control as tem- 
porarily relinquished it. 

The trouble is that the longer the inti- 
fada continues, the more Mr Arafat's au- 
thority will diminish, personally and in- 
stitutionally. Signs of this disintegration 
are everywhere. One is the latitude Hamas 
and Islamic Jihad bombers now enjoy, op- 
erating under the nose of the Palestinian 
Authority (pA). Another is the quiet emi- 
gration of members of his Fatah move- 
ment from their day-time jobs in the PA’s 
security and intelligence forces to return to 
an older life as guerrilla fighters. They now 
work in bands called the Brigades of al- 
Aqsa in the West Bank, and the Popular Re- 
sistance Committees (PRC) in Gaza. 

Can Mr Arafat put the genie back in the 
bottle? In late April he ordered the PRC to 
disband, and members to go back to their 
positions in the PA’s security forces. Few 
did, and some declined by tendering their 
collective resignation. “With all respect,” 
said one PRC leader, “we don’t live under 





Give me a reason to stop them 


the PA. We live under Israeli occupation. 
And so long as the occupation continues, 
so will the Palestinian resistance.” 

Older Palestinian hands, who wit- 
nessed similar signs of anarchy during the 
resistance years in Lebanon and Jordan, in- 
sist that Mr Arafat's studied policy of non- 
interference should not be confused with 
loss of control. He still commands the loy- 
alty of the 30,000-strong Palestinian po- 
lice force, whose role has been largely 
dormant in the intifada. The police have 
the muscle to arrest the gunmen but, at 
present, they have neither the incentive 
nor a presidential order to do so. m 





Daring to hope, 
again 


AUN delegation to central Africa found 
concession-making fashionable 


Te past suggests that when the war- 
ring parties talk peace in Congo, the 
world should fortify itself with heavy 
doses of scepticism. This week, however, 
peace in Congo did seem a few steps closer 
after a ten-day visit to the region by 12 am- 
bassadors to the United Nations. 

When a UN Security Council delega- 
tion visited the country a year ago, it came 
back empty-handed. Fighting continued. 
This time a similar mission has returned 
with commitments all round that look at 
least half-sincere. Congo’s government 
lifted its ban on political parties. Uganda 
said it would pull its troops out of Congo 
except for those in a few areas near its bor- 
der. The rebel group Uganda supports said 
it would disengage its frontline forces by 
June ist. Zimbabwe has shifted from say- 
ing that its troops will begin to leave only »» 
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> after the Rwandans and Ugandans have 
gone, to saying thatits last troops will leave 
only after the others have departed. 

Evidence of faith in these moves was 
confirmed by the opening of the Congo 
river to traffic coming from the sea to Ki- 
sangani, a city deep in rebel territory. And 
all agreed that a “national dialogue” be- 
tween the government and the armed and 
unarmed opposition would begin under 
the chairmanship of Botswana's ex-presi- 
dent, Ketumile Masire, on July 16th. 

Last year’s delegation, led by Richard 
Holbrooke, Bill Clinton’s ambassador to 
the UN, mainly blamed Congo's president, 
Laurent Kabila, for the failure to imple- 
ment the Lusaka agreement signed by all 
parties in 1999. Mr Holbrooke has now de- 
parted the UN, and the new American ad- 
ministration is uncertain of its African 
policy. Mr Kabila has departed this world, 
murdered in January. His son, Joseph, has 
taken over, and seems far more flexible 
and open-minded. 

The Clinton administration tended to 
be sympathetic to Rwanda and Uganda, 
which had invaded Congo in 1996 to bring 
Kabila to power, and then again in 1998 to 
overthrow him. But, this time, the Ameri- 
cans left the leadership of the UN delega- 
tion to the French, who regard Congo as 
their lost fief, and are no friends of either 
Rwanda or Uganda. 

Under the Lusaka agreement all foreign 
forces in Congo were treated the same, 
whether they had invaded (Rwanda and 
Uganda) or been invited by the govern- 
ment (Angola, Zimbabwe and Namibia). 
Now the “invaders” are being forced to get 
out first. The Lusaka agreement also said 
that the government and the rebels were to 
sit ata round table as equals. No longer: Mr 
Kabila will be president at the “national di- 
alogue” and given special status. 


The dangers ahead 

Many pitfalls remain. One of the most 
dangerous is the Rwandan militiamen 
responsible for the 1994 genocide. They 
fled into Congo, and some now fight in Mr 
Kabila’s army. Their presence was the 
stated reason why Rwanda and Uganda in- 
vaded Congo in 1998. They are unlikely to 
surrender their weapons: some are 
wanted by the UN’s tribunal on Rwanda, 
others by the Rwandan government. 
Many of them may be quietly given Con- 
golese citizenship—or go on to fight for the 
Burundian Hutu militias or even the Ango- 
lan rebel movement, UNITA. 

The “national dialogue” will not be 
easy. The rebels will demand a political 
price for conceding the territory they now 
control. The unarmed, but probably more 
popular, opposition to Mr Kabila will have 
a hard time getting its voice heard. And the 
biggest unanswered question of all: whois 
going to rebuild a state that has been ne- 
glected for more than 30 years? m 
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Zimbabwe 





Bad month for Mugabe 


HARARE 


Achain of events makes Zimbabwe’s president look vulnerable 


UDDENLY, Robert Mugabe appears to 

have become both isolated and vulner- 
able. In the past month, Zimbabwe's presi- 
dent has been hit by the deaths of two 
senior cabinet ministers in separate car ac- 
cidents, by harsh criticism from Colin 
Powell, the American secretary of state, 
and by rumours of a plotted coup. Al- 
though he will probably still run for re- 
election next April, it is beginning to seem 
unlikely that he will win. 

On May 26th Moven Mahachi, his de- 
fence minister, was killed in a road acci- 
dent. He was one of Mr Mugabe's most 
loyal and trusted ministers, a staunch de- 
fender of Zimbabwe's involvement in 
Congo’s war. Just four weeks earlier, Bor- 
der Gezi, the employment minister, had 
also died in a car crash. Mr Gezi, a fire- 
brand, was at the forefront of the recent in- 
vasions of white-owned farms. He also 
spearheaded the ruling ZANU-PF’s violent 
campaigns in the parliamentary election a 
year ago, and had recently taken on the 
task of leading the campaign for next 
year’s presidential election—a campaign 
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Death of a loyal ally 


that would rely on intimidation by the 
“war veterans”, with whom Mr Gezi was 
closely associated. 

The ruling party is split by factional ri- 
valry, and many believe that the two 
deaths were not accidental at all, but the 
result of internecine plots. Be that as it 
may, they leave Mr Mugabe bereft of cru- 
cial allies. Another fervent supporter, 
Chenjerai “Hitler” Hunzvi, the leader of 
the war veterans, is in hospital after col- 
lapsing with cerebral malaria. 

Mr Powell, on an official visit to Africa, 
has added to Mr Mugabe's woes by sin- 
gling him out for criticism. Speaking in 
South Africa, America’s secretary of state 
accused Mr Mugabe of using totalitarian 
methods, and of letting his “war veterans” 
terrorise the country. The economic and 
political turmoil caused by his determina- 
tion to cling to power threatened South Af- 
rica’s own prosperity and stability, said Mr 
Powell, and he urged South Africa’s presi- 
dent, Thabo Mbeki, to put pressure on Mr 
Mugabe to allow free elections. 

That was bad enough, but then reports 
of a planned coup emerged from South Af- 
rica. Senior South African officials told 
journalists that Zimbabwean army officers 
had informed them of a plan to oust Mr 
Mugabe if civil unrest erupted as a result of 
the food shortages that are expected later 
this year. Zimbabwean officials angrily 
dismissed the reports; the South African 
government denied them too. 

Morgan Tsvangirai, leader of the oppo- 
sition Movement for Democratic Change, 
remarked that a coup would not solve Zim- 
babwe’s problems: only fair and open elec- 
tions, free from violence, would begin to 
do that. Even with intimidation, his party 
is doing well, winning the election for 
mayor of Masvingo, despite a violent cam- 
paign by ZANU-PF in which war veterans 
forcibly closed all businesses and factories 
for a day to make sure that everybody at- 
tended a rally. This victory indicates that 
bullying is unlikely to win Mr Mugabe 
votes in urban areas. Rural voters are more 
vulnerable to threats and violence, but city 
voters account for about 40% of the coun- 
try’s electorate. 

Mr Mugabe remains defiant. At Mr Ma- 
hachi's funeral this week, he vowed to con- 
tinue expropriating land and any other 
foreign-owned resources to eradicate the 
legacy of British colonialism, But growing 
pressure, from inside and outside the 
country, may yet make an impression. W 





Russia's justice system 
The path to reform—or another 
dead end? 


MOSCOW 


Soviet-style “justice”, as shown above, has gone, but Russia’s courtrooms remain a 
shambles. Vladimir Putin wants to clean them up. A real advance-—if it happens 


SK any Russian judge and he will tell 
you that with a leaky courtroom, an 
average of three criminal cases a day anda 
salary of around $100 a month, measuring 
justice is a luxury he has no time to indulge 
in. There are quotas to be reached. There 
are powerful prosecutors who telephone 
to say they would not appreciate losing a 
case. There is also the local governor who 
pays the court’s electricity bills, so the 
judge would be wise to take that into ac- 
count as well when handing out a sen- 
tence. Not to mention the sloppy 
investigators whose incompetence has to 
be covered up during the trial. 

Luckily, if the judge bends a few rules 
along the way, the only ones to judge him 
are his fellow judges, so everything gets 
neatly hushed-up. The defence lawyers 
are powerless, and the accused...well, they 
hardly count, do they? 

The days of show-trials, pre-scripted 
confessions like that of the engineer pic- 
tured above admitting to “treason” in 1930, 
and justice handed outin the courtyards of 
KGB prisons may be over, but Russia’s le- 
gal system still has far to go. This, it seems, 
has caught the eye of President Vladimir 
Putin, who last week sent the Duma bills 
embodying his most ambitious project 
yet—a sweeping reform of the system. 

The list of what is needed stretches end- 
lessly. Russian courts are staffed by under- 
qualified judges who see themselves as 
governmental bureaucrats rather than an 
independent branch of the state. Prosecu- 


tors are lazy, brutal and accountable to no 
one—except perhaps politicians and off- 
cials. Poverty is pervasive, incompetence 
the norm, corruption rampant. And ac- 
quittal rates in a good year reach 1%. 

Mr Putin wants to raise the judges’ tiny 
salaries and pour money into the courts, 
most of which now smell and feel like 
public lavatories. This, he hopes, would 
end corruption and limit the influence of 
regional bosses. At the same time, the no- 
toriously corporatist behaviour of the ju- 
diciary would be broken up by intro- 
ducing outsiders—legal experts and law 
professors—into the bodies that rule on the 
appointment of judges or their dismissal. 

Mr Putin also says he wants jury trials 
to be introduced throughout the country 
by the end of next year. Arrest and search 
warrants, he thinks, should be handed out 
by the courts, not the prosecutors. Defence 
lawyers would get more rights. At present, 
they are largely helpless observers of the 
bargaining between judge and prosecutor 
on the length of their client’s sentence. To 
insist that he is innocent is a breach of 
courtroom ethics so serious that it can re- 
sult in the accused getting a longer sen- 
tence just as a lesson in humility for his 
lawyer. The court can also refuse to ques- 
tion defence witnesses, or examine de- 
fence evidence. The new bills would at 
least force a judge to explain in writing any 
such refusal. 

Prosecutors would have no right to 
start a criminal investigation against a law- 
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yer. And their role in civil and commercial 
disputes would be drastically curbed—so 
much, say cynics, that without their wise 
guidance, judges might not know any 
more in whose favour to rule. 

If they are passed, the bills could “help 
Russia show some symptoms of being a 
civilised country”, according to Dmitry Ko- 
zak, a presidential aide widely seen as the 
man behind the reform. Many still won- 
der. Mr Putin did make the “dictatorship of 
the law” his catch-phrase, but people 
around him still have the disturbing ten- 
dency to apply the law selectively, and 
mostly against the president's political en- 
emies. Cynics say it would be unwise of 
the president, by putting this right, to saw 
off the branch he is sitting on. 

He may not have to. The bills now be- 
fore the Duma hardly affect prosecutors’ 
huge powers in criminal cases, which have 
long been mighty weapons in Russian rul- 
ers’ battles against political opponents. 
Nowadays they do not get sent to gulags 
for anti-Soviet behaviour, but a charge of 
embezzlement can do the job. 

What the reform could do is to change 
the lives of millions of ordinary Russians 
entangled in civil suits, which can run on 
for years as judges juggle 10-15 cases each 
day, or others accused of crimes such as 
robbery or violence; most of these are still 
committed in drunken squabbles or mari- 
tal disputes. That on its own would be a 
real—and difficult—achievement. Similar 
ambitious plans once harboured by ex- 
President Boris Yeltsin were blocked by the 
stubborn obstruction of those who stood 
to lose, from incompetent judges to pros- 
ecutors afraid of having to work for their 
salaries. In the long term, the reforms 
might lay the ground on which, indepen- 
dently of anybody's plans, a new genera- 
tion of responsible judges, lawyers and 
prosecutors could spring up. Who knows, 
justice may yet reach the courtroom. m 





Ukraine, Belarus and Moldova 
A new misery 
curtain 


MINSK, CHISINAU, TIRASPOL, KIEV 
All three countries are in a bad state. 
The beneficiary, of a sort, will be Russia 


IS not a new iron curtain yet, but the di- 
viding line looks increasingly solid all 
the same. Though democracy and the mar- 
ket have put down deep roots in much of 
ex-communist Europe, the three republics 
that once formed the western flank of the 
Soviet Union are plunging deeper into a 
spiral of authoritarianism and decay. After 
a decade of independence, this unhappy 
trio—Ukraine (population 50m), Belarus 
(iom) and Moldova (4.7m)—are a sham- 
bles. Russia is picking up the pieces. 

There have been two big upheavals this 
year. One was a victory for the old guard in 
Moldova, the poorest country in Europe 
and now the only one ruled by unabashed 
Communists. The other came in Ukraine, 
after a long period of political ferment, 
and mounting protest against President 
Leonid Kuchma over the murder of a 
muck-raking journalist: the recent removal 
of the prime minister, Viktor Yushchenko, 
the three countries’ only professed pro- 
western and reformist political leader. 

The third country, Belarus, has long 
been on the wrong track. Since taking 
power in 1994, its erratic, high-handed 
leader, Alexander Lukashenka, has frozen 
ties with the West, shut down the press, 
suppressed opposition parties and created 
a heavily-controlled, lopsided economic 
system that pays wages less than a tenth of 
those in next-door Poland. 

In the cold war, the iron curtain demar- 
cated communism and Soviet hegemony. 
A different threat is posed by the new “mis- 
ery curtain”, caused by social breakdown 
and corrupt, incompetent governments: 
smuggling—often with the connivance of 
senior officials—of migrants, drugs, sex 
slaves and weapons, and the spread of or- 
ganised crime and infectious diseases. 


From bad to worse 

A nasty outbreak of internal blood-letting 
occurred in Moldova in 1992. The Com- 
munist victory there has brought peace, of 
a sort, nearer. An ethnic Russian himself, 
the new president, Vladimir Voronin, has 
offered two large sops to the Russian- 
speaking separatists who have set up their 
own, self-proclaimed (and self-corrupted) 
state, Transdniestria, in the east of the 
country. He has proposed giving the Rus- 
sian language official status in the whole 
republic, along with Romanian, the ton- 
gue of the majority. And he has suggested 
teaming Moldova up with the Russia-Bela- 
rus union, a ramshackle arrangement in 


which Russia trades energy for influence. 

That link, he says, would reassure the 
Transdniestrian population that no future 
Moldovan government would seek union 
with Romania. The winding-up of Trans- 
dniestria would cause few tears except to 
its inventors. But there is little in Mr Voro- 
nin’s economic programme to suggest that 
a reunited Moldova would live any better 
than a disunited one. After some hiccups, 
his bid for reconciliation with Trans- 
dniestria and its veteran strongman, Igor 
Smirnov, seems to be making progress. But 
his talk of snuggling up to Belarus suggests 
that Moldovans may soon be marching to- 
gether in just the wrong direction. 

If Moldova is a headache, Ukraine is a 
nightmare. It is the largest country in East- 
ern Europe outside Russia, and its success 
or failure affects the whole region. With Mr 
Yushchenko gone and the opposition split, 
the Kremlin—and Russian big business— 
look set to be the biggest beneficiary of the 
change. President Vladimir Putin has 






OMANIA 


named a Russian former prime minister, 
and gas magnate, Viktor Chernomyrdin, as 
his ambassador to Ukraine, with the task 
of “strengthening economic ties”—a man- 
date that sounds, to Ukrainian ears, like 
tightening the screws on a country already 
over-dependent on Russian oil and gas. 

Taras Chornovil, a doughty opposition 
parliamentarian, calls the appointment a 
“full stop in Ukraine’s economic indepen- 
dence”. No one in Kiev minds Russian 
trade and investment as such; but the 
worry is that Kremlin-backed industri- 
alists have been buying up Ukrainian in- 
dustry on the cheap, with political influ- 
ence part of the bargain. Mr Yushchenko’s 
government had tried to stop this take- 
over. Now it can go ahead more easily. Mr 
Kuchma’s choice as the new prime minis- 
ter, Anatoly Kinakh, a loyal ally whose 
nomination narrowly squeaked through 
the parliament on May 29th, is best known 
as a business lobbyist. The issue will be 
whose business: though he promised fur- 
ther economic reform, the murky political 
climate is unattractive to westerners who 
might have given Russian investors a run 
for their money. 

In Belarus, the loudly proclaimed love 
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of Mr Lukashenka for his Slavic brothers in 
Moscow seems to have been spurned. The 
Kremlin looks as if it is preparing to sup- 
port his rival in elections later this year, 
and it is also tightening the financial 
screws—apparently hoping for a new 
economic bargain that leaves Russia in 
control of its neighbour’s lucrative potash 
industry and bits of the energy industry. In 
any event, Mr Putin seems to find his coun- 
terpart embarrassing and unreliable. 


Russian influence 

In another hint of Russia’s resurgent influ- 
ence, its largest political party, Unity, is 
surfacing in various parts of the ex-Soviet 
periphery—not least in Transdniestria, 
where its slick advertising and well-fi- 
nanced, well-equipped and well-guarded 
offices are undermining Mr Smirnov and 
his rival variety of pro-Russian loyalism. 
Unity is encouraging people in Transdnies- 
tria to take out Russian citizenship—an op- 
tion that has also been touted in Georgia’s 
pro-Russian statelets of Abkhazia and 
South Ossetia, other places where the legal 
government does not govern. 

Is Russia’s resurgent influence part of a 
consciously planned strategy, or merely 
an opportunistic bid to capitalise in va- 
rious ways on the failure of its western 
neighbours to consolidate their state- 
hood? Neither thesis can be proved or dis- 
proved. A cynical Ukrainian politician 
argues that there is no need to invoke dark 
Kremlin plots to explain his country’s tra- 
vails: “We are quite capable of committing 
national self-annihilation by ourselves.” 

Nor, at least until recently, has it been 
clear which forces in the three western re- 
publics’ dramas were acting as stalking- 
horses for the Kremlin. In Moldova, nei- 
ther President Voronin nor Mr Smirnov 
seems to enjoy unequivocal favour in the 
Kremlin, for all their pro-Russian talk. And 
in Belarus Mr Lukashenka’s declared loy- 
alty to Russia has plainly not been recipro- 
cated. 

What can be said, though, is that wher- 
ever Russia has had a choice between 
backing authoritarian forces and more 
democratic or market-oriented ones, it has 
usually opted for the former. In Belarus, 
for example, the Kremlin has shielded Mr 
Lukashenka, little as it may like him, from 
western protests about human rights. In 
Ukraine, it forced the sacking last year of 
an abrasively pro-western foreign minis- 
ter, and Mr Putin vigorously defended 
President Kuchma during the wave of prot- 
ests over the journalist's death. 

Nor, whatever the uneven results of 
western aid in the region, is it likely that 
closer ties with Russia will make the af- 
fected countries any more prosperous. The 
places behind the misery curtain where 
Russian influence is strongest—Transdnies- 
tria and Belarus, notably—are also the 
most miserable. m 





Macedonia’s ethnic fighting 


On a knife-edge 


ARACINOVO, MACEDONIA 


NATO and the EU speak peace. 
Macedonians feel on the edge of war 


N DIPLOMATIC theory, the foreign min- 

isters of the western world, meeting in 
Budapest, this week sent the divided peo- 
ple of Macedonia a clear and united mes- 
sage as to how their country can return to 
peace and inter-ethnic harmony. Butin vil- 
lages on the front line of what is all but the 
latest Balkan war, there is a palpable sense 
that things are on a knife-edge, with fight- 
ing as likely to spread as to die down. 

At the first set-piece ministerial meeting 
between the European Union and NATO, 
Macedonia’s government was assured of 
support for its statehood and promised 
that no one expected it to treat with Alba- 
nian gunmen. It was also told to be “pro- 
portionate” in its response to violence and 
take due regard for civilian life. The minis- 
ters called for a progress report, by the end 
of June, on a set of reforms designed to re- 
assure Macedonia’s ethnic Albanians. 

Given that the EU and NATO, overlap- 
ping bodies that used to ignore one an- 
other, are now supposed to act as co- 
managers of Europe's security, it would 
have been an ominous sign if the two 
Brussels-based clubs had failed to send a 
clear signal. And mediation by Javier So- 
lana, the Eu’s foreign-policy chief, was in- 
deed crucial to the formation—and this 
week, to the rescue from disintegration—of 
Macedonia’s multi-ethnic coalition. 

But in Macedonia itself people see no 





Ethnic harmony up in smoke 
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ground for complacency. A military offen- 
sive, notionally in the name of the ruling 
coalition but in practice launched under 
pressure from the majority Slavs, has 
forced the National Liberation Army—self- 
appointed defenders of the ethnic Albani- 
ans—out of a couple of villages. But in 
fighting over recent days, the rebels have 
displayed impressive firepower. At one 
point they aimed at, and very nearly hit, a 
Macedonian barracks in the town of Ku- 
manovo. That means they can strike any- 
where in Skopje, the capital. 

The rebels scored a propaganda success 
on May 22nd when they and the two Alba- 
nian parties in Macedonia’s multi-ethnic 
government met in Kosovo and agreed on 
a peace plan, intended to upgrade the sta- 
tus of their community, which claims to 
account for at least a third of Macedonia’s 
population. But the accord and the role 
played in it by Robert Frowick, an Ameri- 
can diplomat working for the Organisa- 
tion for Security and Co-operation in 
Europe, were instantly denounced by an 
embarrassed western world. And the 
Slavs’ fury at the idea of their future being 
stitched up behind their backs was one 
reason for the intensity of the army's latest 
offensive, which went into high gear on 
May 24th. 

Six days later, as the ministers of the 
western powers conferred in Budapest 
(and perhaps under pressure from them), 
Macedonia’s President Boris Trajkovski 
floated a “partial demilitarisation” plan, 
including an amnesty for the rebels and 
the evacuation of thousands of civilians 
holed up in the town of Lipkovo. 

Mr Trajkovski’s room for manoeuvre is 
small, however. Last week's offensive was 
led by police units known as Tigers, and 
backed by poorly aimed artillery and 
tanks, plus helicopters piloted by Ukrai- 
nians. If the Tigers had not been sent in—or 
so the president was warned by hardline 
Slav Macedonians-—then other feral crea- 
tures might have gone to work, including a 
group of toughs called the Lions who 
threatened to vent their wrath on ethnic 
Albanians in Skopje, the capital. 

Whoever the winners are in all this, it is 
clear who the losers have been: civilians in 
the war zone. According to humanitarian 
workers, civilians in at least six Albanian 
villages—about 10,000 people in all—have 
at various points been corralled by the re- 
bels into sandbagged basements where 
they sat out up to three weeks of intermit- 
tent shelling, acting as imperfect shields. 
(Slav civilians suffered too; they have been 
forced to leave mixed villages.) 

From the rebels’ viewpoint, their hu- 
man-shield tactics serve a double purpose: 
either the Macedonian government's 
forces feel obliged to restrain their fire, or 
they carry on withit and strengthen the re- 
bels’ moral case. In the end, it was the latter 
that happened, at least some of the time. 





According to Human Rights Watch, a New 
York-based watchdog, one civilian was 
killed, six wounded by mortar fire and 
seven people severely beaten during an at- 
tack on the tiny village of Runica; and Al- 
banians have been beaten and tortured by 
police in Skopje and Kumanovo. And from 
such abuses, as Bosnians, Croats and Koso- 
vars know, only too easily do mighty 
slaughters grow. & 


Corruption in France 


Dumas goes down 


PARIS 


Not for long in prison—but who will 
follow him? 


OW are the mighty humbled. Little 

Over a year ago Roland Dumas was 
president of the Constitutional Council, 
the highest court in France, and so nomi- 
nally the fifth-highest person in the land. 
This week Mr Dumas, still cutting a debo- 
nair figure even at the age of 78, received a 
prison sentence of 30 months—albeit 24 of 
them suspended—and a fine of FFrim 
($130,000) for corruption involving the Elf 
oil company. That is a bruising fall from 
grace for aman who has been variously a 
Resistance fighter, a long-serving Socialist 
foreign minister, and a lawyer for Picasso, 
Chagall and Braque. As he said during his 
trial, “Running the risk of being dishon- 
oured at my age is unbearable.” 

Still, there are lesser mortals to share Mr 
Dumas’s pain—and worse. On May 30th a 
Paris court also sentenced Mr Dumas’s for- 
mer mistress, Christine Deviers-Joncour, 
to three years, half of it suspended, and a 
FFri.5m fine; Loik Le Floch-Prigent, Elf’s 
former chairman, to three-and-a-half 
years, and FFr2m; and Gilbert Miara, an- 
other lover of the generous Mrs Deviers- 
Joncour, to 18 months and FFrim. Alfred 
Sirven, accused of directing Elf's network 
of bribery, was jailed for four years and 
fined FFr2m. 

Of the seven accused who came to trial 
in January, after an inquiry that began in 
late 1997, only two—André Tarallo, former- 
ly the managing director of the (then) state- 
owned oil company, and Jean-Claude 
Vauchez, a former director of an Elf subsid- 
iary in Switzerland—were acquitted. 

So is that the end of the “Elf affair”? Can 
the French public, by turns cynical and ap- 
palled, now take a break from the diet of 
political and financial scandal? No. 

One reason for that is that Mr Dumas 
and the others found guilty have all de- 
cided to appeal. That means there may 
well be more tales to come of how Mrs De- 
viers-Joncour, the self-styled “whore of 


the republic”, used a limitless Elf expense »» 





> accountin the late 1980s and early 1990s to 
provide Mr Dumas, at the time foreign 
minister under President Francois Mitter- 
rand, with a chic apartment bought in her 
name, and to buy him valuable statuettes 
and a FFr11,000 pair of shoes. 

Another reason is that Mr Sirven, extra- 
dited from the Philippines in February, 
may yet honour his threat to spill enough 
secrets to “topple the republic 20 times 
over”. Mr Sirven is not a man to be easily 
cowed. As he was arrested, he noncha- 
lantly chewed up and swallowed the 
memory chip of his mobile phone. Once 
in France, he refused to take part in his trial, 
on the ground that the judges had put off- 
limits an issue that he—far from alone— 
considered central to the case, the sale of 
some French frigates to Taiwan in 1991. 

The allegation is that one state-owned 
company of the day, Thomson-csr, asked 
another, Elf, to lobby Mr Dumas on its be- 
half, with Mrs Deviers-Joncour using her 
powers to blunt Mr Dumas’s initial oppo- 
sition. Mr Dumas says the sale was ap- 
proved by President Mitterrand. What 
murky goings-on under that murky figure 
Mr Sirven might reveal, who knows. 

There is a third reason: the “Elf affair” is 
not the only scandal in town. Even as the 
court was handing down its judgment on 
the retired Mr Dumas, two present-day So- 
cialist politicians, Pierre Moscovici, minis- 
ter for European affairs, and Claude 
Bartolone, minister for urban affairs, were 
being asked by France’s newly-zealous in- 
vestigating magistrates to testify about the 
past use of kickbacks on public-works con- 
tracts in the Paris region to finance political 
parties. 

Meanwhile, Dominique Strauss-Kahn, 
the present government's highly-regarded 
finance minister until he fell foul of corrup- 
tion allegations, was back in the news. The 
Paris prosecutors, it seems, wanted to in- 
vestigate the suspicion that he reduced the 
tax bill of Karl Lagerfeld, a pony-tailed cou- 
turier, in return for being given a video by 
Mr Lagerfeld’s lawyer that implicated 
Jacques Chirac, France’s president, in the 
political-financing scandal. 

And there is more. Charles Pasqua, 
head of the centre-right Rally for France 
party, is being questioned on the state of 
his party’s finances and—could they be 
linked?—on the sale of arms to Angola. 
Meanwhile, a maverick Socialist member 
of parliament, Arnaud Montebourg, is 
gathering his colleagues’ signatures in a 
surely futile, but nonetheless headline- 
grabbing attempt to change the constitu- 
tion so that a sitting president can be made 
to answer questions from the magistrates. 

Mr Chirac was mayor of Paris for many 
years before he became president. But, as 
president, only if accused of treason can 
he be made to answer to the courts—as the 
Constitutional Council, headed by one Ro- 
land Dumas, once affirmed. m 


Not quite so keen 


DUBLIN 
Areferendum may reveal shrinking 
public enthusiasm for the EU 


Y second lamp-post in Dublin 
seems to be festooned with advice 
about the referendum. “You will lose— 
power, money, freedom—Vote No to the 
Nice treaty”, cries one poster. Another in- 
sists that Nice is “Good for us, good for 
them—Vote Yes”. Yet Ireland’s voters seem 
baffled. A recent poll showed that only 11% 
claimed to have a good understanding of 
the issues. Baffled and underwhelmed: a 
low turnout is expected on June 7th. 

Ireland is the only European Union 
country that will hold a referendum on the 
treaty that followed December's summit 
in Nice. Its courts insist that any transfer of 
sovereignty must be approved by the peo- 
ple. That should present no problem, you 
might think: nearly 90% of them believe 
their country has benefited from EU mem- 
bership, against the Eu average of 47%. 

The biggest political parties are all cam- 
paigning for a Yes. The No campaign, jeers 
Brian Cowen, the foreign minister, repre- 
sents “the combined European wisdom of 
Sinn Fein [the rra’s political arm], the 
Greens and the Socialist Workers’ Party”. 
Yet the Yes campaigners are still uneasy. 
Their margin of victory has narrowed in 
each successive EU referendum since the 
country joined the then EEC in 1973. 

That trend could well continue. In pre- 
vious campaigns, the EU has been por- 
trayed as a cash-cow. Now, thanks to its 
new-found wealth, after 2006 Ireland will 
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become a net contributor to the Eu budget. 
The Irish also have less venal worries. 
Though the government portrays the 
treaty as a series of largely technical ad- 
justments to allow the Eu to expand, the 
No-sayers have seized on the efforts made 
at Nice to increase the voting weight of the 
bigger countries, and also to give the EU its 
own independent military capacity. Sinn 
Fein (yes, really) condemns the “milita- 
rism” of the treaty and its alleged threat to 
Ireland’s cherished tradition of neutrality. 

Such concerns are beginning to reso- 
nate a little. Some usually pro-European 
newspapers and politicians have ex- 
pressed reservations about the treaty on 
sovereignty grounds. Some see the rural 
vote turning against the Eu, partly because 
of the prospect of a cutin farm subsidies. A 
recent rebuke from the European Commis- 
sion over Irish economic policies went 
down badly across the country. But a Yes 
vote still seems far the likeliest outcome. 
And even if the voters do spring a surprise, 
the government seems unminded to take 
No for an answer. It has indicated that it 
would call a second referendum. m 





Planning the Netherlands 


Europe’s next metropolis, maybe 


That’s what Dutch plans for an extra 2m people could lead to 


HE Netherlands has 16m inhabitants. 

By 2030 it expects, thanks largely to im- 
migration, to have 18m. Where are the ex- 
tra bodies to go? 

That is no new question for this 
crowded country: in the almost pre-pill 
1960s, horrified planners expected 20m 
people by now. But itis still a big question, 
for all the new forecast’s wide margins of 
error, and not one that the orderly (and La- 
bour-led) Dutch, even in these free-market 
days, will leave to sort itself out. It is espe- 
cially acute for the area called the Rand- 
stad, bounded roughly by Amsterdam, 


Utrecht, Rotterdam and The Hague. This 
area, even more crowded, with over 6m 
people, is the motor of the economy. Can 
the market be left free to keep it that way? 
For decades, until the mid-1990s, offi- 
cial policy was to disperse the rising popu- 
lation across the country. It never worked: 
people and money go where people and 
money are. The new towns of Almere and 
Lelystad, on the last swathe of land re- 
claimed from the Ijsselmeer, are de facto 
satellites of Amsterdam. Yet it is still debat- 
able whether to stop trying. Predictably, 
the environment ministry leans toward >» 


> seeking to manage development, those of 
the economy and of finance toward letting 
the market have its way. (All, of course, 
within reason: these are the Dutch.) 

Not that it is clear what the market 
wants. The Randstad cities have grown, 
but the big recent growth has been in 
smaller ones elsewhere, as in the electron- 
ics area round Eindhoven, home of Phil- 
ips. Nor is the Randstad a unit. Amsterdam 
does well on Schiphol airport, tourism and 
finance; Utrecht on services (and nice sur- 
roundings). The Hague thrives on govern- 
ment. But Rotterdam lives off its port, the 
prime port of the Ruhr, 120km (75 miles) to 
the east. When German industry has suf- 
fered, so has it, and it still does. 


Anew metropolis 

Hence an idea that has made rapid ground 
in the past two years: let’s really treat the 
Randstad as a unit, not just a group of four 
large and sundry minor cities. Call it 
“Deltametropolis”, no longer an overpop- 
ulated region but a single, thinly popu- 
lated city, a conurbation to rival any in 
Europe. And the “green heart” of farmland 
and water in its midst? See that as its cen- 
tral park, an internal equivalent of Lon- 
don’s “green belt”. 

The city councils concerned, happy to 
challenge the orthodoxy of dispersal, 
were swift to back this idea in 1998. The 
environment ministry has taken it up, in its 
latest 20-year look ahead at the shape of 
the Netherlands, issued in draft last winter 
and due for parliamentary approval this 
autumn. It may sound no more than a fun 
new name and a change of public image. 
In fact, far more is involved. The would-be 
“Deltametropolis” is the biggest land-use 
planning issue in Western Europe. 

Green belts keep cities apart; a metrop- 
olis is joined-up—just what most planners 
seek to avoid. Can it be done without turn- 
ing that central “park”, already being nib- 
bled away by the builders, into a central 
sprawl? No problem, say enthusiasts: re- 
strain the building and improve the trans- 
port. Any part of the new metropolis 
should be within an hour of any other. To- 
day it can easily take 90 minutes to drive 
from Rotterdam to Amsterdam, and even 
the efficient Dutch railways are creaking. 

So? Well, double some rail tracks, and— 
besides planned long-distance high-speed 
rail lines—maybe build a high-speed “in- 
ner circle” round the Randstad. But rail 
alone cannot take the strain; that is a green 
fantasy. So improve the roads, while limit- 
ing motorway access, to deter local traffic. 
Improve bus services, and bring in high- 
frequency “taxis” (which, at European 
wages, is a Deltametropolitan fantasy). 

In sum, murder the green heart, reply 
environmentalists. “Build a road or rail- 
way and the houses will follow,” says one. 
And “central park” be damned. The land 
should be used, as it is now, for a mixture 


of recreation—not least watersports, on its 
many lakes and waterways—and (mainly) 
dairy farming, It should not, as the greens 
fear, become semi-urban space or be used 
for glasshouses, which earn far more and 
employ far more people than do cows. 
There is also a peculiarly Dutch snag: 
water. Most of the green heart is peat bog, 
drained in past centuries, and still sinking, 
parts quite rapidly. More variable climate 
and the canalisation of small rivers has 
raised the risk of flooding in a wet winter. 
Plenty of space is needed (here the rivals 
agree) if flood is not to become disaster. 
How it is to be done and paid for no one is 
sure: where is the huge money needed to 
pay farmers whose land would be desig- 
nated as real reservoirs or potential flood 
plains. But even were it practicable, here, 
to environmentalists, is another argument 
for leaving well alone in the green heart. 
Yet is it well? Farming is under pressure 
already. The typical green-heart farm is a 
modest family business of 40-60 milking 
cows—and milk earns 15% less than two 
years ago. Yet land, even when not zoned 
for building, can sell for 100,000 guilders a 
hectare ($16,000 an acre), as pasture for 
some town-dweller’s horses, maybe. Most 
farmers want to stay as such, and they 
have learned to earn by other means. Their 
war of 20 years ago with the environmen- 
talists has recently become an alliance. 
They use fewer chemicals than before. 
Over half of all green-heart dairy farmers, 
via local co-operatives, are paid to con- 
serve the environment. A meadow bird’s 
nest, for instance, can earn 20 guilders, 
even 100 for a rare species. Yet the result is 
still a poor living. Change is inevitable: the 
planners guess that up to a fifth of the 
country’s farmland may not be such by 
2030, and the Randstad will lose its share. 
It will get more than its share of the ex- 
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tra 950,000-1.9m houses that planners 
guess the country will need by 2030, and 
the 740,000-2.2m workplaces. Inevitably, 
say the builders: this is where people want 
to go. Yet the builders are cautious. They 
too are trying to make peace with the green 
movement—“extreme, but that’s the way 
the public is going,” says one. And the 
Deltametropolis idea? Yes, but. Builders 
too worry that the cities might run into 
each other: the customers for the up-mar- 
ket houses they want to build will want 
up-market surroundings. 


Maybe, maybe 
The debate—let alone future reality—is still 
open. Critics ask who needs a metropolis; 
hold down development in the Randstad, 
and encourage it in the nicer and emptier 
places even more in demand, to its south 
and east. Whatever the way ahead, offi- 
cials reckon they can meet public fears, 
whether of sprawl or traffic gridlock. Use 
city space intensively; redevelop decayed 
industrial areas for multiple uses, housing 
included, which thins traffic; enforce zon- 
ing limits strictly, as often is not done now. 
Road-pricing and smart roads (eg, ones 
that can bring in extra lanes to meet peak 
demand, or control speeds electronically) 
can raise capacity. So can smart train-con- 
trol. If new links are needed, parts can go 
underground, like 9km of the proposed 
high-speed rail line across the green heart. 
Maybe, but will the public believe it? 
Here is a country where plans for a new 
freight railway, the Betuwe line linking 
Rotterdam's Europoort with the Ruhr, 
aroused fierce controversy, even though 
much of the route runs alongside an exist- 
ing motorway. Europe's new metropolis 
may well happen, in higgledy-piggledy 
fashion, anyway. But the issues are big, 
and not just for the Dutch. = 
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Charlemagne Baltasar Garzon 


Spain’s best-known investigating judge has enemies, of sundry sorts. Perhaps including himself 





be E ARE trying to limit the abuse of power, the manipula- 
tion of cases and the phenomenon of star magistrates... 
not mentioning any names,” said a Socialist member of the 
cross-party team behind the wide reforms of Spain’s legal sys- 
tem announced this week. The television producers needed no 
further cue. Up popped footage of a pepper-grey-haired, bespec- 
tacled man running up the stairs of a court building, bodyguards 
behind him. Nor did they need to mention names. Anyone in 
Spain can recognise its star investigating judge, Baltasar Garzon. 

He tracks Colombian drug lords and Arab gun-runners, 
breaks up Basque terrorist units, pursues murderous Latin 
American brasshats, scrutinises Silvio Berlusconi's involvement 
in the Spanish media. In the early 1990s he went briefly into pol- 
itics, saying he would fight corruption from the inside; a foray 
that ended in bitter attacks on Felipe Gonzalez, the Socialist 
prime minister who had recruited him. No wonder Mr Garzon is 
alternately praised as a champion of justice and denounced as a 
publicity-obsessed hijacker of the law. Pedro Ramirez, the editor 
of El Mundo, a newspaper that has often teamed up with Mr 
Garzon, calls him “infantile in his megalomania”, but also ac- 
knowledges his “indisputable record in serving the rule of law”. 
“The only magistrate who refuses to let the grass grow under his 
feet,” says Pilar Urbano, the author of an adulatory biography 
published last November and now in its 12th printing. 

Its hero was born in 1955 in a poor agricultural area of the 
south, to a peasant family of seven children. But their land 
would not support the growing family, and his father went to 
work at a petrol station in a nearby town, and then to the city of 
Seville. To give him a good education, Baltasar was enrolled in a 
seminary school and destined for the priesthood. But at 13, he 
failed a maths exam, and was sent to a crammer’s. There, teach- 
ers were immersed in the 1968 French student revolts, discussing 
Sartre, listening to Leonard Cohen and criticising the church. The 
young Garzon underwent a long crisis of conscience. “I began to 
question principles that had been sacrosanct,” he told Ms Ur- 
bano. “Besides, I was very attracted to women. I didn’t feel 
capable of living in chastity. I didn’t want to be a bad priest.” He 
met his first girlfriend at 17. She was to become, and is, his wife. 

Night shifts at his father’s petrol pump helped him pay for 
university, and so to the tough competitive exams that led to the 


magistracy. His ideological turmoil continued—and still does. Mr 
Garzon wrestles with the remnants of his church education. In a 
country where few dare speak the word, he declares himself a 
republican. He has cosied up to and clashed with most groups 
that matter in Spanish society, and still managed to land on his 
feet. By chance or design? When, after brief stints in Andalusia 
and the Basque country, Mr Garzon got his post at the Audiencia 
Nacional, a court with nationwide jurisdiction and special pow- 
ers against terrorism, drug-related and financial crimes, fellow 
magistrates christened him “the Prince”, as in Machiavelli. 


Hard work 

What no one denies is his huge capacity for hard work, in a sys- 
tem better known for lethargy and bureaucracy. He thanks the 
long hours he spent studying law in a hot Seville attic, “learning 
to work in great discomfort and under high tension”. Spaniards 
saw him doing so, on camera, as he tackled drug mafias in the 
north-west corner of Spain and investigated the death-squads 
that had operated against ETA, the Basque terrorist group, in Mr 
Gonzalez’s day. For these, he pointed the finger at several minis- 
ters, two of whom went to jail, and even at Mr Gonzalez. 

Mr Garzon’s fervour can get the better of him. Last year the 
police spent days scouring a ship which he insisted was stuffed 
with drugs, and found nothing. His round-ups of alleged ETA 
collaborators, conducted in full view of the media, are apt to be 
followed by their swift release, because charges cannot be made 
to stick. These round-ups have often followed suspiciously soon 
after much-publicised ETA attacks. Could it be that Mr Garzon 
was happy to help save the interior ministry’s face? 

Maybe: his attitude to the establishment is variable. In 1993 
he stormed out of the Gonzalez government after being side- 
lined within the interior ministry, and flounced back into the 
Audiencia Nacional. His attacks on ETA and its support struc- 
ture—closing a newspaper that acted as its mouthpiece, 
rounding up the entire leadership of its political wing, cutting 
off its sources of cash—have served Spain's current centre-right 
government well. But the case that made him an international 
name—the pursuit of General Augusto Pinochet—also gave that 
government a huge diplomatic headache. 

To order the arrest of the former Chilean dictator while the 
general was on a visit to Britain was Mr Garzon's greatest media 
triumph. It also illustrated why he is so often in the limelight. 
Seekers of justice know he will not turn down a juicy case. Joan 
Garces, a lawyer who worked with Salvador Allende, the presi- 
dent whom General Pinochet overthrew, had been trying to nail 
the general for decades, without success. He sought out Mr Gar- 
zon, confident that he would take on the case—some of the 
Pinochet regime’s victims were Spaniards—and push it hard. So 
he did, to the irritation of the Chilean government and to the 
deep embarrassment of the authorities in Spain and Britain. 

Under the planned reforms, meant to make Spain’s justice 
system quicker, cheaper, more effective and less malleable, 
magistrates’ tenure in special courts like the Audiencia Nacional 
will be limited. May Mr Garzon’s days be numbered? He has 
just had a close shave, when the Judiciary Council, the legal sys- 
tem’s governing body, shelved an investigation into whether he 
had broken its code of conduct by giving details of cases to Ms 
Urbano. But even if the reforms, as eventually enacted, apply to 
him, they could take a decade to implement. He probably has lit- 
tle to fear, except murder (he gets lots of threats)—and himself. = 
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The rich get richer 
But so, in smaller ways, do the poor. Page 7 
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Ten years after the start of economic reform, India must decide 
whether to launch a second wave. There is plenty left to do, says 
Brooke Unger 


Vie do not have to spend much time at 
the offices of Biocon, a biotechnology 
firm on the outskirts of Bangalore, to learn 
a thing or two about the state of India to- 
day. A few minutes inside is long enough 
to ascertain that Biocon is state-of-the-art, 
part of a high-tech boom that has ap- 
peared to lift India above the level of an 
impoverished third-world giant. Yet a 
glance at the frenetic construction site out- 
side, hiving with human activity, tells you 
that although Biocon may be thriving, In- 
dia remains poor. The rubble is shifted not 
by bulldozers but by the sari-clad women 
seen all over India who carry it in baskets 
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ago this summer, to abandon economic 
planning and open up to global markets 
had enriched the privileged but left the 
poor as wretched as ever. This view is in- 
fluential. One distinguished commen- 
tator, speaking probably for the bulk of 
India’s intellectuals and do-gooders, 
called Bangalore's high-tech high-flyers 
“secessionist”. People who share this 
view—or merely exploit it—have suc- 
ceeded in slowing reform to a fitful stagger. 

But the yellow hats imply that they are 
wrong. The forces pulling India into the 
global economy, they suggest, are also p» 








on their heads. i 
A second glance, however, tells an- Not thick enough yet inal 
other story. In place of the customary coil GDP growth, by sector 
of cloth on their heads, these rubble bear- bah 
ers are wearing yellow helmets, a rare pre- 
caution in a country that is normally Agriculture m 
unfussy about safety, especially thatof the 
poor. And what stops the baskets from Industry C 
sliding down the smooth yellow domes? 
The sort of innovation that emerges from Services E 
India’s mish-mash of eras: each helmet is 
crowned with a little platform that will Total GDP _— 
steady a rubble-filled basket. 
How Indians interpret scenes like that OF 2 oe OG Oe 


at Biocon’s building site matters to their fu- 
ture. If you ignore the helmets, you might 
conclude that India’s decision, ten years 
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> drawing poor Indians away from the mar- 
gins and into jobs in which niceties like 
occupational safety matter. If that is so, 
politicians who obstruct reform in the 
name of the poor are repressing them as ef- 
fectively as any landowner or loan shark. 

If this were blindingly obvious, Indian 
democracy would dispose of leaders who 
block liberalisation and install a new set 
who promote it. But in India, where a river 
can be a goddess, a laundry and a toilet all 
at once, nothing is obvious. The country 
has states such as Gujarat and Maharash- 
tra, which during the past ten years have 
been growing at the rate of Asian “tiger” 
economies in their better days; but it also 
has Bihar, with a population the size of 
Germany’s and living standards on a par 
with Burundi’s. Even within Gujarat, the 
“golden corridor” abuts some of the coun- 
try’s poorest areas. India can supply an ex- 
ample of any extreme, and convince you it 
is the whole story. 

Seekers after economic truth usually 
turn to numbers, but even India’s statistics 
are less clear-cut than they might be. Re- 
cent figures showing that poverty fell 
sharply during the 1990s were celebrated 
by advocates of reform—and just as 
fiercely contested by its opponents. The 
country’s official statistics are subject to 
frequent and unexpected revisions. India’s 
variety and vagueness conspire to frus- 
trate anyone who tries to be objective in 
charting the effects of economic reforms 
over the past decade. The place is all sub- 
plot and no plot. 


Happy ending? 

This survey will attempt to trace an unfold- 
ing plot and script a happy ending. At first 
sight, economic reform may seem to have 
added yet another set of contradictions. In 
fact, it has launched India in the direction 
most Indians want to see it go: towards 
more widely shared prosperity and a posi- 
tion of influence in the world. The mo- 
mentum is not irreversible, and the new 
direction raises its own problems: environ- 
mental, cultural and social, to name three 
sorts. These problems are grave, but none 
of them is an excuse for keeping a billion 
people poor. The bigger danger is that In- 
dia will lose the plot by failing to push for- 
ward what it began back in 1991. 

When it embarked on reform, the gov- 
ernment of the day (formed by the Con- 
gress party, now in opposition) threw out 
44 years of dogma. It abolished industrial 
licensing, which told entrepreneurs how 
much of a particular good they could man- 
ufacture and encouraged them to do it 





The assertiveness training comes free 


badly; it lowered trade barriers, which dis- 
couraged India from buying almost any- 
thing from or selling to the rest of the 
world; and it devalued the rupee. 

On most measures, the reform was a tri- 
umphant success. Economic growth, after 
a brief wobble, picked up, making India 
one of the world’s fastest-growing econo- 
mies in the 1990s. Foreign direct invest- 
ment rose from next to nothing to well 
over $2 billion a year (see table 2). India’s 
share of world exports of goods, which 
had fallen from 2% at independence to 
0.4% in 1980, climbed to 0.7% in 2000. 

Having faced the prospect of default on 
its external debt in 1991, the country has 
now accumulated $40 billion of foreign- 
exchange reserves, enough to cover nine 
months’ imports. Consumer-price infla- 
tion fell from 14% in 1991 to 4% last year. 
And a dynamic new export industry was 
born: software sales went from nowhere 
to an estimated $8.3 billion last year. 

Liberalisation transformed consumers 
from supplicants into customers. Any mid- 
dle-class Indian has a tale about having to 
wait a decade or more for a car, or lugging 
back suitcases packed with forbidden 
goods from foreign trips. Since 1991 the 
number of serious car makers has jumped 
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China India 
Foreign direct investment 
$bn 38.8 2.2 
Share of world trade: 
goods* 3.3 07 
services * 2.1 1.2 

tiving on 

less than $1 a day, % 18.5 44.2 
Iltiteracy rate, adult population: 
male, % 9 32 
female, % 25 56 
Life expectancy, years 70 63 
Source; World Bank *Exports + imports 


from three, making 190,000 old-fashioned 
vehicles, to ten, making 500,000, some of 
which would sell anywhere in the world. 
The number of daily flights between 
Delhi, India’s political capital, and Mum- 
bai, its commercial one, has gone up from 
three, on one slovenly state-owned airline, 
to 22, on three competing airlines (includ- 
ing the former monopolist, which has im- 
proved its service). 

Not only jet-setters have noticed. Lib- 
eralisation has made manufactured goods 
cheaper relative to farm products, making 
life a little easier for the farm sector, which 
still employs more than half the work- 
force. Manufacturers of consumer goods 
have discovered rural markets and flooded 
them with televisions and shampoo in 
one-rupee sachets. 

Yet India’s development is not merely 
an echo of reform. Agriculture, which ac- 
counts for a quarter of economic output, 
remains tied to the whims of the monsoon 
rains. The spread of television, to three- 
quarters of the urban population and a 
third of country dwellers, owes something 
to economic reform but also has a life of its 
own. Ask a manufacturer about the big- 
gest influence on his business in the 1990s, 
and he is likely to mention television be- 
fore de-licensing. Kirk Johnson, a sociolo- 
gist who has studied the effect of its spread 
on two villages in Maharashtra, found that 
television not only spurred consumerism, 
but also made the poor more assertive and 
encouraged people to mingle more across 
the boundaries of caste, age and sex. 


Unhappy anniversary 

For all the successes of reform, India is be- 
ginning its second decade of economic 
freedom in a gloomy mood. Growth in fis- 
cal 2000 dropped for the second year run- 
ning, to an estimated 6.0%, depressed by a 
truant monsoon and an overhang of in- 
dustrial capacity built in more buoyant 
times. A series of scandals—in defence pro- 
curement, share trading and customs col- 
lection—has temporarily paralysed the 
government and heightened ordinary In- 
dians’ contempt for the institutions that 
govern them. Indian farmers and industri- 
alists have been spooked by the removal 
on April ist of most of the remaining quan- 
titative restrictions on imports, mainly on 
consumer goods and agricultural pro- 
ducts. The only customer of the biggest 
private power plant, an early symbol of 
liberalisation, is having trouble paying its 
bills, and the main shareholder, Enron of 
Texas, is threatening to pull out. 


These passing maladies point to deeper »» 
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The e-business revolution started 3 years ago. But now the hype is over and dot-com hysteria has died 











down. People are now using e-business to deal with real business issues. And if you haven't become 
an e-business yet, this is a good time to start. You can benefit from the experiences of others and of 
the 25,000 companies IBM has helped become e-businesses. You can move straight into the next 
generation - where people use Web technology to define new business strategies, consolidate business 
partner relationships and to improve customer service. Take the first step at ibm.com.hk/generation 
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Not every enterprise can deliver to the growing 
needs of today's global business houses. And not 
every enterprise can lay claim to expertise in 
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> ills. There are grounds for questioning In- 
dia’s international competitiveness, thein- 
tegrity of its institutions, the quality of its 
infrastructure and its zeal for further re- 
form. India’s growth since the original re- 
forms were introduced ten years ago looks 
misshapen: agriculture is shrinking as a 
share of GDP, as expected, and services are 
growing rapidly, but industrial growth has 
been sluggish after an initial spurt. Jairam 
Ramesh, an independent-minded official 
of the Congress party, observes scathingly 
that “India is the only country in the world 
which has bypassed industry.” That is 
partly because industry is especially vul- 
nerable to the whims of the state. Services 
are fine, but they cannot create the millions 
of low- and mid-skilled jobs India needs. 
Such worries show up in an investment 
rate well below what is needed to lift In- 


dia’s growth rate from respectable to spec- 
tacular. The appalling deficits of central 
and state governments have depressed 
public-sector investment. After a boom in 
1994 and 1995, growth in private invest- 
ment has slowed down. The government 
wants to quadruple foreign direct invest- 
ment to $10 billion a year~and China gets 
$40 billion. The only other population bil- 
lionaire is achieving growth in GDP and 
trade, and improvements in the quality of 
life, that India should envy and emulate 
(see chart 2, previous page). 

India’s prime minister, Atal Behari Vaj- 
payee, wants to speed up growth to 9%. 
That is the least he should be aiming for if 
India is to cope with an expected expan- 
sion of the labour force by 2% a year over 
the next decade. But it will be hard work. 
Shashanka Bhide of the National Council 


of Applied Economic Research in Delhi re- 
cently calculated that it would require agri- 
culture to grow at an annual rate of 4.5% 
and non-agricultural sectors at an average _ 
of 10%. Even if annual growth in the pro- 
ductivity of land, labour and capital picks _ 
up to 3% (after being stuck in the 1990s at 
close to 2%, according to Mr Bhide), India. 
will need to lift its investment rate from 
25% of GDP to 38%. That means, in rount 
figures, $40 billion in extra investmen 
spending every year, including $5 billion 
from foreign investors. 

As this survey will show, that is un 
likely to happen unless the governmen 
adopts policies that rekindle the excite 
ment of the early 1990s. And that, in turn 
depends on India’s leaders at last gettin; 
the message that reform is good for India, 
and ultimately good for them. @ 





NDIA is defined by division. There is a di- 

vide between the economically dy- 
namic south and west and the relatively 
stagnant north and east. Irrigated India re- 
mains lush during months when much of 
rain-dependent India turns barren. Urban 
India, unsurprisingly, is richer and more 
literate than rural India, where nearly 
three-quarters of the population lives. 

The gravest charge against liberalisa- 
tion is that it has deepened such divisions. 
That should come as no surprise. Inequal- 
ity is bound to grow when the guiding 
principle for sharing out resources shifts 
from entitlement to competition. But even 
poor Indians have benefited from econ- 
omic growth, and would be better off still 
if the economy grew faster. 

Most of the official figures back this up. 
The Planning Commission, which periodi- 
cally calculates poverty rates for each state, 
recently announced that between 1993 
and 1999 the share of the population be- 
low the poverty line plunged by ten per- 
centage points to 26%, a faster decline than 
in the preceding ten years. Even in 
wretched Bihar the poverty rate fell dra- 
matically, from 55% to 42%. 

Other indicators too point to improved 
well-being. The National Council of Ap- 
plied Economic Research, which surveys 
household incomes and spending on con- 
sumer goods, has found a sharp decline in 


implied poverty rates. The share of house- 
holds it classes as “destitute” dropped 
from 23% in 1992 to 16% in 1998. And ac- 
cording to a recent employment report, 
real wages per head in 1993-99 rose by 2.5% 
a year in rural areas and by 2.7% in cities. 
The same report found that more people 
had left the workforce to attend school. 

A triumphant vindication of reform? 
Unfortunately not. For a start, there has 











been a change in the way the survey on 
which the Planning Commission bases its 
estimates calculates poverty, so the scale 
of the improvement is open to argumet 
But more to the point, no one can declare 
victory when a quarter of the population 
still cannot afford to eat properly. Many In- 
dians are still among the world’s most de- 
prived people. And the good news on 
wages is spoilt somewhat by a rise in un- 
employment. 

Although people in general seem to be 
better off, some regions have improved 
their lot much more than others. Gujarat 
and Maharashtra, two western states, - 
notched up the fastest growth between 
1991 and 1998, whereas growth rates in 
half the 14 biggest states actually declined. 
On a per-head basis the difference is even 
starker. Some states where growth is slow, 
including the two biggest, Uttar Pradesh 
and Bihar, also have fast-growing popula- 
tions. In 1980 the number of poor people 
in these two states plus Orissa made up. 
38% of India’s total poor; by 1999 that share 
had risen to 46%. Looking at this regional 
slum, some people wonder whether India 
will hold together. : 

Blame reform. When the governmen 
relinquished its power to dictate where 
factories should be built, investors picked 
the places where conditions were best: 
Montek Singh Ahluwalia, amember of the 















> Planning Commission, has found that 
higher-growth states tend to have higher 
private (not public) investment. 

He also found a link between growth 
and certain kinds of infrastructure, espe- 
cially electricity and telecommunications, 
the subject of a later chapter. To no one’s 
surprise, private investors chose ad- 
vanced, outward-looking states such as 
Gujarat and Tamil Nadu rather than Bihar, 
which is so poor, badly governed and 
racked by inter-caste violence that Indians 
half-jokingly suggest it should be encour- 
aged to secede. 

But has Bihar really been left behind? 
Stroll around a Bihari village and marvel at 
the number of private schools named after 
obscure Christian saints. The schools may 
be for the village’s more substantial citi- 
zens (tuition fees are about a dollar a 
month), and reflect a well-founded con- 
tempt for the education provided by the 
state, but they also suggest rising aspira- 
tion and attainment. A recent study of two 
villages in central Bihar, Bhokhila and 
Kaithi, suggests that even there the lot of 
the poor has improved. 

The study's authors found the 
traditionally stratified social structure still 
in place, but not intact. Members of the 
lowest castes still live in ghettos away from 
the villages’ bricked lanes. Few have land 
or livestock; their access to education and 
health care is “limited.” In lean months, 
some resort to eating rats. Upper-caste folk 
have prospered, many of them moving 
away to become doctors and lawyers. The 
clear winners are those in the middle. 
They have leased or even bought the land 
of the absent elite, diversified away from 
rice and wheat, and begun to use tractors 
and pumps to irrigate their land. 


The rising tide that lifts all boats 
This has had an effect on the poor too. 
Mechanisation has driven some to migrate 
to richer Indian states in search of employ- 
ment. They send money back to support 
their families in the villages. No one 
knows how big this “money-order econ- 
omy” is; the remittances are not counted as 
part of Bihar’s GDP. But it makes a differ- 
ence. In Kaithi, the richer of the two vil- 
lages, some poor households have 
followed the middle-caste example of tak- 
ing over vacant farms. Most have aban- 
doned their traditional caste occupations 
and bonds of patronage with upper castes. 
This has not been a recipe for peaceful 
change: most of the grisly massacres of the 
state’s caste wars have taken place in cen- 
tral Bihar. In Bhokhila low and middle 


CHANDIGARH 





PAKISTAN 





Arabian 


Sea 
LAKSHADWEEP 3 ESN 
ISLANDS O A 
eee) SRI, 
Sources: Census 2001; Ministry of Finance LANKA 


castes have quarrelled over such issues as 
the control of land and the award of con- 
tracts for public works, conflicts echoed in 
clashes between radical-left and conserva- 
tive parties. Yet one way or another, India’s 
faster growth seems to have improved liv- 
ing standards even in these complicated 
little principalities. The study found “com- 
plete agreement...that the overall ‘hunger’ 
situation had improved.” 

Most of the citizens of Bhokhila and 
Kaithi are probably unaware of the 1991 re- 
forms, as are 80% of India’s total popula- 
tion. But almost all poor people know that 
a greedy and meddlesome state is bad for 
them. Lower-caste folk in Bhokhila com- 
plained bitterly about a cabal of middle 
castes and state officials who siphoned off 
resources from development projects. In 
Gujarat, the forest department monopol- 
ises the purchase of gum collected by poor 
women, supposedly to protect them from 
exploitation by middlemen. According to 
Renana Jhabvala of the Self-Employed 
Women's Association, a respected charity 
based in Gujarat, the monopoly made the 
gum trade legal, but also drove down by 
half the price women received for it. 
“When it comes to the poor you don’t lib- 
eralise, you regulate,” she complains. The 
head of one charity says that everything it 
does to help development in the country- 
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side is illegal. 

What the common folk do not know is 
that these hardships result from misman- 
agement and misplaced priorities on a gi- 
gantic scale. Populist schemes that pander 
to the poor generally backfire. Subsidised 
fares for train passengers, for example, 
drive up the cost of freight and move jobs 
out of the hinterland into easily accessible 
areas. As a result, power plants in the south 
of India find it cheaper to import coal from 
Australia than to buy it from Bihar. 

The Planning Commission’s account of 
various poverty alleviation schemes often 
reads like a criminal charge sheet. Writing 
of one rural development programme, the 
report cites “leakages, misappropriation of 
funds, violation of programme guidelines, 
selection of the non-poor as a target group, 
absence of proper maintenance of ac- 
counts and poor quality of assets”. Such 
failings add up to colossal waste. Mr Ahlu- 
walia calculated that last year 460 billion 
rupees in subsidies had been budgeted for 
largely ineffective schemes to help the 
poor. He suggested they be cut in half, and 
the money spent on infrastructure instead. 

Clearly not all reforms help the poor. 
There will be pain as the government re- 
moves protection for favoured industries 
to encourage industry in general. But a re- 
formed state can soften the blow. m 
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Red tape and blue sparks 


Ii YOU withdraw 10,000 rupees from a 
bank, it will probably come in a brick of 
100-rupee notes, held together by indus- 
trial-strength staples that you struggle to 
prise open. They are there to stop someone 
from surreptitiously removing a few notes. 
On trains, announcements may advise 
you to crush your empty mineral-water 
bottles lest someone refill them with tap 
water and sell them as new. You quickly 
get the message: be on your guard and trust 
only those you know. 

Anyone doing business in India runs 
up against what might be called institu- 
tionalised friction. Whenever he ventures 
beyond an environment under his own 
control to one controlled by others, he 
needs to watch out. This happens every 
time he petitions a bureaucrat, signs a con- 
tract, goes to court or even turns a light 
switch. People are reluctant to do any of 
these things without safeguards. Contracts 
are written on the assumption that the 
buyer will not pay. Any sort of business 
that requires confidence in the judicial sys- 
tem is best left alone. 

India has traditional ways of overcom- 
ing such obstacles. Much trade was, and 
still is, conducted within communities 
whose members are linked to each other 
by ties of kinship or caste. The country’s 
$6.2 billion diamond trade, its biggest ex- 
port earner, is largely in the hands of Pa- 
lanpuri Jains from Gujarat. The illegal 
hawala market, a system for transferring 
billions of dollars mainly from Indians 
working in the Persian Gulf to their rela- 
tives at home, works smoothly. But in 
modern economies, which rely on bigger 
markets with new entrants and more fleet- 
ing relationships, trust can no longer be 
based on tradition. India is having to get 
used to doing business among strangers, 
and it is not finding it easy. 

The shortcomings lie in two types of in- 
frastructure: the traditional sort (roads, 
power grids, ports, telecommunications 
and so on), and what might be called the 
human kind (courts, the bureaucracy and 
politics). These are usually discussed sepa- 
rately, but would be better considered to- 
gether, for several reasons. Failures in both 
have similar consequences: they raise 
costs, slow down transactions and deter 


investment. They also feed on each other. 
One reason it takes more than a week for a 
company in Mumbai to send a lorry to 
Nagpur, 750km (465 miles) away, and back 
again, is the poor quality of the road. The 
other is octroi, a local tax collected several 
times along the way, which goes mainly 
into the pockets of the collectors and their 
associates. India’s power sector is a mess 
largely because people steal electricity 
with the connivance of the utilities. And 
raising the money needed to upgrade In- 
dia's infrastructure will require good hu- 
man infrastructure in the form: of 
independent, incorruptible regulators. 


Job-killers 

You cannot measure Indian red tape, but 
evidence of it is everywhere. One director 
of a “new economy” company in Mumbai 
confides that he spends half his time with 
bureaucrats, who are generally looking for 
pay-offs. Naushad Forbes, director of 
Forbes Marshall, a manufacturer of steam 
engineering products in Pune, says it takes 
four days to get a finished product flown 
out of Mumbai, 170 miles away. He has 
lost orders to foreign competitors asking 
double his price but delivering in less than 
half the time. Vivek Jhangiani of Pleasan- 
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India’s infrastructure—both the 
physical and the human 
kind—still leaves much to be 
desired 


time Products, a Mumbai toy maker, says 
that excise officials can interrogate direc- 
tors and staff “with no lawyers present”. 

The corner grocer must fend off munici- 
pal authorities, food and adulteration in- 
spectors, the local police, telephone, sales 
tax and electricity departments, and other 
“extortionists”, as R. Vaidyanathan, a fi- 
nance professor at the Indian Institute of 
Management in Bangalore, puts it. Delhi’s 
200,000-250,000 bicycle-rickshaw pullers 
collectively pay bribes of 20m-25m rupees 
a month for the privilege of being allowed 
to pursue their lucrative profession. A busi- 
nessman in Mumbai puts “transaction 
costs” at 3-5%, compared with 0.5% in 
China, to which he is turning increasingly 
as a source of supply. 

Likewise, it is hard to measure the cost 
of a malfunctioning judiciary, but easy to 
identify some of the damage it does. India 
has too few judges—10 per 1m population, 
compared with 40-100 in developed coun- 
tries—and a backlog of 27m cases. The only 
way to deal with a legal system that cannot 
be trusted is to be circumspect. Deepak Pa- 
rekh, chairman of HDFC, a private institu- 
tion whose main business is housing 
finance, says that in 22 years his company 


has not been able to foreclose once ona de- p» 





> faulting borrower. HDFC has few bad 
debts, but only because it is ultra-cautious. 
“If we had a better legal system, we would 
do more low-income lending,” he says. 

Yet there are also heartening signs that 
some of the red tape is being cut. Scott Bay- 
man, who has been running the Indian op- 
eration of GE, an American conglomerate, 
since the early days of liberalisation, says 
that the proportion of his time he spends 
in government offices has fallen from 70% 
to less than 5%. Anil Kumar V. Epur, former 
head of vst Natural Products (now called 
Global Green), a Hyderabad-based com- 
pany that exports spices and condiments, 
has also noticed a huge improvement. Two 
years ago, customs officers insisted on 
checking the contents of every VST con- 
tainer themselves, holding it up for days. 
But a new system of self-certification has 
cut the time to get through customs by half 
and greatly reduced the “rents” the com- 
pany has to pay. 


Snap, crackle, pop 

No sector needs reform more urgently 
than electricity, and nowhere is reform 
more difficult. The problem arises from its 
importance to India’s great game of politi- 
cal pass-the-parcel, in which politicians 
buy popularity with favours and hide the 
costs in cross-subsidies and higher interest 
rates. The state electricity boards (SEBS) 
buy and generate electricity and distribute 
it to a variety of consumers, some of 
whom, including farmers, get it for next to 
nothing. Others steal it, which the SEBS 
chalk up to “transmission and distribution 
losses”, averaging 30-40%. The SEBs pay for 
part of this by overcharging industrial and 
commercial customers. The rest comes 
from explicit subsidies or unpaid bills. The 
SEBS’ losses last year totalled 240 billion 
rupees, equivalent to over 1% of GDP. 

The result is electricity of atrocious 
quality at astronomical prices for busi- 
ness, and a drain on the states’ funds. Be- 
cause there is no money for investment, 
power shortages at peak hours are of the 
order of 13%. To escape blackouts and 
prices that rank among the world’s high- 
est, many companies have set up their 
own power plants, which now account for 
nearly a third of electricity used by indus- 
try. Electricity reform “could add 1-2% to 
GDP almost instantly,” says R. K. Pachauri, 
director of the Tata Energy Research Insti- 
tute in Delhi. 

India’s first stab at reforming the elec- 
tricity sector, inviting in private firms to 
generate a lot more of the stuff, was laud- 
able but misguided. Of eight “fast-track” 
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Overdue for reform 


agreements signed in 1993, three have yet 
to sort out their financing. The rest, and 
three “mega” power projects, have foun- 
dered on the sess’ inability to pay and 
other snags. Cogentrix of the United 
States, Electricité de France and Daewoo of 
South Korea have pulled out of Indian pro- 
jects. The Dabhol Power Company, which 
has seen the biggest single foreign invest- 
ment in India, was built with the aid of 
government guarantees and is generating 
electricity. But its sole customer, Maha- 
rashtra’s SEB, cannot pay its bills, so Dab- 
hol (whose main owner is Enron, a big 
Texan company) has threatened to pull out 
of the project. 

The road to reform is now well marked. 
Its essence is removing politics from 
power. The sess will be broken up into 
generation, transmission and distribution 
companies. Distribution is to be priva- 
tised, in the reasonable belief that profit- 
seeking owners will not tolerate theft and 
inefficiency. Tariffs are to be set by inde- 
pendent regulators. State governments 
will still be able to subsidise consumers, 
but the money will have to come out of 
their own strained budgets. So far, just one 
state, Orissa in the east, has privatised dis- 
tribution. Several others have handed over 
reponsibility for setting tariffs to a regula- 
tory commission, but most chief ministers 
are worried about the political fallout of 
charging realistic prices for power. 

Electricity reform was a centrepiece of 
the 2001 budget, presented in February. 
The states have been offered a variety of fi- 
nancial incentives for introducing reforms 
such as installing meters and letting regu- 
lators set prices. The biggest carrot would 
be to securitise the sEBs’ 260 billion rupee 
($5.5 billion) debt to the central govern- 
ment, but this plan has its sceptics. 

A decent telecommunications system 
is within closer reach, for several reasons. 










Telecoms are the domain of the central 
government, not of the states; they are es- 
sential to the government’s beloved in- 
formation-technology industry; vested 
interests are less formidable; and telecoms 
customers can afford to pay. Already Indi- 
ans are enjoying better service than before 
reforms. The state-owned monopolies 
have added seven times as many tele- 
phone lines in the past ten years as they 
had done in the previous 45. The cost of 
long-distance calls has fallen, though still 
not by enough. An unregulated cable-Tv 
industry has wired up 33m houses. Cellu- 
lar telephony has gone from nothing to 
3.7m users. 

Yet telecoms still demand vast invest- 
ment. The government's plan to increase 
the proportion of people with access to a 
telephone from 3% to 15% could cost up to 
$70 billion, but at least some of the right 
conditions have been created to attract in- 
vestment. Basic telephone services have 
been opened to competition, and private 
providers are already offering service in 
some areas. Long-distance services were 
freed in January 2000, and the state mo- 
nopoly on international telephony is to 
end next April. Both the international ser- 
vice provider and the telephone company 
that serves Delhi and Mumbai, the two 
biggest cities, are to be privatised. 

This has stirred up the private sector 
too. Reliance, India’s biggest private-sector 
company, plans to hook up 115 cities with 
fibre-optic cable as part of a telecoms pro- 
ject costing $5 billion. Bharti, which offers 
cellular service in Delhi and basic service 
in Madhya Pradesh, hopes to link 27 cities. 
Bharti and others are planning undersea 
cables, which could turn the trickle of data 
that can now pass between India and the 
rest of the world into a torrent. Their bet is 
that India will be an outsourcing centre 
not just for software but for call centres >» 


y Bangalore is smiling... 
and why you should be too! 


{Or how to actually benefit from the slowdown 
by outsourcing from Bangalore! } 


So per cent! That’s the level of 
savings when you outsource from 
Bangalore. Add to this the fact that the 
deliveries are of world-class quality. An 
irresistible combination. And the key reason 
why global names in IT have been 
incessantly moving into Bangalore (with 
100% foreign equity) - one every week, 
over the last one year! 

So how has Bangalore got this way? Why is 
Bangalore being increasingly sought after 
globally for outsourcing. And what does it 
offer? 


You can outsource anything in the IT 
lexicon from Bangalore. From Software 
Development Services to IT enabled 
services, you name it. With a host of 
established and competent players 
delivering a complete array of custom- 
ized services, constantly catering 
most demanding 

» of clients from 

across the globe. 

Bangalore is also 

known for its 

technology 

providers 

working on 

high-end 

technologies, 

creating 

ground-breaking solutions. 


Bangalore has exceptionally competent 
service providers offering the entire gamut 
of software and technology services with 
925 software companies that employ more 
than 80,000 IT professionals. Tata 
Consultancy Services ( TCS), Bangalore, is 
the world’s 6th fastest growing consulting 
company offering a dynamic blend of 
strategy consulting and system integration. 
Infosys Technologies, a world leader and 


the biggest name in India’s tech profile 
(with a net profit of $ 134.5 million in FY 
2000-01), has the single largest facility in 
the world among software services 
companies, in Bangalore. They offer 
services such as business-technology 
consulting, internet and e-business 
consulting, system integration, custom 
application development, etc. Wipro, 
Bangalore's own technology genius, is the 
worlds first CMM Level 5 company in 
software services with 20 development 
centers and over 200 technology customers 
across the globe. They use powerful 
technologies, providing services for 
business transformation, product realization 
& complete solutions for the service 
provider market. Kshema Technologies, 
one of India’s fastest growing business 
consulting and software services company, 
provides high-end solutions, e-business, 
computer telephony integration, healthcare 
and banking & financial services, etc. 


More than 50% of the world’s SEI CMM 
Level 5 companies are in Bangalore. 
Bangalore’s high-end technology 
companies have proven their expertise in 
complex areas. Netcontinuum is involved 
in IT access networks, Tejas Networks works 
in Optical Network, Celstream Technologies 
in Video Broadcasting, Impulse Software 
in Bluetooth, Trivium Software in eCRM 
and Jataayu Software is concentrating on 
WAP. Mind Tree Software Consultants have 
a predominantly American clientele with 
names like Cisco Systems, Franklin 
Templeton Inc., Lucent Technologies, Sun 
Microsystems, Avis Rentals, etc. The city 
has 46 IC Design companies, 166 Systems 
Software companies and 108 
Communications Software companies. 
Over 40% of Bangalore’s software exports 
are in these high-technology areas. Texas 
Instruments in Bangalore, has filed 150 
patents (75% of its library work for 
processor families is being done here) and 
CISCO & IBM have between them filed 
over 75 patents. Sasken Communications, 
Moterola, Lucent Technologies and 
Myneton Communication are working on 
3G wireless applications, Xybridge is 
developing new applications for VOIP, the 
Motorola team is into WAP & Multimedia 
over IP, while CISCO is also into ATM 
Switches and SDH. 


Bangalore has reputed names that offer all 
major IT enabled or ‘teleworking’ services 
that a typical overseas outsourcing client 
would be looking for. Call Centers in the 
city are involved in projects for the US 
Government’s Social Security Scheme. 
They also respond to calls for Avis Car 
Rentals. Search requests on Altavista.com 
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are answered from Bangalore. iSEVA, 
CustomerAsset.com and customer.com 
are Bangalore based companies 
offering world-class 
BANGALORE knowledge based 
Orv e E 6s. 
2” HEALTHSCRIBE - one of 
world’s top Medical 
Transcription companies, 
operates from Bangalore and their 
transcribers are trained by NEXT, a home 
grown company. Plexion Technologies 
India Pvt. Ltd. has a core technical and 
management strength to provide complete 
IT enabled engineering services that 
envelope CAD, CAE, e-engineering and 
software for engineering solutions. AXA 
Business Services Pvt. Ltd. has Call Centers 
and offers information tech solutions & 
software development services. Netkraft Pvt. 
Ltd. provides e-consulting, e-commerce 
(B2B & B2C), portal development, product 
— web technology platform, web based ERP 
Systems & enterprise application systems 
SCM/CRM. Pixel Infotek Pvt. Ltd. is into 
CAD/CAM/GIS software solutions. Talisma 
Corporation Pvt. Ltd. is involved ineCRM 
solutions and product-e-mail services. 
Bangalore's 24/7 Customer.com is a global 
leader in the provision of world-class 
out sourced customer support services and 
solutions specializing in knowledge 
management and customer interaction 
professional services. Delphi Automobile 
Designs are developing car parts for global 
clients. Insurance companies across the 
world are outsourcing insurance claims 
processing from Bangalore. The city 
already has players who offer the rest of 
the IT enabled services like Revenue 
Accounting, Back Office Operations & 
Ancillary Operations, Legal Databases, 
Digital Content Development & Animation, 
On-line Education, Data Digitization & 
GIS, HR Services, Web Services, Support 
Centers, Engineering & Design and Remote 
Maintenance. 


re PE 





The Indian Institute of Science (11Se) 
established in 1909. 
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Because Bangalore has unmatched people 
power. Because Bangalore offers the most 
attractive ever combination of factors of 
production - infrastructure, connectivity, 
incubation support and funds. And it has a 
State Government which has one of the 
most rigorous Anti Piracy Programs for IT. 


-low-cost resource base 

The State of Karnataka has 82 engineering 
colleges & 30,000 engineering students 
graduate from these institutes every year, 
14,000 of which are from IT related streams! 
Bangalore offers the best, skilled IT 
professionals (over 80,000 of them just 
now!). It also has a huge workforce (with 
an unmatched fluency in the English 
language) employed in Call Centers, Data 
Centers and other IT enabled services. The 
city is home to the finest educational 
institutions, starting with the best schools. 
Bangalore has the highest number of 
engineering colleges to a city in the world 
- 2] in number! 


The Indian Institute of Science (ITSc.), 
Bangalore, is ranked the 18" best university 
in the world with various professional 
courses in Information Technology and 
Biotechnology. The Indian Institute of 
Management (IIM) is one of the most 
admired and sought after management 
institutes in India offering world-class MBA 
programs, whose graduates today fill the 
who’ s who of the indian annem 
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with the best IT companies in a record me 
of five days in January this year. These 
graduates are treated on par with the 
MTech’s of the renowned group Gite 
Institutes of Technology (IITs). 

The National Law School, TETEE, is 
the premier law school of the country, that 











runs a number of programs on IPR. 
The latest phenomenon? The Indian 
Institute of Information Technology (iiit- 
b). (See Box) 


Telecom gateways! 
Bangalore offers the highest bandwidth in 
the country. Presently thè international 
gateways are operated by Videsh Sanchar 
Nigam Limited (VSNL) and Software 
Technology Parks of India (STPI). 
In addition, Karnataka has announced a 
free Right of Way Policy which has 
attracted a number of Indian blue-chip 
private players like Reliance, Bharti, BPL, 
Zee, Spectranet, etc. Companies that have 
been licensed to lay fibre optics anywhere, 
across the State, with the right to Last Mile 
Access. In just four months from now the 
consumers and companies will have a 
choice between VSNL, STPI as well as three 
to four other private firms. That’s 
competition, meaning lower prices and 
higher quality. By September 2001, 
Network i2i, a joint venture between 
Singapore Telecom and Bharti Global, is 
expected to lay submarine cables with a 
bandwidth capacity of 8.4 TB linking 
Singapore to India with a POP in 
Bangalore. The city is linked to Mumbai 
again with a FLAG submarine cable of 
1OGB. STPI - Bangalore with its world- 
class telecom infrastructure delivers 
bandwidth connectivity within 48 hours. It 
houses one of the nine Nortel Network 
Operation Centers in the world. It runs the 
largest network in Bangalore, connecting 
189 IT parks that have hundreds of 
companies. It has MOUs with a large 
number of international carriers like British 
Telecom, Japan Telecom, Singapore 
Telecom, AT&T, Telstra etc. and its clientele 
has grown from a mere 13 in 1992 to over 
900 companies today! 
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In the past one year there has been 
300% growth of commercial property for 
IT companies in Bangalore, with scores of 
companies setting-up shop in the city. But 
in spite of such demand, world-standard 
office space can still be leased at around 
$0.26 - $1.0 per sq. ft per month. There 
are a number of IT Parks that have world- 
class facilities & infrastructure 
and names that have handled overseas 
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annual event - the Bangalore IT.Com Last 
year the event pulled in over 376 companies, 
60,000 business visitors, 600 foreign 
delegates and 1,000 conference delegates. 
The 103-strong delegation from Japan 
included the CEOs of Sony, Toshiba, ete. 
There was a substantial presence from 
Singapore, United Kingdom and United 
States. A survey conducted by an 
independent agency indicated that 96% of 
the participants are expected to return to 
this year's show. 
Bangalore IT. Com 200] (1* - 5* November, 
2001) will happen on a much larger scale. 
Apart from the trade show, conferences, 
company lecture presentations, sponsored 
lunches, dinners, 
7j product launches, 
= ete., a ‘global buyer 
eancacone | \~ -seller meet’ has 
been cite det ant 
IT.COM 2001 aot cha 
1-5 Movember, 2001 Bangoiors. india fO 7" structured 
networking - -prefixed 
meetings with international and domestic 
companies looking at outsourcing partners. 
A powerful platform where con meet 
face-to-face with decision makers jei 
generate business and leads. 








Lufthansa, the official carriers for the 


event, will have direct flights connecting 
BVEA AY 2 DERE JOS SANANA, 
year. 


outsourcing projects. The 1.8 million sq. 
ft. International Tech Park in Bangalore 
was set up as a joint venture of the 
Government of Karnataka, Government of 
Singapore and the House of TATAs. The 
Electronic City, is an industrial area with 
over 100 electronics industries like Infosys, 
Wipro, Siemens, Motorola, ITI, etc. 


NASDAQ The world's biggest stock 
exchange with a turnover of over $20 
trillion opened its third international office 
this year in Bangalore. 


Bangalore has institutions that deliver 
crucial incubation support enabling start- 
ups and offering relevant entrepreneurial 
support. STPI, Bangalore, plays a key role 
in delivering incubation support. Bangalore 
is home to over 60 reputed Venture Capital 
Firms like Citibank, Deutsche Bank, 


West Bridge Capital, etc. Today, Bangalore 
has a $140 million funding backed by 
Goldman and Sachs. VC funding in the city 
will touch $5 billion in the next three years. 
Total investments in Bangalore touched 
$1.6 billion in 2000. 


Bangalore’s remarkable Software Export 
Record An all-time high of $1.6 billion 
(nearly 40% of India’s software exports!) 
in FY 2000-01, a 73% jump over the 
previous year. Projected software exports 
for FY 2001-02; $2.4 billion 
FY 2002-03: $ 3.5 billion. 


‘Single window’ Policy for IT 
The Karnataka Government gives 
incentives like tax reliefs, concessions for 
creating employment, relaxed floor area 
regulations, beneficial power tariffs, 
concessions in stamp WN : 
duty, etc. The 
Government of 
Karnataka has one of 
the most stringent 
Anti Piracy and IPR 
Framework, it has a 
Chief Minister 


envisioned a future 

for Bangalore as a SM Krishna, 

‘Foro Piracy a Fulbright Scholar, 
‘ believes in ‘IT for 

Territory’. The 


the common man’. 
government has also 


simplified the labor laws to enable faster 
clearances making it hassle-free for foreign 
companies entering the state. The 
government offers special incentives for 
Major Projects with an investment of more 


International Tech Park Limited [ITPL) at 
Whitefield, Bangalore. 





For more details contact us at the 





sizeable, 


www.bangaloreit.com. 


The government has made another 
remarkable initiative with a progressive 
Millenium Biotech Policy that details the 
opportunities in ‘Bioinformatics’ - an area 
of synergy between Information 
Technology and Biotechnology. The 
biotechnology convention - 
BangaloreBio.com 200] (April 15" - 17") 
held in Bangalore was a huge success. For 
more information please log on to 


www.bangalorebio.com 


It should be clear by now as to why 
Bangalore is responsible for fuelling the 
new phenomenon - ‘reverse brain-drain’. 
The professionals don’t need to look for 
greener pastures anymore. Case in point: 
GE's Jack Welch Technology Center at 
Bangalore, their biggest development 
center outside the US. Presently, it is a base 
for 600 Ph.Ds / Scientists out of which 
300 have been relocated from outside 
India. The city now has professionals who 
have come down, both Indians and 
expatriates. 


! 

The city that has it all! 
Bangalore has ‘total’ appeal. Loads of 
atmosphere, a truly cosmopolitan cocktail 
of different people, cultures and 
languages. A pool of professional talent 
that spells a dynamic work culture. A 
well-settled expatriate 
population. It has its own crowd of health 
clubs and parks, pubs and shopping malls, 
several international hotels, car rental 
agencies, 24-hour radio taxi services, 


cafes, fast food joints, bistros, and 


restaurants serving a multitude of cuisines. 
It has five sprawling Golf Courses, There 
are a number of tourist spots not far from 
city, like wildlife sanctuaries and resorts 
which are perfect for weekend getaways. 
Finally, what will round of your experience 
is the climate, never too hot nor cold for 
you to complain. 


DEPARTMENT OF INFORMATION TECHNOLOGY 


Government of Karnataka 


Tel: 9180-2262466 / 9180-2262450 


e-mail : itsec@bangaloreit.com 


* www.bangaloreit.com 
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and other back-office services that can be 
delivered by wire. “India wants to leverage 
ts intellectual capital,” says Anil Ambani, 
_ one of Reliance’s two managing directors. 
_ “It needs world-class telecommunications 
__ infrastructure.” 

=- Yet Indian telecoms still lack what they 
_ mostneed to attract private interest: a regu- 
_ latory system that investors trust. A deci- 
sion by the Telecom Regulatory Authority 
of India (rRAD to allow basic-service pro- 













rT ACCOUNTS for a quarter of the econ- 
omy and 60% of the labour force. It pro- 
ces so much food that government 
storehouses are overflowing with unsold 
grain, yet 250m-300m people do not have 
2nough to eat. India’s self-sufficiency in 
‘ood is widey regarded as its greatest econ- 
ymic achievement since independence. 
Yet no industry is being as thoroughly hob- 
bled by government intervention as agri- 
culture. That is the biggest single reason for 
the persistence of poverty. 

_ Economists argue about whether agri- 
culture has drifted or progressed since 
1991. The official figures point to a slow- 
down. But Ashok Gulati, a scholar at the 
nternational Food Policy Research Insti- 
tute in Washington, thinks they fail to re- 
flect diversification away from food grains 
and into fruit and vegetables. He reckons 
that agricultural growth accelerated from 
2.9% a year in the 1980s to 3.5% in 1991-99. 
-Farming also benefited from falling prices 
_ for manufactures relative to agricultural 
products. In another sign that the country- 
side is maturing, the share of the work- 
force employed in agriculture dipped by 
: four percentage points in 1993-99, to 60%, 
-cand in absolute numbers declined for the 
> first time since independence. 

But no one is satisfied. Just over a quar- 
«ter of all farmers produce 60% of the total 
‘output. The rest are either subsistence 
farmers on plots of land that get tinier with 
each generation, or landless labourers. Ag- 
‘iculture has become a “parking space for 
the poor,” as Mr Gulati puts it. The way out 
of poverty is faster agricultural growth, 
which would raise farmers’ incomes and 
ncrease demand for locally produced 
goods and services, drawing labour away 
from farming. The government aims for an 





























viders to offer customers limited mobility 
has pleased some investors but infuriated 
big cellular operators, who argue that com- 
panies offering mobile services ought to 
have mobile licences. This is the latest in a 
series of rows that have made some inves- 
tors mistrustful of India’s telecoms regula- 
tion. The government is eager for foreign 
investment, and recently lifted foreign- 
equity caps for certain services. But there is 
not much outside interest. “You’ve got to 


have trust in the regulator,” says one se- 
nior manager in a multinational telecoms 
company. “We're in the dark.” 

The government has done India no fa- 
vours by capping foreign investment in ba- 
sic telecoms services at 49%. Its plan to 
keep a chunk of the two firms it is privatis- 
ing has also put off some investors. Ac- 
cording to Sunil Mittal, chief executive of 
Bharti, “India has missed the bus on for- 
eign investment in the telecoms sector.” W 








agricultural growth rate of 4.5%, but its 
policies seem tailor-made to prevent that. 
The one thing the system does wellis to 
encourage farmers in Punjab, Haryana 
and western Uttar Pradesh to produce 
enough rice and wheat to feed the country. 
Ithas been similarly successful in the dairy 
sector. These achievements are even more 
impressive than they look, for India does 
much to discourage the efficient storage, 
marketing, distribution and processing of 
food. Its aversion to the market has left alot 
of people hungry. It has also stunted the 
development of a food industry. Value 
added in India is 15-20%, compared with 
over 100% in some developed countries. 
The way India handles its main food 
crops is positively perverse. Farmers in the 
country’s breadbasket are offered mini- 
mum support prices for wheat and rice 
which have been rising sharply over the 
past few years. The price subsidy, coupled 
with almost free electricity and water, has 
encouraged farmers in India’s most pro- 
ductive regions to overplant water-guz- 


zling rice; the area in Punjab under paddy 
has grown from 300,000 acres (120,000 
hectares) in the 1960s to 6.5m today. Water 
tables in Punjab are dropping fast and the 
soil’s fertility is at risk. l 

Yet the glut has not brought wheat and 
rice within reach of the poor. At the in- 
flated minimum support price, the biggest 
buyer is a government-owned monopoly 
called the Food Corporation of India (rcp. 
As the farmers’ favourite buyer, the FCI 
has accumulated some 45m tonnes of 
grain, twice as much as it needs for a rea- 
sonable buffer stock. The poor are entitled 
to buy some of this food at half the cost of 
purchasing, storing and distributing it, a 
subsidy that costs the government 130 bil- 
lion rupees a year. They do not get their 
hands on much. A third of the Fc1’s hold- 
ings are rotting in the open, and a third of 
wheat and rice meant for the poor is “di- 
verted” from the public distribution sys- 
tem. After waste and corruption have 
taken their toll, the “economic cost” is 60% 
higher than the purchase price, making the 
food unaffordable for the poor. Other com- 
modities are not treated with the same in- 
dulgence as wheat and rice, but they, too, 
suffer restrictions that erode their value to 
both farmers and consumers. 

Shortcomings in infrastructure hit agri- 
culture harder than any other industry. 
Farm produce lacks an adequate chain of 
refrigerated warehouses and transporters, 
and deteriorates on long and bumpy rides 
from farm to consumer. About 20% of total 
agricultural output, and 40% of fruit and 
vegetables, is lost along the way. A long 
chain of intermediaries further widens 
the gap between what consumers pay and 
what farmers receive. 

Public investment in irrigation and » 
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> other agricultural projects has been falling 
since the 1970s, partly because govern- 
ments have preferred to spend money on 
self-defeating subsidies, such as for elec- 
tricity and water. Private investment in ir- 
rigation has picked up much of the slack. 


Stuck in the past 

Rather than freeing its farmers, India has 
fetishised them. Early in its independent 
history, central and state governments 
broke the feudal order in the countryside 
by limiting the size of land holdings and 
transferring ownership of land to those 
who worked it. Land reform gave birth to a 
productive peasantry, the driving force be- 
hind the green revolution, but it is now 
thwarting consolidation of land holdings 
that have become too fragmented. In Uttar 
Pradesh, the biggest state, 20m farming 
families subsist on 17m acres of land. Even 
in Punjab, average holdings are too small 
to make mechanisation worthwhile. 
Farmers get around this, illegally, by leas- 
ing out their land and then working on it 
for a wage. But neither lessor nor lessee is 





Try growing something else 


willing to invest. This is one of the main 
reasons why India’s rice and wheat yields 
are just a third of international levels. 

The central government has begun to 
recognise that agriculture, like industry, 
needs the market. In his February budget, 
the finance minister, Yashwant Sinha, pro- 
posed cutting the number of goods cov- 
ered by the Essential Commodities Act, 
which restricts trade in food, and shifting 


The unknown majority 


AGADEESAN INDUSTRIES, “manufac- 
turers of precision auto components”, 
may be small, but it is plugged in. Over 
the past five years, the three brothers who 
own it have put Japanese notions of total 
quality management to work in their tiny 
factory in Chennai. Machine operators 
have “ownership” of the components they 
make, which means that they, not a super- 
visor, are in charge of quality control. The 
proprietors’ business cards sport ISO 9002 
marks of manufacturing quality. 
Jagadeesan is one of perhaps 45m non- 
farm units loosely described as “informal” 
or “unorganised”. Many are nothing more 
than a woman in a slum packing clothes 
for export; others are bigger than Jagadee- 
san, with its 32 employees and sales of 
19m rupees ($400,000). These truckers, 
shopkeepers, restaurateurs, incense mak- 
ers, rickshaw pullers, metal bashers and 
other unincorporated folk produce the 
bulk of India’s economic output, even in 
manufacturing (see chart 5, next page). In 
many industries they have proved for- 
midable competitors to large firms. Infor- 
mal units account for 60% of gross savings 


and two-thirds of exports. 

This industrial confetti is India’s hope: 
as employment in agriculture shrinks, mil- 
lions of tiny rural enterprises should pick 
up the slack. But itis also India’s headache. 
Liberalisers lament that in its Gandhian 
preference for small producers, India has 
put up hurdles to growth for firms both 
small and big. Now both are cowering at 
the prospect of international competition. 
By contrast, some humanitarians worry 
that the informal firms are all too competi- 
tive. Because they escape much of the 
scrutiny, regulation and cost borne by or- 
ganised competitors, work is shifting from 
the protected to the unprotected sector, 
where wages and working conditions can 
be awful. But there is also evidence of a 
countervailing trend: links to big firms and 
to export markets are persuading unorgan- 
ised firms to observe the norms of the for- 
mal world. 

Small firms enjoy two sorts of advan- 
tage. The first comes from not being no- 
ticed, a boon in India’s over-regulated, 
overpriced environment. If a business can 
look informal enough, it can dodge taxes, 





responsibility for buying food for the poor 
from the FCI to state governments. These 
proposals are meeting resistance from the 
states. If they went through, and state gov- 
ernments co-operated, India could operate 
as a single agricultural market, and the 
private sector could play a bigger part in 
buying and distributing grain. 

Meanwhile, private firms are finding 
their own ways round the obstacles. Pepsi, 
an American food and soft-drink giant, is 
offering thousands of Punjabi farmers an 
alternative to pouring grain into official 
warehouses. It has reintroduced ground- 
nut, a crop that consumes less water than 
rice and adds nutrients to the soil. 

Organised retailing will also supply 
some of the missing market signals. Food- 
world, a Chennai-based grocery chain, has 
cut out middlemen in the rice trade by 
buying direct from mills. In Tamil Nadu, it 
buys vegetables direct from 50 farmers and 
helps supply them with seeds, fertiliser 
and irrigation. Such initiatives will raise 
farmers’ income, and growth in other sec- 
tors will help reduce their numbers. m 


India’s small firms are nimbler 
than the big ones—but more 
vulnerable too 


electricity bills and minimum wages. The 
second applies to a different group of 
firms, which are noticed but favoured. 
Small companies get all sorts of sops, espe- 
cially exemption from paying excise taxes, 
which can make the difference between 
profit and loss. If a firm is small enough, it 
escapes laws that stop companies from fir- 
ing people. If it chooses its products 
wisely, it may be protected from compe- 
tition by big companies through the 
“small-scale reservation”. In this jungle of 
preferences, corruption thrives. 


The joys of inconspicuousness 
To anyone who wants to cut corners, there- 
fore, small is beautiful. Take rolling beedis, 
the sort of no-frills work that humanitar- 
ians fret about. The poor man’s cigarette 
industry employs an estimated 10m peo- 
ple and in 1994 generated about 60 billion 
rupees ($1.3 billion) of added value. The 
bulk of its workforce are women who sit at 
home turning tobacco, tendu leaves and 
thread into small flammable tubes. 
Increased competition since the re- 
forms is prompting big firms to outsource >> 


> work to smaller vendors, who in turn pass 
it on to home-based workers. A recent 
study found slum-dwellers working indi- 
rectly for well-known Indian firms, and 
even some multinationals. Although the 
working conditions are often wretched, 
these jobs are providing people with in- 
comes and in some cases skills. They are 
also ushering women into the workforce, 
both exploiting and advancing them. 

Broadening markets may improve 
quality and conditions. Jagadeesan, for ex- 
ample, was prodded into action by its sole 
customer, Sundaram Clayton, the first 
Asian company outside Japan to win Ja- 
pan’s Deming award for production qual- 
ity. Facing competition from multi- 
nationals, Sundaram Clayton asked its 
suppliers to upgrade their quality and 
speed up deliveries without raising prices. 
Jagadeesan quickly obliged, but this re- 
quired a bloodless revolution. “Before, 
everything was secret” from the workers, 
says J. Selvam, one of Jagadeesan’s own- 
ers. Now the workers have a lot more in- 
formation: not only on matters relating to 
their own jobs, but also on the firm’s turn- 
over and profits. They are paid unprincely 
salaries of 900-2,750 rupees, but they are 
now supplied with uniforms and meals 
and such formal-sector benefits as con- 
tributions made for them to the public-sec- 
tor pension scheme, says Mr Selvam. 


How to improve your knitting 

In Tirupur, centre of Tamil Nadu’s knit- 
wear production, the influence of foreign 
buyers is eroding the industry's cottage 
character. Processes such as knitting, dye- 
ing and stitching, traditionally carried out 
in independent units, are being brought 
under one roof. At the same time, manu- 
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facturers in Tirupur, which had a bad repu- 
tation for employing child labour, are 
trying to appear socially responsible. The 
rise of organised retailing will also encour- 
age firms to formalise. Although India’s 
12m shops are overwhelmingly one-fam- 
ily operations, chain stores are beginning 
to pop up, especially in southern cities 
such as Chennai, Bangalore and Hyder- 
abad. According to Mr Jhangiani of Pleas- 
antime Products, chains are forcing an 
industry notorious for black money to 
“come into the accounted economy”. 
Crutches that propped up small firms 
when protection was still rife have become 
impediments in a freer market. As trade 
barriers are lowered and customers’ pref- 
erences shift in unpredictable ways, small, 
informal companies are discovering their 
competitive disadvantages. For toys, a sec- 
tor reserved for small companies until this 
year, dereservation has come “too late,” 
says Mr Jhangiani. India’s biggest toy man- 
ufacturer has a few hundred employees; 
China considers 5,000 the payroll of a 
small unit, he says. For now, the Indians 
are partly shielded by a tariff of 40%, butil- 


Islands of quality 


HE Paharpur Business Centre in Delhi 

offers the sort of amenities its blue-chip 
tenants expect: resident secretaries, pay- 
roll services, leased telecom lines. It also 
supplies custom-made air. The trees 
nearby are scrubbed with high-powered 
hoses to improve the local atmosphere in 
one of the world’s most polluted cities. In- 
doors, the air is further filtered to near- 
mountaintop quality. Tenants can moni- 
tor Paharpur’s air quality on the 


company’s website. 

Most of India’s “new economy” com- 
panies do not go so far as to manufacture 
their own air, but they do see value in 
aloofness. Software engineers in Banga- 
lore disport themselves on pristine cam- 
puses, fitted out with state-of-the-art 
gymnasiums. Call centres near Delhi 
equip themselves with spare telephone 
lines, back-up generators, and back-ups for 
the back-ups. Their quality standards, 
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legal imports evade this. Mr Jhangiani 
reckons that they are running at twice the 
volume of the legal sort. 

Mattel has shut up shop in India. Pleas- 
antime is coping by turning itself into little 
more than a packing and marketing opera- 
tion, outsourcing much of its work to the 
informal sector. Big orders are farmed out 
to China, because Indian firms cannot pro- 
vide the quality and variety needed. “The 
small sector is going to die a slow death,” 
predicts Mr Jhangiani. 

Not the least reason for that is that 
small companies lack access to credit and 
marketing budgets to scout for new cus- 
tomers. According to Mr Vaidyanathan, 
the finance professor in Bangalore, the un- 
incorporated sector borrows mainly from 
the private money markets, where interest 
rates are at least twice those offered by gov- 
ernment-owned banks. Even plucky Jaga- 
deesan is not in the clear. Its industry is 
going through a downturn and Sundaram 
Clayton is demanding more price cuts. Ja- 
gadeesan would like to export, but a mar- 
keting trip to the United States would all 
but wipe out the firm’s profits. = 


Where India can compete with 
the world 


management styles and ideas of corporate 
governance owe more to western, espe- 
cially American, models than to the tradi- 
tions of Indian firms. The gleaming 
campus in Bangalore of Infosys, India’s 
third-biggest information-technology 
firm, has a golf green and a Domino's Pizza 
as the staff canteen. You mightas well bein 
Silicon Valley. 

Some critics contend that the new 


economy has little to offer the vast major- » 





> > ity of Indians who are not engineers. Oth- 
ers point out that India cannot live by 
; “services alone. There is some truth in both 
-< these claims, but the new economy has 
more bearing on India’s fate than first im- 
¿pressions might suggest. It extends far be- 
yond software, its most visible sector. It is 
already making a noticeable contribution 
-to GDP. Perhaps most important, the new 
economy is setting an example for the old. 
Indian manufacturing may have been 
ruined by Nehru’s dictum that “It is better 
to have a second-rate thing made in one’s 
own country than a first-rate thing one has 
to import,” but India’s brainpower, or at 
least a sliver of it, remained unaffected. 
The skewed education system lavished re- 
sources on universities and technical acad- 
emies while neglecting primary schools 
for the masses. Its graduates are Silicon Val- 
ley billionaires, and shakers and movers in 
India’s emerging information-technology 
industry. India’s colonial heritage pro- 
duced enough English-speakers, some 
30m-50m, to populate a medium-sized 
country. The new economy offered the 
first commercial activity that appealed to 
India’s educated priestly caste. 
© Market brahminism has helped point 
‘the Indian economy towards the intangi- 
ble, a direction already encouraged by its 
industrial shortcomings. Services are 
growing faster than any other sector. They 
span a range from banks to tea stalls, but it 
s the “knowledge industries” that have 
aptured the imagination of India’s entre- 
‘preneurs. Of these, information technol- 
ogy is the most successful. It has grown at 
an average annual rate of over 50%, from 
= almost nothing in 1991 to sales of $8.3 bil- 
_. lion in 2000 (see chart 6, next page) and 
_ employment of around 400,000. It makes 
< up 15% of India’s exports. NASSCOM, the 
main trade association for the informa- 
_ tion-technology industry, predicts that by 
~~ 2008 India will export $50 billion-worth 
of software and allied services, and em- 
ploy 1.1m people. “1r-enabled services” or 
“remote services” will expand employ- 
ment beyond software engineers, poten- 
tially to anyone who can speak English. 






























<` Unbeatable combination 

Whether peddling software or other ser- 
“vices, India offers the same deal: work 
done to global standards, and often at a 
‘faster pace, at Indian costs. This is creating 
‘anew kind of company. You do not have 
to spend long at Infosys to find out that, un- 
like most Indian companies, it regards la- 
‘bour as a scarce resource. Until this year’s 
high-tech downturn, the war for talent at 










Indian software houses was no less fierce 
than in the United States. Salaries were ris- 
ing by 25% a year and companies were 
commonly losing a quarter of their em- 
ployees each year. The amenities are de- 
signed to keep Infosys’s engineers happy. 
Software firms like Infosys pioneered em- 
ployee stock-ownership plans. And there 
isno bowing and scraping. 

The campus is also designed to con- 
vince potential customers, most of them 
American, that they sacrifice nothing by 
outsourcing work to Infosys. “Attention to 
detail, attention to quality is what is im- 
portant,” says N.R. Narayana Murthy, Info- 
sys’s chief executive. On the stockmarket 
Mr Murthy’s reputation is irreproachable. 
Infosys was the first Indian company to list 
its shares on Nasdaq and the first to draw 
up its accounts in accordance with Ameri- 
can accounting principles. 

India’s information-technology sector 
has defied predictions that it would never 
outgrow “body-shopping”—simple, low- 
cost software fixes done at the client's site 
by Indians armed with an engineering de- 
gree and a temporary visa. Indian soft- 
ware houses proved themselves by sorting 
out western companies’ millennium-bug 
problems, and then went on to win bigger, 
longer-term and more demanding con- 
tracts. IDC, a research firm, reckons that In- 
dia has 80% of the market for software 
development outsourced offshore. 

Now the Indian industry’s confidence 
is faltering for the first time. As yet, nobody 
knows whether the downturn in the Un- 
ited States will hurt Indian software (by de- 
laying companies’ investment in new 
technology) or help it (by encouraging out- 


The profits are far from intangible 


sourcing to cheaper locations). Already, 
some American customers have sent some 
Indian engineers home (828 means “back 
to Bangalore”, joke the returnees). Most IT 
firms plan to reduce their hiring this year; 
at Infosys employees decided, “unani- 
mously”, says Mr Murthy, to limit pay in- 
creases in India to an average of 15%, about 
half the level of recent years. Once the un- 
certainty lifts, he thinks, potential clients 
will look for better value for money. 


The dragon awakes 

But there are other worries. For the first 
time India is looking over its shoulder at 
China, which could become a competitor, 
initially at the low end of the market. India 
has an edge in English and in experience, 
but the Chinese are thought to be learning 
fast. Despite the slowdown, India may not 
produce enough good engineers to meet 
NASSCOM’S growth targets. Quantity is no 
problem in the short run: 260,000 “knowl- 
edge workers” are expected to enter the 
market this year and next. But NASSCOM 
admits that not all are good enough for 
global markets. 

Some software companies will not sur- 
vive the slowdown. A Mumbai-based ven- 
ture capitalist points out that many IT 
companies have lots of low-paid drones 
and a few bosses, but have trouble holding 
on to the mid-level talent needed to de- 
velop higher-value-added services. They 
are also reluctant to hire expensive market- 
ing people. Infosys is unlikely to be un- 
done by meanness. It has opened offices in 
Toronto, California, Chicago and London. 
To strengthen its middle tier, Infosys has 


started a “leadership institute” where, says + $ 
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> Mr Murthy, a thousand people a year will 
learn to “walk on water.” He is aiming for 
more ambitious assignments. Meanwhile, 
he notes that Infosys, with 10,000 employ- 
ees, has some way to go before it catches 
up with the “big five” rT consultancies. 
Knowledge exports do not stop with 
software services. The idea of outsourcing 
back-office work to India is catching on 
among big first-world companies, led by 
multinationals such as GE and American 
Express. Indian companies are offering 
back-office services to firms that do not 
want to set up their own Indian opera- 
tions. Daksh.com near Delhi answers 
questions from customers of Amazon, the 
biggest online retailer, mainly by e-mail. 
In theory, India can export just about 
any service capable of being carried by fi- 
bre-optic cable, from cartoon animation to 
research and development. NASSCOM 
guesses that last year 68,000 people were 
generating 40 billion rupees of revenue in 
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remote services. Some analysts think that 
India will scoop up clerical work in the de- 
veloped world, just as China and other 
East Asian countries commandeered 
manufacturing. 

Such predictions reinforce the idea that 
India’s real metier is services rather than 
manufacturing. When Max India, a Delhi- 
based company, got the chance to reinvent 
itself after selling its stake in a Mumbai cel- 
lular service, it picked fields where it could 
exploit middle-class dissatisfaction with 
services traditionally supplied by the state, 


Knights in tarnished 


armour 


66° HIS year crisis will be upon Indian 

industry. We are not ready.” So said 
Ratan Tata, chairman of one of India’s big- 
gest industrial groups, not in 1991 but in 
April 2001. The 1990s were Woodstock, a 
time of liberation and youthful experi- 
mentation but not much discipline for In- 
dian industry. Only now are the pressures 
of adulthood being felt. Growing up is 
proving to be painful. 

Businessmen by and large saw reform 
as Opportunity without risk. Having got 
accustomed to investing to suit the whim 
of government, they could suddenly 
choose what to invest in and how much. 
Many did not choose wisely. Private in- 
vestment boomed, growing 24% in 1994 
and 39% the year after. Companies that 
had diversified by licence diversified some 
more, from textiles and chemicals into bis- 
cuits, from steel into paints and power, 
from pharmaceuticals into power and fi- 
nance. Everyone, it seemed, set up a non- 
bank finance company and, when those 
went out of fashion, a software-develop- 
ment firm. Their expansion was financed 
by an indulgent stockmarket and state- 
owned institutions. 

Many were led into new areas by multi- 
nationals, which later ditched them. Some 


multinationals overdid it too. The number 
of serious car manufacturers rose from 
three to ten, with Ford, Hyundai, General 
Motors and Daewoo among the newcom- 
ers. They are now among the most vigor- 
ous proponents of protection, especially 
from imported secondhand cars. 

The change from chronic shortages to 
oversupply was a bonanza for consumers. 
Indigenous products such as televisions 
and washing machines that relied on out- 
dated technology suddenly faced compe- 
tition from globe-straddling manu- 
facturers. Prices fell, service improved, and 
delivery sped up from years to minutes. 

Yet to everyone’s disappointment, it 
turned out that India lacked both the dou- 
ble-digit growth and the eight-digit middle 
class required to earn a decent profit from 
these investments. So thousands of ven- 
tures have disappeared; of more than 
1,000 non-bank finance companies, per- 
haps 200 remain; a generation of private 
airlines has come and gone; local brands 
of television have vanished. 

Meanwhile, the heights of the econ- 
omy are commanded by those that lin- 
gered on: the public sector, which 
produces miserable returns on half of In- 
dia’s capital stock, and traditional family- 


such as health care and insurance, and 
stayed well away from manufacturing. 

Even some manufacturers seem to be- 
lieve that India’s edge is in processes such 
as design and testing. One venture capital- 
ist says he would never make any more 
bricks-and-mortar investments. Because 
the banking system is rotten, he says, tradi- 
tional companies end up being creditors of 
last resort to their customers: “If you're a 
big company, you're a bank.” 

India’s most conspicuous old-economy 
success, Reliance, escaped the country’s 
shortcomings in the same way that new- 
economy companies have done, by build- 
ing its own infrastructure and raising its 
own money. To support its huge energy 
and petrochemical complex on the coast 
of Gujarat, it built 240km of roads. “We 
generate all our own power and control all 
logistics” says Anil Ambani. The idea is to 
have “less dependence on critical things 
we need”. m 


India’s big businesses have been 
slow starters and slow learners 


owned firms, many of which are doing no 
better. R. Ravimohan, managing director 
of CRISIL, a rating agency, says that a quar- 
ter of the companies he rates are safe, a 
quarter have improved but are still at risk, 
and half are “distressed.” Seven of the ten 
most valuable companies on the stock- 
market in 1992 had disappeared from that 
list by March 2001 (see chart 7, next page). 
The lingering has been made possible 
by the protection still available to industry, 
despite stiffer competition. In many sec- 
tors imports have been tamed. It was only 
on April ist that India dismantled the last 
of its major import quotas after losing a 
case before a tribunal of the World Trade 
Organisation. Until then, manufacturers 
of consumer goods faced virtually no im- 
port competition. India’s tariffs remain 
among the highest in the world. 
Ownership patterns, financial institu- 
tions, and bankruptcy and labour laws 
supply more layers of armour, particularly 
for public-sector companies, which in- 
clude most of the banking system, as well 
as the biggest companies making cars, 
forging steel, selling petroleum, flying 
aeroplanes and carrying telephone calls. 
The government's rhetoric on privatisa- 


tion has become bolder but it has sold vir- » 





tually nothing to strategic investors. 

_. > Private-sector companies, particularly 
_. family-owned ones, have had defences al- 
- most as formidable. The family’s stake 
-may not always be large, but shares have 
= often been locked up in the hands of 
_ friendly state-owned financial institu- 
tions. Thus protected, some owners (called 
promoters in India) have neglected minor- 
ity shareholders, preferring to extract 
value from their companies by means 
other than share price appreciation. A 

udy last year by Surjit Bhalla, who runs 
Oxus Fund Management in Delhi, found 
that whereas the main stockmarket index, 
1e Sensex, rose by an average of 16% a 
year between 1995 and 2000, shares of 
promoter-owned companies fell over the 
same period. 
> John Band, a broker who has become a 
one-man movement for minority share- 
holders’ rights, says that half the compa- 
nies on the stockmarket have delivered 
such poor returns that they deserve to be 
ken over. Of that half, he reckons, 90% 
re safe, either because the promoter’s 
ake is high or because the state they arein 
is “too shocking”. His firm, Ask-Raymond 
James, is targeting the remaining 10%. Nei- 
ther he, nor anyone else, has yet staged a 
successful hostile takeover, but Mr Band’s 
first raid brought forth a white knight who 
gave his client (and other minority share- 
holders) ahandsome pay-off to go away. 
© Bankruptcy in India is not a final reck- 
ning. A Board for Industrial and Financial 
reconstruction protects everyone con- 
nected with an insolvent company but the 
‘creditors: factories are kept open, and 
owners often walk away with whatever 
‘assets still retain some value. As Mr Ra- 
‘mesh of the Congress party puts it, there 
are many sick industries but not many sick 
industrialists. 
= Little wonder, then, that corporate re- 
form was limited. According to a study of 
3,000 firms, the productivity of Indian in- 
_. dustry during the 1990s rose more slowly 

than in the 1980s. Another study reports 
‘that India’s labour productivity remains 
“abysmally low”. 
- The industrial slowdown that began in 
-1997 jolted companies. Families have 
transferred management to professionals, 
“for example at Ranbaxy, the biggest 
pharmaceutical company, and at Muru- 
-gappa, a Chennai-based agro-business. 
- Many groups have disposed of companies 
-in sectors where they are weak and ac- 
- quired assets in sectors where they intend 
to be strong. They include Ballarpur, 
-which sold nine businesses and increased 





















































its share of the paper industry, Aditya 
Birla, a conglomerate that has expanded in 
aluminium, cement and clothing, and Ray- 
mond, which pulled out of steel and ce- 
ment to concentrate on textiles. 

Many companies found they had to up- 
grade their products. Mahindra & Mahin- 
dra, a manufacturer of tractors and other 
rural vehicles, has trawled the world for 
technology to build what it claims is the 
best tractor in India. Shedding flab has also 
been popular. Payrolls have been reduced 
through voluntary retirement schemes, 
other costs through outsourcing, energy 
conservation and the like. Hindalco, Adi- 
tya Birla’s aluminium company, is now 
reckoned to be one of the world’s most effi- 
cient. Even the public sector has been 
goaded into action. SAIL, the biggest steel 
company, is shedding more than 25,000 
jobs in a restructuring programme. 


Now the hard part 

If this were enough, India would be a 
more impressive performer on the world 
stage than it is. It does have a number of 
companies with global scale—in luggage 
and bicycles, for example—but almost 
none with a global presence. 

Gita Piramal, co-author of a recent 
book for Indian managers, says companies 
are only now beginning to realise that pro- 
fits as well as products must meet global 
standards. Indian companies are not used 
to factoring in their cost of capital or to pay- 
ing workers by performance. The crunch 
comes when companies install systems for 
measuring achievement and opening 
communications. When Mrs Piramal ad- 
dressed the Bombay Management Associ- 
ation on the need for such changes last 
year, she faced “extreme anger. Cassandra 
was the nicest term they used.” 





vip Industries, the world’s second-larg- 
est luggage producer, which is promoted 
by Mrs Piramal’s husband, is taking her 
medicine. Competition has been fierce for 
the past decade, both from local manufac- 
turers attacking the lower and middle seg- 
ments of the market and, more recently, 
from Samsonite, which has set up a factory 
to cater to the upper end. Input prices have 
risen, but demand has been too sluggish to 
allow vır to pass them on. 

The last time vir put up a new plant 
was in 1997. Since then it has been cutting 
costs by outsourcing, both to Indian sup- 
pliers and to China. Both have advantages 
over big Indian manufacturers. Local sup- 
pliers have “far more correlation between 
output and wages,” says Arun Warey, 
vip’s chief executive. China has that too, 
plus better infrastructure and raw materi- 
als. vir has cut employment in India by a 
third, but is adding jobs in China. It can pay 
the 62% duty on luggage imported from 
China and “still come out ahead in the In- 
dian market,” says Mr Warey. 

Now vip is addressing the toughest 
part of restructuring, changing the way 
people are paid and promoted and how 
they relate to each other. vir has been link- 
ing pay to performance for several years, 
but is only now formalising the practice, It 
wants to bring the number of levels in the 
organisation down and to establish the 
principle that “promotion is not a matter 
of routine”. It took two years to convince 
the company’s top managers that the 
changes were necessary. 


Vroom, vroom 
At least vir can still sell luggage. Bajaj 
Auto, by contrast, faced a basic shift in con- 
sumer preferences it had not seen coming. 
Bajaj’s bread and butter was scooters; spe- 
cifically, one particular kind that ac- 
counted for two-thirds of the company’s 
sales and profits and needed no marketing. 
But the family man who was Bajaj’s main 
customer has now moved on to small cars, 
and younger people do not want scooters 
but motorbikes. There to provide them 
was not Bajaj but Hero Honda, a joint ven- 
ture between a Japanese bike manufac- 
turer and the group that owns Hero Cycles. 
Bajaj has kept its lead in the geared (man- 
ual transmission) scooter market, but that 
market is plummeting. Ungeared scooters 
are dominated by two other companies, 
and half the market for motorbikes be- 
longs to Hero Honda. a 

“In both segments we have been slow 
starters, slow learners,” says Rajiv Bajaj, 
the company’s president. There was a lot p 
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> to learn. At first Bajaj concentrated on im- 





proving quality and increasing the num- 
ber of models. It was not until 1995 that the 
company began to take full advantage of 
its alliance with Kawasaki, a Japanese 
manufacturer, to improve styling, upgrade 
its engines and meet stricter environmen- 
tal standards. “We didn’t learn from Kawa- 
saki for ten years because we thought we 
knew everything,” says Mr Bajaj. 

That complacency is gone. Bajaj has 
made “huge investments” to improve pro- 
duction and enable suppliers to meet the 
new requirements. Productivity has in- 
creased dramatically. In 1993 Bajaj had 
23,000 workers, who made 1.1m vehicles; 
today it has 14,000, who produce 1.4m. Its 
next project is to improve its network of 
dealerships. Bajaj has even started to ex- 
port to the other big two-wheeler markets, 
which it had all but ignored during its 56- 
year history. In motorbikes Bajaj has 
hauled itself up from being number fourin 
the market to number two. 

Yet all this has failed to restore Bajaj to 
health. The company has just completed 
“the worst year in its history”, says Rajiv's 
father, Rahul Bajaj, who remains chair- 


A management 


F INDIA were listed on the stockmarket, 

it would be a juicy takeover target. A cor- 
porate raider would see an enterprise that 
has raised its game in the past ten years but 
remains constrained by caution. Surely In- 
dia’s assets could deliver higher returns 
under new management. 

The new owner’s first worry would be 
an ocean of red ink in which any enter- 
prise might drown. The central govern- 
ment’s budget deficit is 5% of Gpp; the 
states’ deficits add up to roughly the same 
again. Fortunately, India finances this 
shortfall from domestic sources, so it faces 
no immediate threat of a devastating flight 
of international capital. Its current-ac- 
count deficit is less than 2% of GDP. But In- 
dia pays the price in high real interest rates, 
which choke off private investment and 
erode competitiveness. 

The buyer’s second concern would be 
that much of the money is being spent on 
the wrong things. Wages and salaries, in- 
terest payments and subsidies take up an 
inordinate share of public spending, and 


The two-wheeler of choice 


man. That is partly because the scooter 
market has slumped. It is also because, de- 
spite the flashy new bikes on show at the 
company’s headquarters in Pune, Bajaj 
has not yet persuaded consumers that its 
bikes are as good as Honda’s. 

And now Bajaj is worried about China. 
Its productivity may be up, but the no-fir- 
ing rules keep it far below world levels. In- 
dian companies pay more for power, 
capital and wages than do Chinese com- 
petitors, which anyway hide their costs, 
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the subsidies do little to help the poor. Pub- 
lic investment as a proportion of GDP has 
been declining. India spends less than 1% 
of GDP on public provision of health care, 
well below the average for poor countries. 
Spending on education is also inadequate, 
at about 3% of GDP. 

Correcting this requires the draconian 
pragmatism one expects from a Wall Street 
raider. Trimming central and state bu- 
reaucracy could save nearly 1% of GDP a 
year, reckon Jeffrey Sachs and Nirupam 
Bajpai of Harvard University*. Disposing 
of non-core businesses—virtually all state- 
owned commercial activities—would help 
both the public finances and the industries 
concerned. And the economy would bene- 
fit from better-run airlines, hotels and, es- 
pecially, banks, whose shortcomings are 
partly responsible for today’s high bor- 
rowing rates. 
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* “The Decade of Development: Goal Setting and Policy 
Challenges in India”. Center for International 
Development at Harvard University. 2001. 





claims Rahul Bajaj. He wants the govern- 
ment to steamroller the playing field with 
more reforms. Instead, the government de- 
cided in April to lift import duties on two- 
wheelers from 35% to 60%. 

Reforming India is like restructuring a 
business: one can do a lot, and still be at 
the beginning. The present government 
seems to want reform, but it is roughly at 
the stage where Bajaj was when it realised 
that it was motorbikes, not scooters, that 
people wanted. = 


How to run India Inc. 


Loss-makers such as electricity, irriga- 
tion, railways and universities should not 
be shut down. On the contrary, they 
should be revived by allowing them to 
charge realistic prices and selling off those 
operations better managed by the private 
sector, such as electricity distribution. 
Even schools and health centres can be pri- 
vately run, as long as the state ensures that 
they are of acceptable quality and afford- 
able for the poor. 

Whenit comes to the state’s natural mo- 
nopoly over taxation and law, our ac- 
quirer would aim for simplicity and 
transparency. The current management 
has made a start. Average import duties 
have been cut from 87% in 1990 to 34% 
now. The prime minister's Economic Advi- 
sory Council recently recommended that 
they be lowered further to 12% by 2005. 
One of the main reasons why the share of 
taxes in GDP slipped during the reform 
years, from 11% to 9%, is the unwieldiness 
of India’s indirect tax system. The govern- 
ment has already simplified it, but the » 





> raider would go further. 

in the same spirit, he would do away 
with the thicket of preferences that seek to 
protect the vulnerable but end up by im- 
mobilising them. That category includes 
laws to stop companies from sacking 
workers, and therefore from hiring them; 
the small-sector reservation; bankruptcy 
procedures that promote neither revival 
nor liquidation; restrictions on trading ag- 
ricultural commodities; and rent controls 
that make low-income housing unviable. 

India is a sprawling conglomerate, best 
managed not by diktat but by initiative 
from below. States already have a vital 
role. Devolution of responsibility to 
elected village-level government can im- 
prove the allocation of resources and mon- 
itoring of services such as schools. 
Decentralisation demands accountability, 
and the new boss’s most urgent job would 
be to transform India’s corporate culture 
so that officials all the way down to the vil- 
lage administrator embraced the style of 
governance handed down from the top. 


Getting there 

It may seem callous to apply a Wall Street 
metaphor to a process as disruptive as 
economic reform. There is much in the 
raider’s handbook that would help the 
poor directly, such as shifting funds away 
from wasteful subsidies towards invest- 
ment in health and education. But it must 
also be admitted that some of it would not. 
Scaling down protection for small hand- 
loom units has pushed some weavers to 
the wall. In Andhra Pradesh, about 40 
weavers have committed suicide. 

To alleviate the more painful conse- 
quences of reform, the government could 
spend some of the money it has saved on 
programmes that simultaneously protect 
the vulnerable and improve the econ- 
omy’s productive capacity, such as build- 
ing rural roads. Reform has its casualties, 
but it is important to recognise how much 
benefit it has brought India already, and 
how much more it could bring if pushed 
further. 

The government knows what to do. 
Seminars, journals and books by the hun- 
dred, often the work of the government's 
own counsellors, all proffer much the 
same advice on how to raise India’s 
growth rate from 6-7% to 8-9%. The prime 
minister, Atal Behari Vajpayee, and the fi- 
nance minister, Yashwant Sinha, both ac- 
cept the main points. Their three years in 
office so far, a record since the 1991 reforms, 
should have given them the confidence 
and experience to push through the rest of 





You have to start somewhere 


the reform agenda. 

They have already done several com- 
mendable things, such as opening insur- 
ance to the private sector and ending 
telecoms monopolies, and would like to 
do more. Mr Sinha’s most recent budget, 
presented in February, was unapologeti- 
cally reformist. 

State governments have not sat still. 
Madhya Pradesh has an innovative educa- 
tion guarantee scheme that has helped its 
literacy rate climb nearly 20 points, from 
45% in 1991 to 64% this year. Andhra Pra- 
desh has been a pioneer in reforming elec- 
tricity, transferring control of water usage 
to farmers and computerising the issuance 
of government documents, which cuts 
down on corruption. Tamil Nadu has been 
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a leader in promoting computer education 
and laying fibre-optic cable. Kerala has the 
most impressive long-term record, with 
the highest levels of literacy and life expec- 
tancy, and one of the lowest poverty rates 
in India. Yet no state has succeeded on so 
many fronts that it can claim to be the 
model for all others. Kerala, for all its suc- 
cesses, is better known for exporting its 
well-educated sons and daughters than for 
importing capital. 

Unfortunately, reformers have even 
less power to hire and fire than do industri- 
alists. Mr Sinha is stuck with a score of co- 
alition partners, many of whom are 
suspicious of reform. Parliament, which 
must approve measures such as liberalis- 
ing labour legislation, does not seem to 
grasp that such changes are preconditions 
for creating jobs. Groups that feel victi- 
mised by reform usually shout louder than 
potential beneficiaries. In Chhattisgarh, 
carved out from Madhya Pradesh last year, 
the founding chief minister (a member of 
the opposition Congress party) has made 
his reputation by backing a two-month 
strike at a newly privatised aluminium 
plant. This may well drive investment 
away from his fledgling state, but his con- 
stituents may never notice. 

Yet countries are not corporations, and 
no despotic financier is about to seize con- 
trol of India’s democracy. The current 
managers will keep their jobs, or be re- 
placed by people with a similar outlook. 
They will persist with reform, pushed a bit 
faster, perhaps, by straitened public fi- 
nances and by the progressive liberalisa- 
tion of imports. But the pace is unlikely to 
satisfy those who yearn for growth close to 
double figures, as all Indians should. The 
Planning Commission recently concluded 
that 8.7%, the rate needed to double in- 
come per head over the next ten years, is 
out of reach, and has instead proposed 8% 
as the growth target for 2002-2007. India 
has gained a plot, but it is unfolding excru- 
ciatingly slowly. m 
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Hynix-carving a new future 
in semiconductor technology 
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Hynix Semiconductor is a company restructured, re-focused andrebom. We do exactly what ourname = 
suggests: We specialize insemiconductors. seul am 
With your support, we are making a fresh start, We have done a lotmore than simply change our name from ae ú y lai 
Electronics. Hynix is independently managed with a commitment to quality. that lies at the heart not only -of our product 

but also our management philosophy. Our unequivocal commitment is to our customers and to staying at the forefront of 
semiconductor technology solutions. We are restructuring to make this happen, spinning off our non-semiconductor 

operations and creating a company, which will lead in the development and manufacture of high performance memory and 

other specialized semiconductors. 

Our name has changed. Our focus is clear. Now there is a new Korean word meaning semiconductor-Hynix 


hynix 


* Hynix Semiconductor was formery known as Hyundai Electronics 


Hynix Semiconductor Inc. 








General election 


What’s wrong with William Hague 


The Tories are facing another huge defeat, and William Hague may be facing the 


end of his political career 





667" HE problem for us is that we are sim- 

ply not credible. Let's face it, we’ve 
had it,” says a former Conservative cabinet 
minister. With less than a week to go to the 
election, and opinion polls pointing stub- 
bornly to a second landslide defeat, the 
Tory faithful have begun to despair. 

The Tories’ defeat in 1997 was blamed 
largely on sleaze, Europe and the need fora 
change after 18 years. Since then, memo- 
ries of the financial scandals that dogged 
the party have faded: the trial of Lord Ar- 
cher, former party deputy chairman, for 
perjury, is the only hangover from that 
painful time. The arguments over Europe 
have not stopped, but they have abated. 
And the electorate has had the change of 
government it was begging for. 

Yet the Tories have recovered no 
ground. Things look as bad as they did in 
1997. Six months ago, most bets were on 
Labour winning with a sharply reduced 
majority of about 100, a loss of roughly 80 
seats. By the time the election was called 
three weeks ago, Labour’s likely lead, ac- 
cording to the spread-betting firm, 1G In- 
dex, had increased to nearly 150. The hot 
money is now on an overall majority of 
around 200. 

The opinion polls suggest a Labour lead 
of anything between 12 and 30 points. A 


poll by 1cM, the Tory’s own private polling 
company, published on May 30th, puts La- 
bour's lead at 19 points, six points up on 
the previous week. If that lead were trans- 
lated into seats on election day, it could 
give Labour an overall majority of 267, the 
biggest since Ramsay Macdonald’s co- 
alition government in 1931. 

The reason, most observers agree, is not 
that Labour has won the campaign, but 
that the Tories have lost it. Part of the pro- 
blem is organisational. The party which 
used to be known as a great election-win- 
ning machine is in tatters. Morale and 
membership are at a record low. The aver- 
age age of its members is 62. But that is 
only a symptom of the Conservative 
Party’s deeper problems. 

The Tories were always going to have a 
tough fight because of the healthy econ- 
omy. Vernon Bogdanor, an academic at 
Oxford University, says that the Tories are 
still dogged by Britain's humiliating expul- 
sion from the European exchange-rate 
mechanism in 1992. It gained a reputation 
for being “the party of economic misman- 
agement” which it has not yet shaken off. 
But the conduct of the campaign has made 
things worse. 

Enoch Powell once said that every 
party has to have “a theme to hum”. The 
problem in this election is that the Tories 
have chosen the wrong tune. The anti-Eu- 
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rope theme doesn’t set feet tapping. Voters 
aren't much interested in Europe. Even tax, 
traditionally a strong Tory issue, is lowerin 
people’s priorities than health and educa- 
tion, the areas that Labour has focused on. 

Nor does the Tories’ social conserva- 
tism play all that well. Vernon Bogdanor 
believes that they have failed to keep pace 
with changing public attitudes on issues 
such as drugs, asylum and race. “Hague’s 
populism has gone down badly,” he says. 
“Even if it reflects what people say in the 
bars, they don’t want to vote for it. What 
they have is a ragbag of policies, some of 
them very nasty.” 

As Labour has moved on to the centre 
ground, so the Tories have abandoned it. 
That, according to Edward Heath, a former 
prime minister, is their mistake. “I think to 
win sufficient support to become the gov- 
ernment again, they will have to broaden 
their whole approach,” he has said. 

It isn’t just William Hague’s policies 
that people dislike: it's the man himself. 
Not since Michael Foot, who led the La- 
bour Party to its disastrous 1983 defeat, has 
a party leader been more unpopular. “A 
good management consultant but abso- 
lutely no sense of strategy,” says a senior 
civil servant who worked closely with him 
in government. In a Gallup poll asking 
which leader had done the best job in pre- 
senting his party’s policies, only one voter 
in six picked the Tory leader. Even among 
Conservative supporters, only 41% chose 
him. As Bob Worcester, boss of the polling 
firm MORI, puts it, “When Hague was cho- 
sen over Ken Clarke, the Tories did them- 
selves in.” 

Focus groups hate the Tory leader's 
“flat, grating” Yorkshire voice and his 
“wally-like” appearance. Women are par- 
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ticularly vehement. “He's a tit,” was one »» 








> comment from a focus group conducted 


__ for the opposition. The Tories understand- 
` ably are not disclosing their research. But 


the Daily Telegraph, usually a reliable sup- 
porter of the party and its leader, last week 
published the results of “a dial group”. 
This is a method used by parties to test the 
public’s reactions to politicians by asking 
them to turn a dial from positive to nega- 
tive. The reactions to the Tory leader were 
“universally negative”. Participants com- 
plained that they “couldn’t stand his 
voice”, that he was “not strong” and that 
he had not got “the right image” to be 
leader. 

The decision that Mr Hague should be 
accompanied by his wife, Ffion, but that 
she should not be allowed to say anything 
‘is typical of the misjudgments made by 
the Tories’ high command. The silent 
blonde is out of tune with the times; and 
the contrast with Cherie Blair’s busy pur- 
suit of her own career is painful. 


Lord Blake, historian of the Conserva- 
tive Party, takes a longer-term view. He be- 
lieves the Labour tide was unstoppable at 
this election, that the Tory failure is little to 
do with the leadership and that criticism 
of William Hague is misplaced. Political 
parties that have undergone a traumatic 
election defeat invariably require at least 
two elections to recover, he points out. 
New Labour itself is a product of this po- 
litical truth. 

The Tories have reinvented themselves 
many times before, after similar catastro- 
phes. The recipe has always been the 
same: a new leader, possessed of political 
and social imagination, has been able to 
re-unite a divided party around a new 
agenda, relevant to a new class or genera- 
tion of voters. Robert Peel, Benjamin Dis- 
raeli and Stanley Baldwin all did it, as did 
Margaret Thatcher after the two defeats of 
1974. Thoughtful Tories are now looking 
for another such (see Bagehot). @ 








Newspapers and voting 


The weakest link 


Newspapers’ views do not seem to 
affect readers’ votes 










SÉ ELECTION 2001 


66 T'S the Sun wot won it!” claimed Brit- 

ain’s most-read daily newspaper so 
memorably in 1992, after rooting for John 
Major’s Tories and ridiculing Neil Kin- 
nock’s Labour Party. By 1997, the Tory ga- 
zette had become the house journal of the 
victorious Labour Party. So then, natu- 
rally, it was “the Sun wot swung it!” This 
time, the Sun is still squarely behind La- 
bour, and so is a wider spread of papers 
than at any time since 1945. Does this help 
explain Labour’s firm lead? Apparently 
not: research shows that newspapers have 
little impact on their readers’ votes. 

Glancing at the 1997 election, this 
seems improbable. The Labour landslide, 
ending 18 years of Tory rule, coincided 
with an astonishing lurch to the left by 
both the broadsheet and tabloid press. In 
1992, 70% of the press, in terms of circula- 
tion, backed Mr Major’s Tories, according 
to Peter Golding of Loughborough Univer- 
sity. By the end of the 1997 campaign, no 
less than 60% of the press had jumped be- 
hind Tony Blair’s party instead. In this elec- 
tion, says Mr Golding, perhaps two-thirds 
of the press is supporting Labour. 

But what causes what? Strong recent 
Labour support in both the press and the 
polls could simply reflect the way editors 
like to back winners, and keep readers. 

The defection of the Sun provides a 
chance to test the relationship. Pippa Nor- 
ris, at Harvard University, led a study 
which examined surveys of readers’ vot- 
ing habits both before and after the switch. 
It concluded that not only did the Sun’s 
conversion have little impact on its read- 
ers’ votes, but that there was “neither sig- 
nificant nor consistent evidence that any 
of the papers that switched their support 
away from the Conservatives brought 
their readers with them.” Even in the long 
run, the link between newspapers’ biases 
and their readers’ voting habits appears 
weak. After 1945, when the readership of 
pro-Tory papers outnumbered that of pro- 
Labour ones by three to two, the press fa- 
voured the Conservatives at every poll un- 
til the desertion of 1997—and yet six 
Labour governments were elected. m 


19th, we referred to Dorothy Rowe, a psychologist, as a 
psychiatrist. There is, she points out, a big difference: 
a psychiatrist can lock you up for the term of your 
natural life, but a psychologist can only ask you how 
you feel. 
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An Italian in Liverpool 


In search of an election 


LIVERPOOL 


Beppe Severgnini, our Italy correspondent and a columnist for Corriere della Sera, 
finds some people quite enjoying the campaign, and some quite unaware of it 


HEN it opened in 1914, the Adelphi 

was one of the greatest hotels in the 
world. With solid marble walls, indoor 
swimming pool, full central heating in all 
rooms, it was Liverpool's arrival and de- 
parture point for passengers on the great 
liners to America. It was here that Harold 
Wilson—a local Mp, and a predecessor of 
Tony Blair’s—used to spend election 
nights. Room 101, apparently. 

I spread the news, to little excitement. 
People are busy, around here, tonight. 
There is the graduation ball for Hope Uni- 
versity, a convention of church-bell play- 
ers and a Welsh football team that decided 
there was no point in waiting for the match 
in order to celebrate, so they sing and hug 
each other in the lobby. Not only are these 
people ignorant of Harold Wilson's so- 
journ in the hotel, but most seem oblivious 
to the fact that a general election is only 
days away. 

Merseyside is solid Labour territory, 
mostly of the old kind. The last Tory mp, 
Anthony Steen, was elected in 1979, and 
founded Thatcher’s, a tea-room where one 
could sit and eat apple pie under a portrait 
of the then-prime minister. “He would 
come to the house with a thunderous 
voice, asking for our vote. The children 
were terrified,” recalls Fleur Packman, a re- 
tired teacher who has kind words for Jane 


Kennedy, the sitting Labour Mp. But now it 
is all too quiet, Ms Packman complains. “I 
haven't seen nor heard anybody. I am 
waiting. If they want my vote, they'll have 
to come and get me, you know.” 

The last time I was in Liverpool, Derek 
Hatton's Trotskyite militants were running 
the city council in the 1980s. Mr Hatton, for 
all his faults (a vast selection indeed), in- 
flamed Liverpudlians, who love a good ar- 
gument. “Scouse are like Neapolitans. 
Great sense of humour, laid-back attitude, 
maybe not the hardest-working people in 
the world,” says Alberto Bertali, an Italian 
who runs a big factory making household 
appliances, loves the city and wouldn’t 
want to live anywhere else. 

A real Neapolitan—Alfredo Oliva, an ar- 
chitect who moved to Liverpool “per 
amore” and now walks around camou- 
flaged in an Italian flag as the cook of the 
Adelphi’s pizzeria—disagrees. “Until to- 
day, I didn’t even know there was an elec- 
tion coming up. In Naples, and all over 
Italy, people are at each other’s throat, be- 
fore a big vote. That's good. That's how you 
make up your mind.” 

Maybe people in this city have made 
up their minds already, and that's why 
they don’t bother with politics. They 
prefer to walk around in the drizzle, pre- 
tending it is spring. Boys in bright red Liver- 
pool Fc jerseys; girls in what looks like 
their underwear, but turns out to be an 
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evening dress. Their Labour MPs enjoy 
huge majorities. Jane Kennedy, in Liver- 
pool Weavertree, has almost 20,000. Peter 
Kilfoyle, in inner-city Liverpool Walton 
(home of the two football clubs, Everton 
and Liverpool), 27,000. Louise Ellman, in 
Liverpool Riverside, which includes poor 
and volatile Toxteth, 22,000. Bob Wareing, 
in Liverpool West Derby, 26,000. 

Stan Jones, the organiser for the local 
Labour Party, asks whom I would like to 
meet. I go for Ms Ellman and Mr Wareing. 
Ms Ellman is a nice lady with piercing 
green eyes, and no illusion. Her constitu- 
ency has one of the lowest turnouts in the 
country. “Young people are not interested, 
they don’t feel connected. Four out of five 
are not going to vote. Older people talk to 
me about their everyday problems. One 
lady told me: ‘If you don’t fix my shower, I 
won't vote for you’.” 

Next morning! drive to the Dovecot La- 
bour Club in Bob Wareing’s constituency. 
It looks like a police station in Northern Ire- 
land. Same red bricks, same small win- 
dows; bigger gates, though, and more 
graffiti. It is the sort of place where, once in 
a century, you could meet Tony Blair hold- 
ing a pint. 

Wally Edwards, a former aide to Harold 
Wilson, is expecting me. He is happy to 
talk about his days in the navy, and his en- 
counter with the future prime minister, in 
1945, in the Shefton Arms pub. He tells me 
he’s got two daughters married to Italians, 
who live in Tuscany. “What do they think 
about Silvio Berlusconi becoming prime 
minister?” I ask. “Not happy,” Wally says. 
“But I told them: ‘Come on, girls. At least 
you had got a couple of nice hammers- 
and-sickles on your Italian ballot papers.’ 
Some working-class element, I mean.” 

Mr Edwards says he “is not much of a 
Blairite”. But he works for the common 
cause. This morning, he must brief a group 
of volunteers who are about to deliver 
leaflets in the area. They leave the Labour 
Club with a shoulder bag that says: “Tak- 
ing the Lead in Europe”. I ask them if Eu- 
rope is a big issue, in this campaign. “No, it 
isn’t. But the bags were left over from the 
European election.” 

I am assigned to a small commando 
group formed by a mother with two chil- 
dren, Amy and Zac, aged seven and four, 
who dash from row-house to row-house 
dropping leaflets through letter-boxes. 
Amy says, “I keep fit with Labour.” I must 
do well, as Mr Edwards and three old-tim- 
ers decide it is time for me to meet their MP. 

While we drive, they are in a good 
mood. “You seem to enjoy putting leaflets 
into letter-boxes,” I say. They laugh: “It is 
not so much putting ours in that we like. It 
is taking the Lib Dems’ out. You know, 
sometimes they stick out.” Good, I think. 
Four pensioners, two children. At least six 
people in Britain are having fun in this 
election campaign. m 
















-He who hesitates laughs last? 





HO dares wins!” declared Michael Portillo, the Conser- 

vatives’ defence secretary, at the Conservatives’ 1995 
party conference. Back then, simply to hear the blood-curdling 
motto of the Special Air Service on those dangerous Spanish lips 
was enough of a thrill to make the good ladies of Conservatism 
otter to their feet and cheer him to the rafters. At a critical junc- 
ure, however, Mr Portillo did not dare. That same year, when 
ohn Major challenged his grumbling cabinet to back him or 
sack him, the daring Mr Portillo took soundings, counted 
friends, made preparations—and then held back. Mr Major 
limped on until 1997, when the voters put the Conservatives out 
of office and Mr Portillo out of Parliament. 

The coming weeks should at last show whether that moment 
of hesitation was in fact the best thing to happen to him. There is 
a good case for thinking it was. Even if he had become prime 
minister, the Conservatives would still probably have lost the 
‘general election two years later. And after 1997 it was a positive 
-boon for an ambitious Conservative to be out of Parliament. 

_ Most Tories guessed that whoever took over from Mr Major 
“would face another election defeat and, afterwards, a probable 


leadership challenge. William Hague faces this prospect next 


week. Mr Portillo~back in the Commons as the member for 


a Kensington and Chelsea, the safest Conservative seat in the 


-land—must decide whether he can afford to blink again. 
Mr Portillo’s “friends” put it about that their man is no longer 
hungry for the top job. Such rumours are worth less than the pa- 


- > per they are not written on. Whoever grabs the crown from Mr 
_ Hague after June 7th stands a chance of becoming prime minis- 
== ter within the decade. If he had relinquished ambition, Mr 


< Portillo would not have endured the double misery these past 
-years of serving as shadow chancellor under the hapless Mr 
Hague while banging his head against the impenetrable compla- 
cency of the real chancellor, Gordon Brown. 

- Besides, Mr Portillo has all the advantages a pretender needs. 
First, he has been loyal, a virtue that is much admired by mem- 
bers of the Conservative Party even if it is seldom practised by 
eir representatives in Parliament. Whenever challenged on his 





leadership ambitions, Mr Portillo has smiled his significant 
smile and replied, with no trace of irony, that there would be no 
leadership vacancy as Mr Hague would be prime minister. Sec- 


ond, loyalty has not stopped him allowing it to become known 
that if he had not deployed his good sense behind the scenes the 
party would look even less electable than it does now. Soon 
after Mr Hague made him shadow chancellor, Mr Portillo 
dumped the party’s “guarantee” of perpetually lower taxes, and 
announced that Conservatives, too, supported a minimum 
wage and an independent Bank of England. Third, Mr Portillo 
has the charisma that Mr Hague lacks, and does not fear to show 
it. When still outside Parliament, he made a television pro- 
gramme in which he lured a guileless Mr Hague up a windswept 
mountain and asked him on camera a question that went some- 
thing like: “Of course I know what a strong leader you are, 
William, but how come nobody else sees it?” 

All these things argue strongly for Mr Portillo to seize his 
chance after the election, with a fair prospect of victory. Against 
this, he has two difficulties, still capable of combining to con- 
found him. One is that Mr Portillo is not the same Portillo he 
was last time the Conservatives were in government. The other 
is that the Conservatives are not the same Conservatives. 


My, how you've changed 

Just before his adoption in 1999 by the Conservatives of Ken- 
sington and Chelsea, Mr Portillo disclosed that he had 
experimented as a young man with gay sex. This is a handicap. 
His party says it is broad-minded, and parts of it may be. But 
even Tories who could not care less about Mr Portillo’s sexuality 
disapprove of the public display he has made of it. 

Although Mr Portillo has never embellished his original con- 
fession, he has woven this part of his biography into a tedious 
narrative of personal self-discovery. Since 1997, the sAs-admir- 
ing Thatcherite attack-dog of yesteryear has evolved by careful 
degrees—self-publicised on television, in print and through 
speeches at party conferences—into the Conservatives’ leading 
champion of personal tolerance and social inclusion. In finding 
himself, he claims also to have found out the secret defect of 
modern Conservatism: that it came to be unloved because it be- 
came untender. 

That is not a bad account of what happened. If he could 
make himself believed, it would also be a good tale for Mr Por- 
tillo to tell the country about himself as he led the 
Conservatives back to the centre, from where they could ask vot- 
ers for forgiveness and re-election. But here the second of Mr 
Portillo’s problems arises. While he has changed in one direc- 
tion, the Conservative Party has changed in the other. It is now 
even less liberal on social issues than it was under Mr Major. 
Lady Thatcher herself seems unimpressed by the fact that her 
former protégé remains as Eurosceptical as ever: she is said to 
find him “confused”. 

No longer trusted by those on the right; still resented by 
many on the left. If Mr Hague does not survive next week’s de- 
feat, Mr Portillo is by no means a shoo-in. The right is growing 
fonder of lain Duncan-Smith, the party’s defence spokesman, 
another Eurosceptic but unencumbered by Mr Portillo’s compli- 
cated baggage or the battiness of Ann Widdecombe. But this 
simple soldier would be a far less adventurous leader for a party 
in desperate need of new ideas. Twice running now, the Conser- 
vatives have opted for second-best in order to keep out more 
talented leaders who have collected more enemies. Mr Portillo is 
the bookie’s favourite. Although the ground is not yet as ready 
as he would like it to be, this time he had better strike. m 
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Alcatel and Lucent 


The runaway bride 


The wedding of the week was called off at the last minute. Where does that leave 


the prospective bride and groom? 


HEY had already booked the St Regis 

Hotel in New York for a grand reception 
and press conference on May 30th. But Al- 
catel and Lucent called off their proposed 
merger at the last minute on the preceding 
day. Lucent's chairman and chief execu- 
tive, Henry Schacht, walked out of talks in 
Paris when he realised that Serge Tchuruk, 
his counterpart at Alcatel, was not propos- 
ing a merger of equals but a French take- 
over of the ailing American telecoms- 
equipment group that was spun out of 
AT®&T five years ago. More than a month of 
negotiations had resolved almost every 
detail but this, the most crucial of all. 

Lucent wanted an equal split of the 
board, with both companies appointing 
eight members. But Mr Tchuruk insisted 
on having a say in at least nine of the 16 ap- 
pointments. The full story, however, is 
more complicated than that. It was a clas- 
sic case of cold feet, with Mr Schacht afraid 
that Lucent’s shareholders would balk at 
the conditions he had negotiated. 

The deal would have offered Lucent 
shareholders no premium over the current 
share price, valuing the American com- 
pany at $22.8 billion, excluding its remain- 
ing 58% stake in Agere Systems, an 
optical-components business that Lucent 
floated in March. This valuation would 
have left Alcatel with a 58% share in the 
combined company, to Lucent's 42%. 

Given this ratio, Mr Tchuruk was never 
likely to accept equal representation on the 
board—even though, in some respects, Lu- 
cent was a perfect partner for him. The 
French company’s American sales ac- 
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counted for only 22% of its revenues of $29 
billion in 2000—a weakness that Lucent, 
with its long-established relationships 
with almost all the American carriers, 
should have been able to remedy. 

Yet the deal could have turned into one 
of those deeply disturbed transatlantic 
alliances, all too reminiscent of the Daim- 
lerChrysler “merger”. That too began with 
the gloss of a marriage between equals, 
but turned out to have one party uncom- 
fortably more equal than the other. In the 
longer term, Alcatel and Lucent may be re- 
lieved to have pricked the pretence of 
equality before they reached the altar. 

Working against an Alcatel-Lucent link 
later on would have been the sheer size of 
the undertaking, a colossus with more 
than 230,000 employees—over 100,000 
from Lucent and 130,000 from Alcatel. 
Overcoming the cultural differences be- 
tween them would have been difficult, es- 
pecially in the face of the lay-offs required 
to deliver the merger’s projected cost sav- 
ings of $4 billion a year. Industry analysts 
reckoned that between 20,000 and 30,000 
jobs would have had to go. 


Where to now? 

Neither party to the failed deal can afford 
to sit tight. The French firm remains the 
more attractive of the nearly-weds, but on 
the same day that the merger collapsed it 
announced that it expects losses of $2.6 
billion in the current quarter, mainly due 
to writing off bad investments in start-up 
communications carriers such as Can- 
ada’s 360networks. 
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Since he took over in 1995, Mr Tchuruk 
has transformed Alcatel from a cumber- 
some conglomerate with low morale and 
lower profits into a focused telecoms busi- 
ness, betting successfully on broadband 
Internet access, optical networks and big 
telecoms data switches. His success there, 
and in previously turning round the oil 
company Total, have put him among 
France’s industrial elite. Last year he was 
voted “Manager of the Year” by a French 
business magazine, Le Nouvel Economiste. 
He sits among the great and the good on 
the board of Vivendi, whose $34 billion 
purchase of Seagram's Universal business 
a year ago was the apogee of Franco-North 
American deals. 

A deal with Lucent would not only 
have enlarged Alcatel’s meagre footprint 
in America; it could also have been the 
crowning glory of Mr Tchuruk’s career, if 
he had made it the ultimate turnaround. 
An active 63-year-old and a driven out- 
sider—the son of Armenian immigrants, 
born Serge Tchurukdichian in Mar- 
seilles—he needs only to prove himself on 
the global stage. And he is geared up for it. 
He worked for Mobil for 15 years and 
speaks excellent English, albeit with ample 
Gallic gesticulation; he has made English 
the official language of Alcatel; he was 
even prepared to move to Lucent’s New 
Jersey headquarters to run the merged en- 
tity. Now, for a while at least, he needs to» 
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> look elsewhere for a defining deal. 

Lucent, meanwhile, is in more urgent 
need of drastic action. In the first half of its 
current fiscal year, the firm posted a loss of 
$4.2 billion. To survive, it had to borrow 
billions and to take Agere Systems public. 
It is also trying to sell its fibre-optics busi- 
ness, which could raise $5 billion—but is 
having problems finding a buyer. 

Like its competitors, the company has 
been hit hard by the steep fall in demand 
for telecommunications gear in recent 
months. But many of its problems are of its 
own making. In trying to take on rivals 
such as Cisco and Nortel Networks, it over- 
stretched itself. To meet its growth target of 
20% last year, Lucent borrowed from the 
future, mainly by using creative account- 
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ing and aggressive lending (“vendor fi- 
nance”) to upstart carriers like One.Tel, 
which this week wentinto administration. 
The man held responsible for this disas- 
trous strategy, Richard McGinn, was 
sacked in October. Mr Schacht, the com- 
pany’s first chief executive, was brought 
out of retirement to restore Lucent's for- 
tunes. It was he who approached Alcatel. 
The two companies have at least one 
challenge in common. The days of tele- 
coms-equipment giants, which offer an 
entire range of products and services, may 
be numbered. They could soon be re- 
placed by the more focused vendors that 
have already appeared in strength in some 
sectors. Particularly in the fast-growing 
markets for optical and Internet gear, tele- 


Russia’s biggest and most important company has a new boss 


EFORM in Russia has been bogged 
down this year. But the latest Krem- 

lin-backed management putsch at 
Gazprom, the country’s largest com- 
pany, has made things look different. 
Under its outgoing boss, Rem Vyakhirev, 
Gazprom was more like a badly run 
country than a publicly traded energy 
company; it had its own intelligence ser- 
vice, aircraft, hotels, media outlets, even 
a yacht club. Under the noses of its west- 
ern auditors, billions of dollars of assets 
and cash leaked to companies whose 
ownership was at best murky. 

Mr Vyakhirev’s contract ran out on 
May 31st. Until the board meeting the 
previous day, the betting had been that 
he would hang on to his job, at least for 
a while. It was said that Vladimir Putin's 
government, despite its 38% sharehold- 
ing, did not have the stomach for a real 
fight with Russia’s richest and most 
powerful business. 

In a six-minute meeting on May 30th, 
however, Mr Putin briskly scotched this 
theory. He told the Gazprom board that 
he was instructing the five government- 
nominated directors to vote for Alexei 
Miller, at present a junior energy minis- 
ter. He “suggested” that the other six 
board members did likewise. They took 
the hint. With a presidential footprint on 
his bottom, Mr Vyakhirev departs up- 
stairs, cross and very surprised, to 
become (non-executive) chairman. 

Mr Miller worked closely with Mr Pu- 
tin in St Petersburg’s local government 
ten years ago. Like the president himself, 
he is being thrust into a demanding job 
after a nondescript career. If the Kremlin 
is serious about reforming Gazprom, 
rather than just taking control of it, the 
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Vyakhirev (left) no longer turns the taps 


next thing will be to purge the manage- 
ment board of Mr Vyakhirev’s cronies, 
and hire people capable of making 
sense of company finances that might 
politely be described as labyrinthine. 
And both the new team and the Kremlin 
will also have to juggle the competing 
interests of export customers, who pay 
real money and want increasing quanti- 
ties of Russian gas, with domestic 
customers who pay next to nothing, 
waste a lot, but wield much political 
clout. 

All this will be a long haul, but there 
is now at least the chance of change for 
the better at Gazprom. Elsewhere, com- 
placent cynicism about the Kremlin is 
giving way to nervous questions about 
what and when Mr Putin will bite next. 
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coms-service providers increasingly prefer 
to buy the best products they can find— 
from firms such as Ciena and Juniper Net- 
works, for example—and then to integrate 
them in-house. Indeed, the failed merger 
this week may have spared the world the 
spectacle of two dinosaurs threatened 
with extinction vainly attempting to mate. 

It may also have been a missed oppor- 
tunity for America. For all the cries from 
Washington politicians about European 
plundering of an American treasure—in 
particular of Lucent's Bell Laboratories, a 
legendary research lab that invented the 
transistor—the merger, if consummated, 
could have been just the latest in a string of 
American triumphs at offloading indus- 
trial has-beens into foreign hands. m 


Football finances 


Fifadom 


The company marketing next year’s 
World Cup is suspected of fraud 


N MAY 2ist ISMM, a private Swiss 

holding company, was declared 
bankrupt with estimated debts of SFr1 bil- 
lion ($560m). This week FIFA, football’s 
world governing body, requested an inves- 
tigation into possible fraud by two of 
ISMM’S senior executives. The ISMM 
group, the world’s biggest sports-market- 
ing organisation, was FIFA’s partner for 
the marketing and television rights for 
FIFA’s World Cup competitions in 2002 
and 2006. FIFA is unable to quantify the fi- 
nancial loss that it will suffer as a result of 
ISMM’s collapse. 

Sepp Blatter, the autocratic Swiss presi- 
dent of FIFA, faces a testing emergency 
meeting of the organisation's executive 
committee on June 12th. One of the com- 
mittee’s vice-presidents, Lennart Johans- 
son, who is president of UEFA, the 
governing body for European football, 
which is owed SFr22.5m by ISMM, has 
written to him demanding an explanation 
of all the issues relating to the firm’s col- 
lapse. Mr Blatter defeated Mr Johansson 
for the presidency of FIFA in 1998. 

What are the questions Mr Blatter has 
to answer? As right-hand man to his Brazil- 
ian predecessor, Joao Havelange, he 
played a leading role in the sale of the 
rights for the next two World Cups. The 
two men recommended IsMM'’s joint bid 
with Kirch, a German media group, for the 
TV rights. IMG, an American company 
competing against 1sMM for the rights, 
complained at the time that the bidding 
process was a “cosmetic exercise”. In July 
1996, FIFA's executive committee ap- 
proved in principle isMM’s bid for the Tv »» 
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> rights by nine votes to six, with three mem- 
bers abstaining. 

Until its bankruptcy, IsMM was han- 
dling the marketing for the next two World 
Cups, as it has done for every World Cup 
since the firm was founded in 1982 by 
Horst Dassler, a former boss of Adidas and 
son of the sportswear firm's founder. Min- 
utes of FIFA’s executive committee’s meet- 
ings in 1997 show that some members had 
expressed reservations about the imple- 
mentation of the marketing deal for 2002 
agreed with IsMM. Given FIFA’s long- 
standing and close relationship with 
ISMM, its request to the Swiss authorities 
for a fraud investigation into two senior ex- 
ecutives at the firm is highly embarrassing 
for Mr Blatter. 

Payments received by 1sMM for the re- 
sale of Tv rights were supposed to go into 
an earmarked bank account. Fira had the 
right to check that payments from the Tv 
companies went into this account when 
contractually due. However, FIFA has dis- 
covered that last September IsMM negoti- 
ated a special deal with tv Globo, a 
Brazilian company, under which tv Globo 
received a discount for early payment of 
an instalment due this July. According to 
FIFA, the two ISMM executives, rather 
than paying the money, some SFr9om, 
into the earmarked account, paid it into an- 
other IsMM account. FIFA claims to have 
documents to back up its allegations. The 
ISMM executives deny FIFA's allegations 
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and say the money was a loan. 

FIFA has begun an urgent investigation 
to establish whether 1sMM struck similar 
deals with other Tv companies and failed 
to pay their money into the earmarked ac- 
count. Until this investigation is com- 
pleted, FIFA does not know if any more Tv 
money is missing. 

FIFA says that it has already received 
SFr334m of the minimum of SFr650m that 
ISMM had guaranteed from its resale of Tv 
rights outside Europe and America for next 
year’s tournament. FIFA is hoping that any 
shortfall from the rights, other than 
through suspected fraud, will be limited if 
Kirch exercises an option to acquire those 
rights that 1sMM held. 

Its exposure may be greater, however, 
on the tournament’s marketing rights. 
Since ISMM’s bankruptcy, FIFA has set up 
its own marketing company to handle 
these rights and has recruited as many as 
50 former ISMM employees to run it. The 
considerable costs of servicing sponsor- 
ship and licensing deals will now fall on 
FIFA. In addition, FIFA has had to ask the 
official sponsors of next year’s tourna- 
ment to provide details of their agree- 
ments with ISMM and the payments that 
they have made. (FIFA was expecting the 
marketing rights to raise SFrg400m.) In an 
explicit acknowledgment of past mistakes, 
Mr Blatter said that in future FIFA would 
not sell marketing rights to third parties. 

As if all this were not enough, a Ger- 


man newspaper has alleged that IsmM 
maintained a slush fund in a Liechtenstein 
foundation, called Nunca (Spanish for 
“never”), to pay bribes to senior sports ad- 
ministrators. Mr Blatter has denied any 
contact with, or knowledge of Nunca, but 
admits that he has been offered bribes, 
which he has never accepted, in return for 
contracts. FIFA says it has no knowledge of 
the Liechtenstein foundation and that it 
will make an announcement when foren- 
sic accountants have completed their in- 
vestigations. 

One more serious setback for Mr Blatter 
is that FIFA has suddenly called off its 2001 
World Club Championship, due to be held 
in Spain in July and August. Mr Blatter 
faces awkward questions about this fiasco, 
especially as the tournament, first held in 
1999, is his own creation. 

Traffic, a Brazilian firm that is FIFA’s 
marketing partner for the event, had not 
signed any TV or sponsorship deals for this 
year’s tournament. Strangely, FIFA has at- 
tributed the cancellation to the demise of 
ISMM. Among the questions that Mr Blat- 
ter will be called upon to answer is why 
Traffic was chosen for the job, and the ex- 
tent of the losses that FIFA will suffer. It 
will be some time before the full extent of 
FIFA’s financial loss emerges. But Mr Blat- 
ter may be lucky to survive. m 


Pen computing 


Mightier than the 
mouse? 


REDMOND 
Pen-driven computers are suddenly 
back in fashion 


S PEN computing, a promising technol- 

ogy that foundered in the 1990s, about to 
stage a comeback? Emboldened by the 
popularity of pen-driven handheld com- 
puters, such as the Handspring Visor, the 
Compaq iPaq and the troubled grand- 
daddy of them all, the Palm Pilot ( 

), some computer makers are betting on 
a market for fully fledged pcs that can be 
operated with a stylus. 18M, Sony and oth- 
ers have launched innovative pen-based 
pcs, and Microsoft is throwing its weight 
behind a new range of portable “tablet” 
pcs, to be launched next year. 

The pen-based computers of the 1990s, 
notably the Apple Newton and EO Per- 
sonal Communicator, flopped because 
they were over-ambitious. The Newton's 
handwriting-recognition software was 
clever, but proved inadequate as a key- 
board replacement. The £o, which was 
sold as a mobile fax terminal, was expen- 
sive and bulky. But where the Newton and 
the EO failed, the smaller Palm and its sort 
succeeded by making a number of com- » 
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Should Bill keep taking the tablets? 


> promises. Rather than trying to recognise 
cursive handwriting, they force users to 
write one letter at a time; and they are sold 
as companion devices to desktop Pcs, 
rather than jacks-of-all-trades. As a result, 
handhelds are useful for “to do” lists and 
diaries, but not much use if you want to 
write a novel. Similarly, the latest pen-dri- 
ven PCs are realistic about the limitations 
of pen technology. 

IBM’s TransNote computer, which was 
launched in February, is notable both for 
its curious shape and for its lack of hand- 
writing-recognition software. When 
folded up, the TransNote resembles a port- 
folio. It opens to reveal a small laptop com- 
puter on one side, and what looks like an 
ordinary pad of paper on the other. But 
scribble on this paper, and your notes and 
drawings are captured by a digital sensor 
beneath the pad for transfer to the com- 
puter. The idea, says Jim Alfaro of 1BM, is to 
appeal to users (such as students and law- 
yers) who like the convenience of pen and 
paper, but also want to be able to archive, 
search and e-mail their scribbles. Tellingly, 
IBM chose not to include handwriting-rec- 
ognition features because it felt that the 
software is still not accurate enough for ev- 
eryday use. 

Sony’s Vaio Slimtop computer is a sleek 
desktop machine with a tilting flat-panel 
display that supports a pressure-sensitive 
stylus as well as the usual keyboard and 
mouse. It too lacks handwriting-recogni- 
tion software and is aimed at graphics pro- 
fessionals, who can use the stylus to 
manipulate illustrations on the screen di- 
rectly, rather than via a mouse. 

While the TransNote and the Slimtop 
are aimed at particular niches, Microsoft is 
being more ambitious. It is positioning the 
Tabletpc as both a pen-based portable 
computer and a no-compromise desktop 
machine. Microsoft will not manufacture 


Tabletrcs itself, but has licensed the de- 
sign to several computer makers including 
Compaq, Sony and Toshiba. The first mod- 
els are expected to go on sale next year. 

It is crucial, says Bert Keely, Microsoft's 
Tabletrc guru, to avoid taking a religious 
position against using a keyboard. The Tab- 
letpc can be mounted on a desk and used 
in conjunction with a mouse and key- 
board; it can then be picked up, carried 
around, operated with a pen and linked to 
the network via a wireless connection. 
Special software supports cursive-hand- 
writing recognition and other pen func- 
tions. The way to think of it, says Mr Keely, 
is as “a laptop that fits into more settings”. 
Microsoft's chairman, Bill Gates, recently 
predicted that “all pcs will eventually be 
like this.” Is he right? 

The pc industry would like to think so, 
given that pc sales are slowing. Microsoft 
would love to see tablets take off too, since 
the Tabletrc design uses its new Windows 
XP operating system. But not everybody is 
convinced. Alan Promisel, an analyst at 
IDC, a market-research firm, says that the 
selling-point for Tabletpcs will be that 
they are an unobtrusive way to take notes 
in meetings, compared with conventional 
laptops. The problem, he says, is that the 
cursive-handwriting recognition software, 
while better than that of a few years ago, is 
still not up to the job. The advent of large 
colour screens and wireless network con- 
nections make the Tabletpc an attractive 
product. But, Mr Promisel predicts, Tab- 
letpcs will remain niche products until the 
handwriting recognition is sorted out. 

Cursive-handwriting recognition re- 
mains the crucial hurdle that must be 
cleared if pen-based computers are to com- 
pete on equal terms with desktop or lap- 
top pcs. Without it, the second coming of 
pen computing could prove to be as disap- 
pointing as the first. W 


Link in the global 
chain 


HONG KONG 
A surprising world leader in 
supply-chain management 


I & FUNG used to introduce western re- 
tailers of clothes, toys and the like to the 
sweatshops of China. As such, it was no 
different from countless Chinese firms: 
eclipsed by western trading empires such 
as Jardine Matheson for much of the 20th 
century and (so it seemed) by the disinter- 
mediation wrought by the Internet at the 
century's end. But when Victor and Wil- 
liam Fung, the brothers who today run the 
family business, sat down to think about 
globalisation and what it means for Asia, 
they came up with a winning new strategy 
for their company. 

To them, globalisation meant above all 
specialisation, and specialisation brings 
complexity. If the supply chains of compa- 
nies once consisted of five links, they 
might soon have dozens, or even hun- 
dreds, they surmised. “Somebody’s got to 
pick up these pieces and bring them back 
together,” says William Fung, the younger 
brother—which is what Li & Fung is now 
doing, to all appearances better than its ri- 
vals in the West. 

It works like this. Say a European 
clothes retailer wants to order a few thou- 
sand garments. The optimal division of la- 
bour might be for South Korea to make the 
yarn, Taiwan to weave and dye it, and a 
Japanese-owned factory in Guangdong 
Province to make the zippers. Since 
China’s textiles quota has already been »» 








> used up under some country’s import 
rules, Thailand may be the best place to do 
the sewing. However, no single factory can 
handle such bulk, so five different suppli- 
ers must share the order. The shipping and 
letters of credit must be seamless, and the 
quality assured. 

Co-ordinating all this is the challenge of 
globalisation. “There’s always been a sup- 
ply chain, but no management of it,” says 
William Fung. And this requires knowl- 
edge. Village women with sewing-ma- 
chines in Bangladesh are not on the 
Internet. Finding the best suppliers at any 
given time, therefore, takes enormous re- 
search—so much, indeed, that companies 
are increasingly deciding that it no longer 
pays to do it in-house. Instead, they out- 
source the knowledge-gathering to Li & 
Fung, which has an army of 3,600 staff 
roaming 37 countries (“a machete in one 
hand, a laptop in the other,” as Victor Fung 
likes to caricature them) for the purpose. 

In this sense, Li & Fungisitself a product 
of specialisation. A company that focuses 
entirely on optimising supply chains for 
other companies is a recent phenomenon. 
The European clothes retailer in our exam- 
ple used to design garments as well as plan 
its own production; nowadays, it concen- 
trates on the design and hires Li & Fung to 
handle the logistics. 

Which is why the Internet is not prov- 
ing to be the threat that it once seemed. 
There are indeed companies in Asia that 
have based their entire business model on 
introducing buyers to suppliers via the 
web-—Alibaba in China and Global 
Sources in Hong Kong are the best-known. 
But none matches the growth of Li & Fung. 
It uses the Internet to make supply chains 
more transparent, but it never confuses the 
Internet with knowledge. Its real value lies 
in its power to influence factory owners, 
leaning on them to reserve capacity, moni- 
toring quality, and so forth. 

The company is now so successful that 
it is strange it does not have more compe- 
tition. There are rivals, of course—Li & Fung 
has already bought the main one, also 
based in Hong Kong. But for now, the firm 
has a head start in Asia. 

What could disrupt that success? Ca- 
pacity constraints—a ceiling in other indus- 
tries—are not an issue since Li & Fung 
manages, but does not own, factories. 
With every new customer, it simply pene- 
trates deeper into Asia to find suppliers. 
Some equity analysts (the Fungs listed 
shares in their company in 1992) worry 
that a downturn in America and Europe 
could hurt demand, but William Fung is 
sanguine. Pressures on western retailers 
only make them outsource even more of 
their supply chain to save costs. Since 
knowledge, of the down-to-earth Asian 
sort, is really all that Li & Fung has to offer, 
the company would appear to have as 
bright a future as globalisation itself. = 
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French railways 


Très grand void 


World class in both speed and losses 


OUIS GALLOIS, the boss of sncr (the 
French state railway operator), was ra- 
diantly happy glugging champagne in 
front of the television cameras last week- 
end, after a French high-speed train (TGV) 
had matched Japan’s world record for 
long-distance speed. The TGv covered the 
663 miles (1,067km) from Calais to Mar- 
seilles in three-and-a-half hours, at an av- 
erage speed of 190 miles an hour (306kph). 
At one point, the train clocked 366kph, in a 
stunt organised by Mr Gallois to publicise 
the opening next week of the high-speed 
service from Paris to Marseilles. But it was 
of more than symbolic importance. It 
means that the impressive TGV network 
now covers the entire length and breadth 
of France. 

Viewed from the English side of the 
Channel, the achievement is breathtaking. 
Once the new TGV service starts, it will be 
possible to travel from London's Waterloo 
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station to Marseilles in about six hours— 
two hours fewer than it takes to travel by 
train from London to Inverness in Scot- 
land. There is talk of a direct train from Wa- 
terloo to the new Marseilles St Charles 
station. For Parisians, it means they can es- 
cape the cold and wet of the French capital 
to reach the balmy Côte d'Azur in just three 
hours—one hour 20 minutes less than the 
old service. 

But there is another side to this tale of 
gloire: the French may rival Japan in their 
brilliant inter-city rail network, but, as tax- 
payers, they pay dearly for the privilege. 
There is a huge black hole in the railways’ 
accounts, into which billions of euros are 
poured each year. And there are parts of 
the network (notably the Ile de France area 
around Paris) where consumers are revolt- 
ing against the horrible state of a train ser- 
vice that is reminiscent of southern 
England’s, with traffic outgrowing capac- 
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> ity and track and rolling stock wearing out 
too quickly. 

On the surface, it looks as though the 
railways are making only a small loss of 
FFri billion ($130m), the figure expected 
this year after punishing strikes over 
Easter. But that is just the tip of un tres 
grand iceberg. The real horror of French rail 
finances is buried in another company, 
called Réseau Ferré de France (RFF). RFF 
owns the track and signals, and charges 
SNCF, the sole national operator, for ac- 
cess. But it pays SNCF, in turn, for manag- 
ing the network. 

In the mid-1990s, the European Com- 
mission was pressing the French to sepa- 
rate track and rail operations in the 
interests of greater financial transparency, 
and also to open the way for some compe- 
tition on the tracks. Eventually, the French 
opted for separation in 1997, but for a dif- 
ferent reason: SNCF as it was then consti- 
tuted was going as bust as only a 
nationalised industry could, halfway 
through spending FFr300 billion on its 
TGV network. So the huge debts were 
shunted into the new state-owned com- 
pany—where the grim financial picture is 
still tucked away. 

The accounts for 2000 show RFF run- 
ning at a loss of €1.7 billion a year. But the 
true figure is in fact much higher, because 
there is, in addition, a subsidy from the 
government of €1.6 billion. Now that 
SNCF is itself slipping back into the red, 
that means that the total losses on French 
railways are around €3.5 billion a year. 

And the future looks even bleaker. The 
long-term debt inherited by RFF has risen 
from €20.7 billion four years ago to €22.8 
billion, and there is little prospect of reduc- 
ing it by much. So, over the past three 
years, under a programme known as “re- 
form of reform”, the company has tapped 
the international capital markets for loans 
worth €18.5 billion, not to spend on shiny 
new lines but just to refinance its old debts. 

As a result, RFF pays interest charges 
amounting to €2.4 billion a year. That is al- 
most as great as its biggest trading expense, 
the €2.6 billion it pays to SNCF for manag- 
ing the network . Since the state guarantees 
the debt, RFF gets an extra subsidy in thatit 
does not have to pay full market interest 
rates. In addition, RFF in its first four years 
enjoyed about €5.4 billion of capital pro- 
vided by the state. Each year the govern- 
ment puts in new equity to cover the loss: 
last year the figure was €1.9 billion. 


Correction In our article on makers of branded and 
generic drugs (“Protection racket”, May 19th), we said 
that the American patent on one of Aventis’s best- 
selling heart drugs expired in 1998; in fact it will ex- 
pire in 2011. We also said that the Federal Trade Com- 
mission had concluded that the arrangement between 
Aventis and Andrx had blocked market entry of com- 
petitors. The Frc actually concluded that the arrange- 
ment had not blocked new entrants, although it has 
moved to bar such arrangements in future because of 
their potential to do so. We apologise for these errors. 


RFF is supposed to get itself into profit 
and start paying down its debts, but there 
is no reasonable prospect of that happen- 
ing. Mr Gallois has been making noises for 
some months about redefining sNCF’s fi- 
nancial relations with RFF and the state. 
This year the 250km extension of the line 
to Marseilles will put up his access charges 
to €1.7 billion. sNcF complains that the 
track charges will swallow allits passenger 
revenues on the Marseilles run. 

Mr Gallois thinks that the government 
should just bite the bullet and take over the 
debts on rRFF’s books, in effect writing off 
the infrastructure investment of building 
the high-speed network. In that way SNCF 
might win lower access charges. In prac- 
tice, however, the government has asked 
RFF to reduce its borrowings by about half 
over the next ten years, and the European 
Commission is increasingly critical of 
France’s support for its railways, expecting 
a more commercial framework and the 
opening of at least some lines to compe- 
tition. The first customers for Marseilles 
will be paying about €62 for an off-peak 
single ticket, or €75 at rush-hour. That may 
yet turn out to be a short-lived bargain at 
the taxpayer's expense. W 


The Internet 


Off with their 
beards 


The freewheeling culture of the 
Internet could be on the way out 


HROW out your lava lamp. Hide your 

flower-patterned iMac. For a new 
mood is abroad in the technology indus- 
try: the notion that in order to make 
money on the Internet, it may be time to 
abandon its free-wheeling, 1960s-inspired 
hippie philosophy. 

“There is no revenue credibility for new 
services on the Internet—and that’s the 
fault of the west coast hippies,” said Tom 
Nolle of cımı, a telecoms consultancy, in 
his keynote address to Vortex, a big tele- 


coms conference that was held last month. 
Delegates applauded enthusiastically. An- 
thony Alles of Tahoe Networks, a recently 
launched start-up that aims to link the In- 
ternet to mobile-phone networks, has ex- 
pressed similar sentiments. He complains 
that the greybeards who designed the In- 
ternet still insist on trying to run it like a 
public utility, and he suggests that they 
should “move to France”. 

Even a few months ago, saying this sort 
of thing would have been unthinkable. 
But in the wake of the dotcom meltdown, 
it has become clear that oft-repeated In- 
ternet shibboleths such as “information 
wants to be free” may not make any busi- 
ness sense. Almost all of those failed dot- 
coms tried to find business models that 
were compatible with the Internet's tradi- 
tional free-for-all; but of those that are left, 
many are now introducing subscriptions 
and fees. Listening to the Internet's purists, 
in other words, has finally been recognised 
as being bad for business. 

But it is the coming convergence of the 
Internet with mobile telephony that 
threatens to do most to undermine the In- 
ternet’s free-wheeling culture. On the In- 
ternet, messaging and content are 
traditionally free, whereas users of mobile 
phones are accustomed to having to pay 
for their services. 

Connecting mobile phones to the In- 
ternet thus provides a lucrative opportu- 
nity for mobile operators, who can act as 
gatekeepers, to dictate what their subscrib- 
ers can gain access to, and how much they 
will pay for it. This sort of thing makes In- 
ternet old-timers throw up their hands in 
horror. But the chance to impose tolls on 
the Internet may prove too tempting for 
mobile operators to resist. 

So is the hippie culture that has infused 
the Internet so far doomed? Vinton Cerf, 
the networking guru known as the “father 
of the Internet”, believes it will be possible 
to support “both the open, free informa- 
tion model and the for-pay model within 
the big tent of the Internet.” Perhaps he is 
right. But if it comes to a choice between 
profitability and the survival of the In- 
ternet’s traditional culture, it is not hard to 
guess which will prevail. @ 















Face value 


One Palm flapping 







Carl Yankowski is having a hard time turning Palm’s promise into profits 
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Y RIGHTS, it should not have been 

this hard. Carl Yankowski, chief exec- 
utive of Palm, the leading maker of 
handheld computers, is a former presi- 
dent of Sony’s American operations. He 
is a big, dressed-in-black “gadget guy” 
with just the right combination of con- 
sumer-marketing experience and 
technology savvy to straddle the gap be- 
tween computing and consumer 
electronics. From its start in 1996, Palm 
single-handedly generated the personal 
digital assistant (PDA) craze, succeeding 
where many had failed before, and it is 
now leading a drive into the new wireless 
world. Computing meets telecoms meets 
consumer electronics—the palmtop be- 
comes the new desktop. And here, or so it 
might seem, in the right place at the right 
time, is Mr Yankowski. 

Yet he is struggling. For all Palm's suc- 
cess in defining and leading a booming 
new industry—its operating system runs 
more than three-quarters of the world’s 
PDAS, giving it an almost Microsoft-like 
monopoly—the company itself is in a 
very un-Microsoft-like financial mess. Re- 
cently, it issued a warning that its losses 
in the current quarter would be twice 
what had been expected—as much as 
$190m. Its sinking fortunes also scuttled a 
planned merger with Extended Systems, 
a deal that was meant to take it to new 
heights in the corporate market. Palm’s 
shares have fallen by 90% over the past 
six months (see chart). 

The company’s difficulties do not all 
lie at the feet of Mr Yankowski—he took 
over only a year and a half ago, as Palm 
was freeing itself from 3Com, its former 
corporate parent and the source of its 
risk-averse corporate culture. But, like it or 
not, they are now his to solve. 

The biggest problem is that Palm is 
having a hard time finding the right strat- 
egy. At the moment, it follows a 
combination of Microsoft's with Apple’s 
that ends up weaker than either. Like Ap- 





ple, it makes its own hardware and 
software: a line of PDAs and the famed 
Palm operating system (Os) that is the se- 
cret of its success. Like Microsoft, it also 
licenses its Os to other companies, rang- 
ing from Handspring, which was started 
by Palm’s original founders, to Sony and 
several mobile-phone makers. 

The downside to this is that Palm’s li- 
censees have proved all too good at 
making hardware. Today, a mere two 
years after it released its first PDA, Hand- 
spring is beating Palm in sales. And both 
Sony and Handspring have pushed their 
hardware further than Palm, introducing 
innovations such as expansion slots and 
add-on devices from phones to music 
players. The result is that the PDA busi- 
ness is quickly taking on the savage 
character of the pc industry, with com- 
modity products, falling margins and 
cut-throat competition. 

Mr Yankowski inherited most of this, 
and it had too much momentum for him 
to change it quickly or easily. If Palm 
stops licensing its operating system, it 
risks losing out to OS competitors such as 
Microsoft and Psion. If it stops making 
hardware entirely, it would take the best- 
known brand of PDA out of circulation. 

The enthusiasm over Mr Yankowski’s 
arrival in late 1999 was based largely on 
his background, which suggested that 
there might be a third way for the com- 
pany. Aside from his Sony experience, 
which placed him at the heart of the best 
consumer-electronics firm just as it was 
embracing digital technology, his career 
has been a virtual tour of great marketing 
firms: Reebok, General Electric, Pepsi, Me- 
morex and Procter & Gamble. Starting it 
all was an engineering degree from MIT. 

The hope was that Mr Yankowski 


could combine Sony’s design and market- 


ing skills with Palm’s technology. His 
type of consumer-marketing experience 
can make the difference between a niche 
gadget and a Walkman-like hit. Which is 
why it is so puzzling that Palm has 
changed so little since his arrival. 


Corporate priority 

Many expected him to push the company 
faster into the consumer market, with 
brightly-coloured PDAs and extra con- 
sumer features such as MP3 and video. 
Instead, he has made his main priority 
the staid corporate market. At present, 
most Palms make it into the office thanks 


to somebody’s personal expense account. 


Mr Yankowski’s aim is to encourage IT 
managers to purchase them directly for 
employees, much as they buy Pcs. 

This is not a bad strategy—the cor- 
porate PDA market is about the same size 
as the consumer market, and both have 
lots of potential—but it may be a waste of 
Mr Yankowski’s special talents. While he 
tries to sell his firm’s strait-laced pro- 
ductivity tools, in black and grey, to 
corporate purchasing managers, his old 
company, Sony, is generating enviable 
buzz with a cool purple PDA that plays 
videos and has a headphone jack. Worse, 
the corporate market is the one in which 
Palm faces its toughest competition, in the 
form of Research in Motion’s Blackberry 
interactive pagers, which have generated 
Sony-like excitement among the suits. 

Palm’s recent results have at last pro- 
voked Mr Yankowski into thinking more 
broadly. He is now in management re- 
treats with his staff and is expected to 
announce a new strategy soon. But his 
options get more limited by the day. 
Palm’s finances are too rocky to get into a 
consumer-marketing race with Sony. Nor 
does it have the products to justify that. 
The first Palms designed on Mr Yankow- 
ski's watch are now out. They do little 
more than add an expansion slot like the 
one Handspring has had for two years. 

Meanwhile, the collapse of the 
planned merger with Extended Systems, 
which has had success selling to rT man- 
agers, limits the push into the corporate 
sector. And abandoning hardware en- 
tirely would reduce Palm to a software 
and services firm—hardly the place for a 
consumer-marketing guru. Mr Yankowski 
does not have much more time to find the 
right answer. @ 
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Can this PhD dissertation 
change the world? 
~_ 
We awarded 
a Merrill Lynch Innovation Grant 
to find out. 


Before an idea can “make a dent in the universe," it may first need to make a dent in the 
marketplace. And for some of the most innovative ideas on earth, that’s where the Merrill Lynch 
Innovation Grants Competition comes in. It’s our way of enabling PhD candidates to develop 
real-world applications for their research in science, liberal arts and engineering. In this year’s 
competition, Amit Mehra of MIT earned first place by envisioning how his nickel-sized jet-engine 
combustor could lead to a tenfold increase in battery power for laptops, PDAs and cell phones. One of 
our previous honorees, Dr. Jay T. Groves of Stanford, implemented his research on biological-silicon 
microchips by founding a company that revolutionizes the development of new therapies for diseases 
such as Alzheimer’s. Proving that with the right support, a big idea can make a very big dent indeed. +4 


About the competition. Merrill Lynch Innovation Grants currently total $180,000 annually, awarded by an independent panel of scientists 
and entrepreneurs. Applicants retain the rights to their ideas, and winners meet with leading venture capitalists. Serving on this year's 
distinguished pane! of judges are: 


Akito Arima Member, Japanese Government's House of Councillors 

John Seely Brown, PhD Chief Scientist, Xerox Corporation 

Esther Dyson Chairman, EDventures Inc. 

Peter Goldmark Chairman & CEO, The International Herald Tribune 

William A. Haseltine, PhD Chairman & CEO, Human Genome Sciences, Inc. 
Edward McKinley President, E. M. Warburg, Pincus & Co. Internationa! Ltd. 

John A. McKinley, Jr. Chief Technology Officer, Merrill Lynch 

John Stocker, PhD Principal, Foursight Associates Pty, Ltd. 

Linda Stone Vice President, Corporate and Industry Initiatives, Microsoft 
Michael Schrage Executive Director, Merrill Lynch Innovation Grants Competition 
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Hedge funds 
Swing, swing together 


NEW YORK 


Investment banks risk getting burned by hedge funds. Again 


NVESTING in hedge funds is hot again, 

but this time with a difference: many in- 
vestors are buying insurance against losing 
money. A curious concept, you might 
think, for such a risky game. Yet invest- 
ment banks are selling capital protection, 
for a price. Some financiers fear that the 
risks their rivals are taking in offering such 
protection will be unhedgeable in times of 
market distress. That, after all, is why port- 
folio insurance failed in October 1987, ac- 
celerating the markets’ free-fall. 

Net inflows to hedge funds totalled 
nearly $7 billion in the first quarter of this 
year, bouncing back to levels last seen be- 
fore the crash of Long-Term Capital Man- 
agement (LTCM) in September 1998. Most 
of that flow has been into equity or equity- 
linked funds, where the capital-protection 
racket is most rife. 

The top Wall Street firms, such as Mor- 
gan Stanley and J.P. Morgan Chase, say 
they are alive to the danger, and rather dis- 
parage their second-tier rivals, among 
them French and German banks and in- 
surance-company subsidiaries, for win- 
ning hedge-fund business by taking on 


greater risks. They would say this, 
wouldn't they—and these firms had to put 
$3.6 billion into LTCM after it was hit so 
hard in the Russian crisis of August 1998. It 
seems, whatever they say, that they are all 
in the game to some extent, and getting in 
deeper. In a market downturn, their 
hedge-fund positions could hurt them and 
amplify panic. 

The majority of hedge funds are not 
like LTCM. They take small, well-managed 
bets on debt or equity trends, or on anom- 
alies in market pricing. They do not bor- 
row too much. And they can produce 
returns well above those available in share 
and bond indices (although they charge 
high fees and keep a big chunk of the pro- 
fits). One reason for this is that they are not 
forced to run with the herd. 

Which does not, however, stop the 
herd from running with the hedge funds. 
Since the LTCM debacle, the financing of 
hedge funds has become a far tighter 
game. Banks will not allow them to bor- 
row more than three to seven times their 
capital, if at all. By comparison, commer- 
cial banks borrow as much as 12 times 
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their capital, and investment banks often 
leverage as much as 30 times. LTCM was le- 
veraged more than 100 times. 

The banks have been reducing their 
own credit exposures to hedge funds by 
bringing in outside investors. But most in- 
vestors are cautious, particularly insur- 
ance companies and pension funds. Their 
statutes often will not let them invest in en- 
tities of low credit standing. 

So banks and investment houses have 
been offering notes linked to hedge-fund 
performance, with a guarantee that at ma- 
turity they will get back at least the capital 
they started with. “Principal protected 
notes” have become big business, and 
thanks to them, several billions of dollars 
of fresh money each month are being 
poured into these small—or now not so 
small—hedge funds. Société Générale, a 
French bank, says it has issued more than 
$3 billion of such notes, in private or public 
form. The fashion for pension funds or in- 
surance companies to invest a small pro- 
portion of their portfolios in hedge funds 
will, if it continues, provide a wall of 
money. That would not in itself be a pro- 
blem for the hedge funds. But it would bea 
problem for the banks that have offered 
money-back guarantees. 

How can a bank afford to offer such 
guarantees? The simplest way is to rein- 
sure the risk with an insurance company. 
Several will oblige, including Swiss Re and 
Zurich Re. A more complex way is to invest 
a proportion of the capital in something 


safe, such as zero-coupon Treasury bonds, » 
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> so that at the target date it yields most or all 
of the principal sum. The rest of the capital 
is invested in the hedge fund or funds, on a 
leveraged basis or in positions which mir- 
ror what the hedge fund is doing. If the 
hedge fund starts achieving spectacular re- 
turns, either positive or negative, the bank 
must adjust its “delta” position quickly in 
order to track the profit or avoid the loss. 

In many agreements with hedge funds, 
banks can take the investment out of the 
fund when there is severe underperfor- 
mance. But—here is the catch—hedge funds 
are not very liquid investments. At best 
they allow disinvestment once a month. 
Some require an investment “lock-up” for 
a year or more. If the bank can see all the 
positions in a hedge fund’s portfolio, it can 
guard against a downturn more quickly. 
But there is a potential conflict of interest if 
it is acting as the fund's prime broker as 
well. Morgan Stanley, an investment bank, 
says it will not act as prime broker for a 
fund which itis tracking in this way. Other 
banks are apparently not so squeamish. 
Such a conflict of interest could become 
acute in periods of market turbulence. 

Delta-hedging is a game which requires 
not just vigilance, but also liquid markets. 
In a sense, the banks have substituted the 
credit risk of financing hedge funds with 
the market risk of their underlying invest- 
ments, which they believe they are better 
at quantifying and hedging. Many of them 
skip the investment in zero-coupon bonds, 
believing they are agile enough to create 
“virtual” zero-coupon structures, 

But, as is often the case, the risks are get- 
ting higher and the returns lower as more 
firms join the fray. Moreover, with the de- 
cline in interest rates, the zero-coupon 
structure demands a higher proportion of 
the capital to protect the investment, leav- 
ing less to invest in the hedge fund itself. 

Two things are likely to happen, says a 
risk manager close to the business. First, in- 
vestors will begin to see that investing in a 
diversity of hedge funds, without princi- 
pal protection, will provide nearly as sta- 
ble returns. (Principal protection is bought 
at the expense of some of the hedge funds’ 
profits.) Second, the hedge-fund industry 
will become mainstream—not, as it isnow, 
an “alternative investment strategy”. 
Hedge funds’ performance will then be- 
come more correlated with the rest of the 
market (and so perhaps will their fees). 

That assumes, however, that there is no 
spectacular blow-up as in 1998. “People 
have programmed 1998 into their models: 
1998 can't happen again,” says a risk strate- 
gist at a big Wall Street firm. But with their 
eyes on the rear window, today’s risk man- 
agers are quite likely to miss the next big 
event until it hits them. Could delta-hedg- 
ing of hedge-fund portfolios be it? As long 
as the business is hot, few on Wall Street or 
in the City, or those who watch over them 
for that matter, seem worried. @ 
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Inflation in America 


The new old 
danger 


NEW YORK 
The markets are preparing for a dose of 
inflation—good or bad? 


HE “reinflation play” is the latest trad- 

ing strategy on Wall Street—and one 
that reflects a fast-disappearing faith in 
Alan Greenspan. As the chairman of the 
Federal Reserve has presided over five in- 
terest-rate cuts this year, each of 50 basis 
points, the reaction of the markets has 
turned from euphoria to nervousness. A 
growing number of investors fear that he 
may have cut too far, too fast—and they are 
looking for investments that will pay off if 
easier money results in higher inflation. 

Mr Greenspan confronted the doubters 
in a speech on May 24th, noting “an ab- 
sence of inflationary zest”. Energy infla- 
tion is “probably peaking”. Rising 


The historical evidence 


Silda vie tm, 
“ner 





i , r A 
J ot ea or = 


A should dampen wage in- 
creases. As a result, “prices seem likely to 
be contained”, he concluded—while point- 
ing out, just in case, that “forecasts of the 
suppression or re-emergence of inflation, 
like all forecasts, do not have an enviable 
record”. Quite so. 

The markets were unimpressed. Some 
measures of inflation are less benign than 
Mr Greenspan’s favourite, the personal 
consumption deflator excluding food and 
energy. Headline inflation in April may 
have reached an annual rate of 3.3%, and 
core inflation 2.6%. It is premature to as- 
sume a top is near in energy prices, which 
have soared: OPEC is aiming for a higher 
oil price, and the change to Democratic 
control in the Senate means the Bush ad- 
ministration is unlikely to get approval for 
new drilling. This week’s unexpected 
jump in consumer confidence may mean 
that the economy is starting to recover 
sooner than had generally been expected. 
The dollar may weaken, leading to higher 
import costs. And so on. 

There are at least eight different indi- *” 


A trigger-happy Fed 


The Federal Reserve tends to overshoot on its way down the interest-rate ladder 


ree of inflation’s impending 
eturn should come as no surprise to 
those who know the Federal Reserve’s 
history. Over the past two decades, 
prices have usually risen after periods in 
which the Fed loosened monetary pol- 
icy. It may well overshoot this time too. 

Between July 1981 and November 
1982, for instance, the central bank 
brought the federal-funds rate down by 
11 points from the high levels needed to 
combat the price surges of the 1970s. In- 
flation dropped to 2.6% in June 1983, 
when the last of the easings should just 
have begun to bite. But by March 1984, 
the rate had risen back to 4.8%. 


i The inflation engine 
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Between August 1984 and August 
1986, the Fed lowered interest rates by 5.7 
points. Inflation had already slumped to 
1.6% by April 1986, but within a year it 
had picked up to 3.9%. Pick-ups in infla- 
tion followed on the heels of smaller 
easings in 1987-88, 1995-96 and 1998. 
Only one loosening, the cut of 6.1 points 
between June 1989 and September 1992, 
resulted in stable prices. 

Economists often finger the Fed as the 
engine of downturns, since no events co- 
incide with recessions more than 
monetary tightenings. It is cold comfort 
that the central bank is capable of over- 
shooting in the other direction too. 
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Caribbean stock exchanges 


Thailand’s central-bank war 


> cators that the markets are worried by in- 


flation, reckons Jim Bianco of Bianco 
Research. Among them are rising com- 
modity prices, including that ancient back- 
stop, gold. Rising too are the shares of 
companies that stand to benefit from infla- 
tion—they have outperformed the s&p 500 
index this year. 

Most fearful of all are the fixed-income 
markets, which have started to react posi- 
tively to good news, and negatively to bad 
news (the opposite of their usual behav- 
iour), perhaps because good news reduces 
the chance of more Fed cuts. Since the Fed 
first cut rates on January 3rd, the yield on 
AAA-rated corporate bonds has risen by 
around 30 basis points. Mr Bianco says this 
is the only time that long-term interest 
rates have risen during a period in which 
the Fed has cut rates either five times, or by 
a total of 250 basis points. In similar past 
easings, longer-term rates have fallen, on 
average, by nearly 100 basis points. 

Short-term interest rates have also risen 
since March 20th, when the Fed made the 
third of its five cuts. Usually, short-term 
rates plunge when the Fed is in easing 
mode. But on May 15th the short-term 
yield curve turned positive for the first 
time in 16 months, usually an indicator 
that the market thinks enough easing has 
taken place. The federal-funds futures con- 
tract is also betting that the central bank 
will not be able to ease much further, de- 
spite Mr Greenspan's hints to the contrary. 

The gap between yields on Treasury in- 
flation-protected securities (Tips) and nor- 
mal Treasury bonds exposed to inflation 
risk has widened rapidly since it hit bot- 
tom on January 2nd, the day before the Fed 
started easing. This is either an indicator of 
coming inflation or, says Stephen Roach of 
Morgan Stanley, a terrific buy signal for 
bonds. On the previous two occasions that 
the TIPS gap was as large as now, in Janu- 
ary and May 2000, the inflationary scare 
was quickly reversed, setting off a power- 
ful rally in the bond market. Mr Roach, one 
of the first Wall Street economists to give 
warning last year of an impending reces- 
sion, reckons that the American economy 
will get worse before it recovers. Wall 
Street, he thinks, is wrong to worry about 
inflation risk because it is wrong to expect 
a sharp economic rebound. 

Some cheerier Wall Streeters find com- 
fortin the return of inflation. Christine Cal- 
lies, chief investment strategist at Merrill 
Lynch, reckons that any general increase in 
prices now should be seen as “good infla- 
tion not bad inflation”. As in four recent 
periods when share prices rose even as in- 
flation increased, the pick-up in prices 
should be welcomed as a sign that an 
economy that was showing worrying 
signs of weakness is recovering, and not of 
the central bank losing its grip. Good infla- 
tion? For Mr Greenspan, unlike some in- 
vestors, there may be no such thing. m 


Governor’s forced 
exit 


BANGKOK 
The central-bank governor succumbs to 
a prime minister’s wrath 


OVERNMENTS everywhere, when 

faced with a slump, complain about 
tight money and blame the central bank. 
But Thailand’s prime minister, Thaksin 
Shinawatra, made the opposite complaint. 
He urged the central bank to raise interest 
rates and shore up the currency. On May 
29th, having lost the battle of rhetoric, he 
sacked the bank's governor, Chatu Mongol 
Sonakul. By subordinating the central 
bank to his wishes, Mr Thaksin has given 
investors another reason to worry. Some 
were already wondering about the tele- 
coms tycoon's business interests, and his 


equivocal attitude to privatisation and for- 


eign investment. They also harboured 


Ea 


Thaksin 1, Chatu Mongol 0 


doubts about his scheme for buying bad 
debts from troubled banks. Why sack the 
governor? 

Mr Thaksin argues that low interest 
rates are causing excessive capital outflows 
and putting downward pressure on the 
currency, the baht. Moreover, he says, a 
higher interest rate on deposits would 
boost domestic demand, by putting more 
money into savers’ pockets. 

But many analysts doubt whether a 
low baht and capital outflows are all that 


bad. Exports will anyway continue to suf- 


fer from the global downturn. And, after 
the 1997-98 crisis, Thailand’s ability to run 
current-account surpluses and pay down 
foreign debt has been a rare source of com- 
fort. As a result, several independent econ- 
omists backed Mr Chatu Mongol’s low 
interest-rate policy. So did the IMF. 

Investors will be looking for more than 
just higher rates. The central bank had also 
been trying to tighten lending standards. 
Now Mr Thaksin, who is keen to get the 
banks to lend more, has replaced Mr Chatu 
Mongol with Pridiyathorn Devakula, an 
altogether more loyal fellow. = 





Island-hopping 


TRINIDAD 
Eight islands want acommon stock 
exchange. Why not all of them? 


ETTER known for bananas and 

beaches than for high finance, eight lit- 
tle islands in the eastern Caribbean plan to 
open a shared stock exchange by August. 
Based in St Kitts, the headquarters of the 
Eastern Caribbean Central Bank, the new 
Eastern Caribbean Securities Exchange 
will be a model of international integra- 
tion, with all-electronic trading and a T+1 
settlement system. Any problems? Be- 
tween them, the islands have only 28 pub- 
lic companies, and not all want a listing. 

This will be the fifth tiny stock ex- 
change in the Caribbean. Jamaica's 
opened in 1969, followed by markets in 
Trinidad, Barbados and (last year) the Ba- 
hamas. Guyana, with eight public compa- 
nies, also wants its own exchange. The 
four existing bourses have a total of 100- 
plus listed companies, and a market cap- 
italisation of just over $10 billion. Trading 
is thin. In Trinidad, trading volume fell 
from 12% of market capitalisation in 1995 
to 3% in 2000. Barbados has had two days 
this year with no trades at all. 

The first Caribbean stock exchanges 
were set up when post-independence poli- 
ticians dreamed of self-contained island 
economies. Foreign investment was barely 
tolerated, and exchange controls blocked 
the outward flow of home-grown savings. 
But many islands have since abolished or 
weakened exchange controls. Cable tv 
and the Internet encourage wealthier citi- 
zens to invest in New York. On the local 
markets, new listings are rare. 

The ECsE is already set up for inter-is- 
land trading and could expand. But in 
April a private-sector lobby group, the Ca- 
ribbean Association of Industry and Com- 
merce, launched plans for a single regional 
exchange: Caress (for Caribbean Regional 
Exchange for Stocks & Securities). Such an 
exchange was first proposed in 1988, by Ja- 
maica’s former prime minister, Michael 
Manley. Why did it not arise? 

Most regional currencies are pegged to 
the American dollar. Investors with stron- 
ger currencies are nervous about putting 
cash into Jamaican or Guyana dollars, 
which drift gently downwards. And the 
smaller islands retain exchange controls. 
Nine regional companies cross-list their 
Shares on two or three exchanges, but 
without a single trading system they have 
few takers outside their home country. A 
single Caribbean exchange would still be 
small; but it might have better growth po- 
tential than the ECSE. @ 





Banking in Brazil 
Down to the roots 


SAO PAULO 


Brazil’s banks are growing fast—by turning their hands to banking 


N THE days of roaring inflation, high in- 

terest rates and reckless public spending, 
Brazil’s banks never tried hard to attract 
customers: they made easier profits invest- 
ing in government bonds. But, since the 
1994 real plan, interest rates have fallen 
and the government has brought borrow- 
ing under control. Analysts predicted that 
banks would, sooner or later, have to re- 
turn to their core business—and, in particu- 
lar, to take more interest in the 80% of 
Brazilians who have no bank account. 

That time has now come. With the 
economy enjoying brisk growth with fall- 
ing unemployment, Brazil’s banks have 
been expanding fast, opening new 
branches and spending heavily on ad- 
vertising to seek new customers. In the 11 
months since the central bank began com- 
piling comprehensive figures, the volume 
of loans to individuals has grown by 60% 
to 61 billion reais ($26.1 billion). The three 
biggest private-sector banks, Bradesco, Itau 
and Unibanco, have just announced 
bumper quarterly profits, as has the gov- 
ernment-owned Banco do Brasil. 

The boom has some way to go, reckons 
Paulo Feldmann of Ernst & Young, a con- 
sultancy. Much of the recent growth came 
from selling more financial products to 
better-off Brazilians who already have ac- 
counts. But the banks are also taking an in- 
terestin those earning as little as 500 reaisa 
month. Mr Feldmann reckons that per- 
haps 10m of these will open their first ac- 
counts by the end of 2003. Such people are 
often shy of entering banks; to draw them 
in, they are being offered a credit card—a 
status symbol available only to the rich un- 
til recently—if they open a current account. 

The big private-sector banks have also 
been buying former public banks, with 
their (badly served) poorer customers. For 
richer Brazilian clients, they are having to 
compete with foreign banks such as BSCH 
and BBVA of Spain and ussc of Britain, 
and with the two big state-owned retail 
banks, Banco do Brasil and Caixa Econ- 
omica Federal. Antonio Luiz da Silva, 
Banco do Brasil’s retail director, says he is 
opening dozens of branches this year in 
the Rio-Sao Paulo region, the richest part of 
Brazil, and expects to gain 1m customers. 

But can the banks make money out of 
people who have so little of it, especially 
given Brazil’s high levels of bad debt? Mr 
Feldmann says that poor Brazilians tend to 
be more reliable payers than the rich, be- 
cause they have a greater fear of being reg- 


istered as defaulters. Nevertheless, says 
Michael Geoghegan, head of HsBc in Bra- 
zil, these banks will have to cut costs 
sharply to turn a profit from poorer clients. 
HSBC has cut 5,000 jobs in Brazil since 
buying Banco Bamerindus in 1997. 

Other banks are making cuts too. Lay- 
offs at BSCH may reach 8,500 this year, in 
order to justify the whopping $5 billion it 
has spent on Banespa, a former state bank. 
Sacking staff while expecting those who 
remain to deal with more customers has, 
unsurprisingly, led to strikes at Banespa. 
Bradesco has had stoppages too. With staff 
numbers falling as client numbers boom, 
the banks will have to persuade their 
newer, poorer customers to do most of 
their business using ATMs. Banco do Bra- 
sil’s Mr Silva is moving some staff in front 
of the counter to coax technology-shy cli- 
ents to try the machines. 

There is also a search on for other distri- 
bution channels. The national lottery’s 
8,500 outlets have been turned by Caixa 
Economica Federal into mini bank 
branches. The government is inviting pub- 
lic and private banks to distribute their 
products through its 12,000 post offices. 
Several banks are experimenting with 
bank terminals installed in shops. 

The idea is that millions of potential 
new clients might be sold other financial 
products. Banks’ attempts elsewhere to be- 
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come financial supermarkets have had 
mixed results. But Tomas Awad of BBA, an 
investment bank, says that Brazilians react 
positively to being able to buy all their fi- 
nancial products—from pensions to car in- 
surance—from the same source: the banks 
already have a sizeable share of the insur- 
ance market, which has much scope to 
grow, as it accounts for only 2% of GDP 
compared with a world average of 7.5%. 

Brazil’s banks complain that they are 
hampered by excessive regulation—for in- 
stance, by a rule that they must lend 65% of 
their savings deposits as housing mort- 
gages. Compared with banks in the rest of 
Latin America they are well-capitalised 
(though the public ones are awaiting a re- 
capitalisation by the government), profit- 
able and technically advanced. So they 
may keep expanding. 

But while Mr Awad reckons that Brazil 
is not yet experiencing a credit “bubble”, 
there are some clouds on the horizon. The 
proportion of personal-loan repayments 
that are at least 15 days late has risen from 
8% to 11% since last May. High margins 
have made such arrears bearable, but as 
new, creditworthy customers get harder to 
find, margins will narrow, and higher de- 
fault rates begin to hurt. For these reasons, 
HSBC’s Mr Geoghegan says he has recently 
tightened his bank's credit requirements. 

Worse, Brazil's economy may be about 
to suffer a California-style electric shock: 
the country is set to suffer an energy crisis, 
with widespread power cuts forecast in 
the next few months. This may force banks 
to close for part of the day. If itis as bad as 
the direst predictions, the electricity crisis 
could reverse the recent falls in unemploy- 
ment. Many of the banks’ newer, poorer 
customers may then find it hard to repay 
their loans, however keen they are. m 








Japan's economy 


Chronic sickness 


TOKYO 


After a decade of sluggish growth, what is the right medicine for Japan? 


OBODY any longer disputes that the 

patient is seriously ill. Japan in recent 
years has exhibited the first bad case of de- 
flation in a big economy since the 1930s. It 
has the highest ratio of public debt to GDP 
of any big economy in peacetime, though 
the lowest long-term rates on record some- 
what temper the debt burden. Over the 
past decade, Japan has averaged annual 
growth of only just above 1%, the worst 
ten-year performance of any big economy 
in the past half-century. And now, a mere 
two years after it crawled out of one reces- 
sion, Japan seems to have slipped back 
into another. What will it take to restore 
this patient to health? 

Deceptively, figures for GDP in the first 
quarter of the year, to be published in 
early June, are likely to show reasonable 
growth, if only because a new law on recy- 
cling old electrical products has encour- 
aged households to accelerate their 
purchases. More telling, industrial produc- 
tion has plunged in the past four months 
by 20% at an annual rate and unemploy- 
ment has risen to a near record of 4.8% in 
April. Plummeting American investment 
in information technology has hit Japa- 
nese exporters hard. In the second and 
third quarters of this year, GDP will proba- 
bly shrink. Deflation is likely to persist into 
2002. 

The country’s new prime minister, Jun- 
ichiro Koizumi, offers hope—he is Japan's 


Margaret Thatcher, in the eyes of some. He 
wants to shift from the demand-side stim- 
ulus pursued so far to structural reform. Mr 
Koizumi has set three priorities: cleaning 
up the banks, reducing the government's 
huge budget deficit and deregulating the 
economy. A lot is riding on Mr Koizumi, 
yet his ambitions will be resisted by many 
within his own Liberal Democratic Party. 
But suppose he gets his way. Is this the 
right economic medicine? 

There is a lively debate between those 
who applaud Mr Koizumi’s microeco- 
nomic reforms and those who urge more 
macroeconomic stimulus. The first camp 
argues that the economy will not revive 
without structural reforms that lift Japan's 
productivity growth. Besides, the argu- 
ment goes, there is no room for more 
monetary and fiscal expansion; and what 


there has already been has allowed inef- 


ficient firms to survive at the cost of faster 
economic growth. Most economists 
reckon that Japan’s long-term potential 
growth rate has fallen to 1-1.5%, down from 
4% in the 1980s. Structural reformers also 
argue that, until banks’ bad loans are writ- 
ten off, they will be unable to increase 
lending to support a recovery. 

The second camp, which includes two 
vocal American economists, Jeffrey Sachs 
and Paul Krugman, has it that Japan’s slow 
growth over the past decade is due not to 
low productivity and hence insufficient 


supply, but to inadequate demand. Struc- 
tural reforms aimed at improving the sup- 
ply side of the economy may even widen 
the output gap (already 5% of GDP) and 
worsen deflation. If banks are forced to 
write off bad loans and foreclose on 
debtor firms, this will lead to rising bank- 
ruptcies and unemployment. This camp's 
prescription is massive monetary easing 
and a depreciation of the yen. 

How could Japan need a cheaper yen, 
when it already has a huge trade surplus? 
Andrew Smithers, a London-based econo- 
mist, argues that Japan’s biggest problem is 
a large net surplus of saving, a result of its 
demographic structure. An ageing popula- 
tion wants to save more than the country’s 
firms can profitably invest. At present, this 
gap is matched by a total public-sector defi- 
cit (government dissaving) of 7% of GDP, 
and a current-account surplus of 3% of 
GDP. In the long run, the budget deficit is 
not sustainable. So if Japan is to absorb its 
excess Saving and to have a sustainable re- 
covery, it needs, says Mr Smithers, to run 
an even bigger current-account surplus. A 
weaker yen will also push up prices and 
halt deflation, so helping to solve Japan’s 
second big problem: excessive debt. Gold- 
man Sachs estimates that total public and 
private debt amounts to five times GDP. As 
long as deflation persists, the real debt bur- 
den will rise. 


Not one or the other, but both 

Yet the truth is that neither structural re- 
forms nor macroeconomic stimulus will, 
on their own, be enough to cure Japan’s ills 
of deflation and slow productivity growth. 
By itself, restructuring probably will inten- 
sify deflation in the short run, although in 
the long run deregulation should boost 
jobs and business. Mr Koizumi is naive in 
saying that, should his structural reforms 
cause the economy to contract, “that’s just 
too bad”. Easier monetary policy needs to 
accompany debt write-offs if fresh bad 
loans are to be avoided. Figures this week 
suggest that new bad loans are appearing 
almost as fast as banks have written off 
their old ones. 

By the same token, monetary or fiscal 
expansion alone will fail to deliver sus- 
tainable growth, because they would re- 
duce the pressure for structural reform. 
And Mr Smithers is wrong to take Japan’s 
structural savings surplus as given. Japan's 
high saving is due not just to an ageing 
population, but also to a return on capital 
that is about half that in America. This low 
return forces households to save more in 
order to build their desired nest-egg for re- 
tirement. Corporate restructuring would 
shift resources to more productive uses 
and thereby raise the return on capital. 
Households might then save less and 
spend more. 

Structural reform and macroeconomic 


stimulus must proceed hand in hand. With »» 


r MOVERS Tce 

> public debt equivalent to more than 130% 
of Gpp, the scope for further fiscal stimu- 
lus is limited. Even so, Mr Koizumi’s inten- 
tion of making cuts in the budget deficit a 
top priority is ill-considered: to cut public 
spending or increase taxes at the same 
time as writing off bad loans would leave 
the economy winded. Fiscal consolidation 
should therefore wait until the economy is 
growing again. 

Yet even if the budget deficit is held at 
its present level for a few more years, the 
mix of spending and taxes could be 
changed to provide a more effective stimu- 
lus. Wasteful public works could be cut to 
make room for lower income-tax rates or a 
more generous unemployment safety-net, 
to cushion the impact of restructuring. 


Monetary madness 

If fiscal policy cannot be significantly loos- 
ened, that leaves monetary policy. Nomi- 
nal short-term interest rates are zero, but 
real interest rates remain high. The yen's 
trade-weighted exchange rate is also quite 
high by historical standards, a sign that 
monetary policy is tight. 

Recognising its error in raising interest 
rates last August, the Bank of Japan an- 
nounced a new framework for monetary 
policy in March. This returned interest 
rates to zero, but with three important 
twists. First, it is now targeting the level of 
banks’ reserves (their deposits at the cen- 
tral bank) instead of interest rates. The 
Bank of Japan has to inject liquidity by of- 
fering to buy treasury bills and other se- 
curities from banks, so as to achieve its 
target. Second, the bank says it will stick 
with this policy until the core inflation rate 
(excluding fresh foods) rises above zero. 
And third, the bank has said it may, if nec- 
essary, increase its purchases of long-term 
government bonds to meet its goal. 

This is bold stuff. Yet so far there has 
been little genuine monetary loosening. 
The increase in reserves is too small, and 
the bank has failed even to meet this target 
several times over the past month because, 
with lending declining, banks do not need 
extra cash. Still, this is a more flexible 
framework within which the bank could, 
if it chose, pursue more aggressive mone- 
tary easing. 

Yet the Bank of Japan continues to insist 
that it has done all it can. It is true that the 
bank cannot cut interest rates further. On 
the other hand, “quantitative monetary 
expansion”—printing money by buying 
bonds directly from the government—can 
still work at zero interest rates, through its 
impact in raising inflationary expecta- 
tions, in pushing the yen lower, or in lifting 
the prices of assets such as equities. 

One way to affect expectations about 
inflation would be to set a formal inflation 
target, perhaps 0-2%. If this helped to con- 
vince firms and households that the bank 
would not allow prices to keep falling, it 
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would lower real interest rates. Japan’s 
measure of consumer-price inflation (cur- 
rently minus 0.4%), is thought to overstate 
inflation; the true rate is probably closer to 
minus 2%. This August the index will be re- 
vised to include new goods and services, 
such as mobile-phone charges and per- 
sonal computers, which have been falling 
sharply in price. By revealing a faster pace 
of deflation, it may force the central bank 
to do more. 

The most effective channel through 
which quantitative easing would work is 
the exchange rate. Printing lots of money 
should push down the yen and help to 
create inflation and to lift exports. Tadashi 
Nakamae, an independent Japanese econ- 
omist, estimates that the yen’s purchasing- 
power parity is around ¥160 to the dollar. 
So long as the exchange rate remains at 
around ¥120, deflationary pressure will 
persist, as the yen moves towards this pur- 
chasing-power parity through a decline in 
prices rather than a fall in the exchange 
rate. 

The snag is that a falling yen is likely to 
meet with complaints from Japan’s trade 
partners. But America might accept a 
weaker yen were it combined with serious 
structural reforms. Japan’s Asian neigh- 
bours are also concerned: a fall in the yen 
helped to trigger their currency crises in 
1997-98. But most Asian currencies now 
float, so they can slide down with the yen. 
China, whose currency is still pegged to 
the dollar, has already complained that 
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the fall in the yen over the past year has 
hurt its economy. However, in the longer 
term the strength of Japan’s economy is 
more important for the region than the 
strength of the yen. 

Further monetary easing is essential to 
halt deflation. So why has the Bank of Ja- 
pan resisted it? First, because it worries 
that quantitative easing might be ineffec- 
tive, thereby undermining its credibility. 
And second, it frets that a massive moneti- 
sation of debt might create runaway infla- 
tion. These worries underscore the bank’s 
muddleheadedness. What credibility 
does it still have, after years of deflation? 
And how can it argue that an expansion- 
ary policy will not work, while at the same 
time worrying about hyperinflation? 

The bank also worries about some- 
thing more substantial. If it buys govern- 
ment bonds, and if this increases 
inflationary expectations (the point of the 
policy), bond yields could rise. This would 
reduce the value of the huge amount of 
bonds held by banks, further damaging 
their balance sheets. But this is only half 
the picture: if it succeeded in ending defla- 
tion, the Bank of Japan would help to re- 
duce banks’ losses on their loan portfolios, 
which are bigger than those on their bond 
portfolios. 

The last, but probably most important 
reason for the Bank of Japan’s stubborn- 
ness is that it is unwilling to stimulate the 
economy until the government cleans up 
the banking system and forces firms to re- 
structure. The bank believes that inflation 
would erode firms’ debts and so ease the 
pressure to restructure. It is true that, with- 
out reform, productivity growth will re- 
main low, but by imposing deflation for 
longer than necessary across the whole 
economy, the bank is playing a dangerous 
game. Its mandate does not—and should 
not—include structural reform. 

The main responsibility of any central 
bank is to promote price stability. Allow- 
ing deflation is a greater sin than allowing 
inflation. But even if the central bank sees 
sense, there will be no painless cure for Ja- 
pan. If structural reforms are not imple- 
mented, the latest recession may be mild, 
but, according to Tetsufumi Yamakawa, an 
economist at Goldman Sachs, long-term 
potential growth may decline to only 0.6% 
a year by 2009, as productivity growth 
stalls and the labour force shrinks. If Mr 
Koizumi pushes through reforms, then, 
even with monetary easing, the recession 
may be deeper. But after that, estimates Mr 
Yamakawa, Japan's potential growth rate 
could increase to 2-3% within a decade. 

Such figures illustrate how expensive 
has been the perpetual delay of reform. 
Though structural reform is deflationary 
in the short term, it is still necessary. The 
Japanese patient needs both structural re- 
form and aggressive monetary stimulus, 
and it needs them now. m 
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The Tawana Ramada is noted for its decorative elegance and regular upgrading of its amenities and facilities for the benefit of its guests 
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Economicsfocus Voting for welfare 
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Europe’s welfare state needs reforming, most economists agree. Just one problem: Europe’s citizens like it as it is 


HE welfare model of Europe is known 

to be unsustainable in at least one re- 
spect. As the continent's populations age, 
the cost of providing generous state pen- 
sions under the current rules will prove 
insupportable: big increases in tax rates 
will be needed to balance the books, big- 
ger than most politicians think voters will 
accept. And another characteristically 
European problem is also blamed on the 
welfare state: chronically high unemploy- 
ment. Most economists attribute this, at 
least in part, to a combination of gener- 
ous unemployment benefits and strict 
employment-protection laws. Europe’s 
leaders call on each other from time to 
time to do something drastic about both 
issues, and then do nothing. 

The persistence of Europe’s defective 
welfare model is not as surprising as 
some economists think. The welfare state 
is popular—not just with narrow sections 
of the electorate, able somehow to hold 
their countries to ransom, but with solid 
majorities of voters. It is popular even 
though voters know, or say they know, 
that their pension systems are heading for 
insolvency. These are among the findings 
of a new opinion-polling exercise carried 
out by Tito Boeri, Axel B6rsch-Supan and 
Guido Tabellini, and reported in the latest 
issue of Economic Policy’. 

Most polls on questions such as these 
are useless. Ask people if they prefer low 
taxes to high taxes and a comfortable ma- 
jority will say yes. Ask them whether 
they prefer big pensions or small pen- 
sions and, after only a few moments’ 
thought, most will say, “Big pensions”. If 
polls are to elicit useful information 
about preferences, such questions have to 
be posed as trade-offs, so that people are 
asked, in effect, “how much is such and 
such a benefit worth to you?” 

The economists who worked on this 
new study asked their questions in this 
form. They gathered further information 
about their respondents, so that prefer- 
ences could be correlated with attributes 
such as age and union membership. And, 
for good measure, they polled lots of vot- 
ers on a consistent basis in each of several 
countries—specifically, France, Germany, 
Italy and Spain. 

All this has enabled them to come to 
some interestingly fine-grained conclu- 
sions, going well beyond the straight- 


““Welfare State Reform: A Survey of What Europeans 
Want.” Available at http://www.economic-policy.org/ 


forward finding that majorities are happy 
with the system as it is (that is, neither 
want it scaled back in return for reduced 
taxes and contributions, nor increased at 
the cost of higher taxes and contribu- 
tions). One such finding, for example, 
confirms a plausible but hitherto unveri- 
fied supposition. Employment-protection 
laws concentrate the risk of unemploy- 
ment in “outsider” groups such as 
workers on temporary contracts, the cur- 
rently unemployed, and so on: you 
would therefore expect tighter laws to de- 
crease the demand for unemployment 
benefits among insiders with eligible jobs 
and increase it among outsiders. That is 
what the study finds. Insiders covered by 
strong laws are less willing to pay for 
benefits. On the other hand, countries 
with strong laws and (as you might there- 
fore expect) more limited benefit coverage 
have bigger coalitions of outsiders who 
want extensions to benefits and are will- 
ing to pay for them. 

This leads on to policy implications. It 
turns out that extensions to the coverage 
of unemployment benefits could often be 
self-financing: would-be beneficiaries are 
willing to pay more than an actuarially 
fair contribution. Also, since benefits and 
labour laws both reduce insecurity, but 
labour laws are especially bad for effi- 
ciency, governments might try to ease 
regulation while increasing benefits. 

The authors’ numbers suggest this 
would be politically feasible, especially in 
Italy and Spain; and, given the terms of 
the feasible trade-off, this bargain would 
be economically advantageous as well. In 
France and Germany, where benefits are 


already very generous, a different reform 
trade-off could be pursued: extend benefit 
coverage to more workers with short con- 
tribution records, but reduce the 
maximum duration of benefits for those 
already covered. Again, that would com- 
mand support, and be economically 
helpful as well (because long-term unem- 
ployment is strongly associated with 
long-duration benefits). 

On pensions, big majorities in France, 
Germany and Italy expect a financial cri- 
sis bad enough to cut their benefits. (Only 
two-fifths of the Spanish were so 
gloomy.) Majorities in every country ex- 
cept France would like to opt out—that is, 
pay smaller contributions and get smaller 
benefits in return—but only if this were 
accompanied by a mandatory savings 
plan. People were less keen on opting out 
if the opted-out could choose for them- 
selves whether to save their reduction in 
contributions or not. 

However, this kind of reform involves 
a transition burden: today’s workers, 
whether opted in or out, must carry the 
burden of paying for today’s pensioners. 
When this burden is added to the costs to 
be faced by those opting out, the popular- 
ity of opting out falls, unsurprisingly. But 
the average acceptable transition burden 
turns out to match almost exactly the pre- 
dicted transition burden of current plans 
for partial privatisation of the systems. In 
short, radical state-pension reform, care- 
fully presented, need not be the political 
non-starter it is often assumed to be. 

Believers in small government, dis- 
heartened though they may be by the 
overall findings, can take heart from that. 








E-strategy brief: Siemens 
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Electronic glue 


The third in our series on e-strategies looks at Siemens and 
asks whether, by embracing the Internet, a conglomerate can 


become more cohesive 


HERE is an old saying in 

German business: “If Sie- 
mens only knew what Sie- 
mens knows.” It sums up both 
the strengths and the weak- 
nesses of this huge German 
electronics and electrical-engi- 
neering company. On the plus 
side, the company is renowned 
for the technical brilliance of 
its engineers. If somebody at 
Siemens has a question, some- 
body else in the company is 
likely to know the answer. 

The difficulty lies in putting 
the two together. Siemens is a 
sprawling conglomerate with 
more than a dozen business 
units that make almost every- 
thing from light bulbs to 
power-generation equipment 
(see table on next page). It oper- 
ates in 190 countries and em- 
ploys 470,000 people. In such 
a vast empire, useful knowl- 
edge is easily wasted. 

Heinrich von Pierer, Sie- 
mens’s chief executive since 
1992, has a favourite example 
of how much Siemens could 
gain by exploiting its knowl- 
edge to the full—or could lose if 
it does not. Siemens Malaysia 
wanted to bid to supply a high- 
speed data network linking 
Kuala Lumpur and its swanky 
new airport, but lacked the 
necessary know-how. Some- 
body thought to check the 
“sharenet”, an internal system 
on which knowledge is posted 
for use throughout the com- 
pany, and found that Siemens 
was already working on a simi- 
lar project in Denmark. The 
people in Malaysia were able 
to adapt what had already 
been done there, and won an 
order for a pilot project. In fu- 
ture, proclaims Mr von Pierer, 
his company hopes to be able 
to say: “Siemens knows what 
Siemens knows.” 

The key to this change is e- 
business. Siemens is spending 
€1 billion ($860m) in a bid to 
turn itself into an e-company. 
Or should that be an e-con- 


glomerate? In effect, Siemens’s 
investment is a huge bet on the 
idea that modern information 
and communications technol- 
ogy can knit the different parts 
of its far-flung empire into a 
more coherent whole. 

Conventional wisdom 
speaks against conglomerates. 
Financial markets dislike them, 
rating conglomerates’ shares 
up to 20% below what they 
think is the value of the sum of 
their parts. Usually, investors 
prefer to take on a mixture of 
risks of their own choosing, by 
buying the shares of different 
companies, rather than accept- 
ing the pre-packaged choice of 
a chief executive. 

Such investors listen scepti- 
cally when conglomerates de- 
fend themselves. Opportuni- 
ties for cross-selling or cost 
sharing are rarely as extensive 
as the bosses like to imagine. 
Increasingly, companies have 
bowed to market sentiment, 
defined a “core” business and 
sold the rest. Even Siemens has 
narrowed its scope, selling 
most of Epcos, a components 
manufacturer, and a minority 


stake in Infineon, a semi- 
conductor maker, in the past 
couple of years. 

Can Siemens confound 
convention? Not long ago, it 
would have seemed an un- 
likely Internet pioneer, for all 
its technical brilliance. Itlacked 
the informality and flexibility 
of smaller, younger compa- 
nies. One joke about Siemens 
has it that a new-born baby 
found on the steps of its Mu- 
nich headquarters could not 
possibly have had anything to 
do with the company—be- 
cause never in its life has it 
created something new in as 
short a time as nine months. 

It has not even been much 
good at making money. Peter 
von Siemens, a member of the 
founding family who sits on 
the supervisory board, is said 
to have remarked that the pros- 
pect of returns like Siemens’s 
would not entice a greengrocer 
to open a shop. 

The company has not lost 
the ability to disappoint. It mis- 
timed its big push into mobile- 
phone production and had to 
junk the optimistic forecasts 
that it was making only a few 
months ago. Its mobile-phone 
business lost €143m in the 
three months to March. Its in- 
formation and communica- 
tions division has announced 
8,000 job losses so far this year. 

For all that, Siemens is gen- 
erally in better shape than it 
was. Its net profit margin, a fee- 





ble 2.6% in 1995-96, had perked 
up to 4.3% (after stripping out 
extraordinary gains) by 1999- 
2000. In large part, that was the 
result of new management 
techniques, introduced by Mr 
von Pierer, that were once un- 
thinkable. Around 60% of 
managers’ pay is now perfor- 
mance-related. Many employ- 
ees qualify for share options. 

The chief executive is also 
trying to loosen the company's 
old, stuffy culture. Siemens 
people nowadays work in 
smaller groups. An e-mail 
about Siemens’s e-business 
initiative that Mr von Pierer 
sent last summer to all employ- 
ees elicited “thousands” of re- 
plies. Would past Siemens 
bosses have asked for advice 
from the ranks? Albert Goller, 
head of the company’s “centre 
of e-excellence” at Munich air- 
port, says: “To be fast is more 
important than to be perfect.” 
Would past Siemens managers 
have said that? 

Such willingness to shake 
up the organisation ought to 
mean that Mr von Pierer makes 
a decent return on his €1 bil- 
lion. Academics and business- 
folk have found that invest- 
ment in information tech- 
nology works best when it 
goes hand-in-hand with orga- 
nisational change. Erik Bryn- 
jolfsson, an economist at 
Massachusetts Institute of 
Technology who has looked 
into the effects of IT invest- 
ment on the productivity and 
profitability of firms, has 
found that the return is far big- 
ger in companies that are also 
prepared to change work prac- 
tices, strategies and the pro- 
ducts and services they sell. In- 
vestment in IT and “organ- 
isational” investment comp- 
lement each other: each feeds 
the return on the other’. 


Taking things apart 

The danger lies in using IT 
purely as a way of doing more 
cheaply the same old things in 
the same old ways: processing 
information more cheaply in 
the same departments, or auto- 
mating an otherwise un- 
changed production line. One 
top executive at a big high-tech 
company says that companies 
have to be prepared “to take 
things apart”. Customer in- 





+ formation, for example, should 
-not bejealously guarded by the 
sales and marketing depart- 
ments, but shared with pro- 
duction departments too. It is 
not enough for chief execu- 
tives to understand what has to 
be done. They have to make 
sure that change is forced 
_. through: often, that means get- 
ting involved in details. 
Siemens’s bosses seem to 
- bein tune with all this. Mr von 
> Pierer talks of the necessity of 
<> having an “e-mindset”. Mr 
_ Goller says: “For me the In- 
-ternet is about two parts. One 
is the technology part and the 
other is the mindset, how we 
view our business.” 

In practice, Mr von Pierer’s 
plan has four elements. The 
first is knowledge manage- 
ment~—of which the sharenet is 
- an example. The second is on- 
line purchasing. At the mo- 
ment, electronic buying ac- 
counts for 10% of Siemens’s 
€35 billion annual procure- 
ment bill. The plan is to raise 
this to 50% within three years. 
Most of the savings are ex- 
pected to come from the 
exploitation of scale, pooling 
the previously fragmented de- 
mands of several- purchasing 
departments for office equip- 
ment, furniture and so on into 
a single stream, using a com- 
pany-wide platform called 
click2procure. 

The third element is Sie- 
mens’s dealings with its cus- 
_ tomers. Mostly, these are other 
companies, not retail custom- 
ers. From about 20 countries, 
= you can click on “buy from Sie- 
mens” on the company’s home 
page and place orders for cord- 
less and mobile telephones, 
spare parts for trains or (in Fin- 
land) vacuum cleaners and 
cleaner bags. Siemens’s auto 
mation and drives division, to 
take one example, generates 
some 30% of its sales online. 
Almost all its sales should be 
online by 2005. 

The fourth part of the strat- 
egy is to change the company’s 
“value chain”. Some of this is 
administrative. For instance, 
30,000 job applications a year 
are now handled online. The 
business travel of all European 
employees and most in the 
Americas (who together make 
. up almost 90% of the company 

























total) is now supposed to be 
booked over the Internet. For 
the most part, itis. Unlike some 
American companies, Siemens 
has not had to resort to fining 
those who do not book online. 
However, there is more to 
this than paperless administra- 
tion. The idea is to make sure 
that the chain—going from cus- 
tomers, through Siemens, and 
then on to its suppliers—is as 
smooth as possible. Hitherto, 
different bits of Siemens have 
developed their own e-busi- 
nesses, from websites to pro- 
prietary EDI and ERP systems, 
more or less independently. 
Links in the demand chain 
have been snaggled by the 
need to deal with several differ- 
ent information systems. “Be- 
fore e-business,” explains Mr 
Goller, “it was almost impossi- 
ble to connect all these differ- 
ent systems in order to get in- 
formation to flow from your 
customer to your supplier.” 
The shift to becoming an e- 
conglomerate should also ex- 
pand the number of potential 
customers and suppliers. EDI, 
explains Mr Goller, has been 
useful mainly to big compa- 
nies. In principle, anyone with 
Internet access, whether they 
are big or small, ought to be 
able to trade with Siemens. 
Look at the airport, says Mr 
Goller, pointing outside his 
window. Several of Siemens’s 
business units could sell some- 
thing to such a customer. That, 
he says, is a big advantage of 
the company’s wide range of 
activities. But he adds: “I don’t 
think that in the future such a 
customer will tolerate four or 
five different views about Sie- 
mens. They want one view of 
our capabilities.” Even if a cus- 
tomer is buying things from 
several different Siemens divi- 
sions, it should deal directly 
with only one, which should 
act as a sort of lead manager 
within the company. Inside 
Siemens, the customer should 
be identified by only one code. 


The hard part 

In all, Mr von Pierer expects to 
cut costs by 2% in the short run 
and by 3-5% in the “medium 
term”. Of the four elements of 
his strategy, he expects e-pro- 
curement to yield the quickest 
returns. However, they will 


also be the easiest. “If you 
want to transform a company 
to an e-business company,” he 
told analysts in February, “the 
problem is not so much e-pro- 
curement and the face to the 
customer. All this can be done 
rather fast. What is truly diffi- 
cult is to reorganise all the in- 
ternal processes. That is what 
we see as our main task and 
where the main positive results 
will come from.” 

Working out this “truly diffi- 
cult” part is Mr Goller’s job. 
The key, he says, is to marry the 
present fragmented array of 
company-wide information 
systems together, using a “cor- 
porate approach”. That means 
agreeing on (and occasionally 
imposing) some standards 
across the Siemens empire, 
and not allowing semi-autono- 
mous kingdoms to go their 
own way. So deals have been 
signed with two American 
software companies: i2 Tech- 
nologies, which will provide a 
supply-chain software plat- 
form, and Commerce One, 
which is supplying software 
on the purchasing side of Sie- 
mens’s business. 

For those who believe that 
the Internet is best exploited by 
letting a thousand flowers 
bloom, all this may come as a 
surprise. In turning itself into 
an e-company, the sprawling 
Siemens empire will become 
more centralised, not less. So, 





far from empowering local 
managers, the Internet in- 
creases the authority of those 
at the centre. Yet this makes 
perfect sense. If you think that 
the various parts of Siemens 
belong under one roof, they 
surely ought to speak the same 
e-language, to share informa- 
tion and to sell things in part- 
nership, rather than tripping 
over each other’s feet. And if 
organisational changes are go- 
ing to be pushed through, they 
have to be decided at the top. 

Mr Goller says that he has 
been encouraged by the will- 
ingness of executive and sec- 
ond-tier management to accept 
the necessity of change. There 
is much more openness to 
change, he says, than there was 
in the past. 

The Internet ought, there- 
fore, to make Siemens a more 
cohesive, less unwieldy con- 
glomerate. Yet is this the only 
or the best use of the new tech- 
nology? Economic theory 
could point in a completely dif- 
ferent direction. 

A prime reason why econ- 
omic activity is organised 
within firms rather than in 
open markets is the cost of 
communication. The costlier it 
is to process and transmit in- 
formation, the more it makes 
sense to do things in firms; the 
cheaper communication be- 
comes, the more efficient (rela- 
tively) markets will be. Because 
the Internet and other inven- 
tions have cut the cost of com- 
munication so much, firms 
ought to be able to do less in- 
house and to outsource more. 
In 1999 General Motors, a by- 
word for vertical integration, 
spun off Delphi Automotive 
Systems, one of its supply divi- 
sions, for instance. 

So should the advent of the 
Internet have prompted Sie- 
mens to sell more businesses, 
or even to break itself up? Ar- 
guably, yes. The Internet may 
make a conglomerate cheaper 
to run; but it could also make 
other forms of organisation 
cheaper still. = 
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* “Beyond Computation: Information 
Technology, Organisational Trans- 
formation and Business Performance”, by 
E. Brynjolfsson and L. Hitt, Journal of 
Economic Perspectives, Fall 2000. This and 
other papers can be found on Mr 
Brynjolfsson’s website: 
http://ebusiness.mit.edu/erik. 
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Patterns in financial markets 





Predicting the unpredictable 


Some physicists think they can see into the future of markets 


TOCKMARKET crashes can be like 

buses: you wait ages for one to come 
along, then three arrive at once. That has 
not stopped people from trying to under- 
stand why they happen, of course. But 
such understanding is handicapped by 
two things. The first is that markets are 
complex systems that are hard to analyse. 
The second is a widespread assumption 
that, over three centuries of stockmarket 
trading as we know it, any patterns that do 
predict the future will already have been 
identified and “arbitraged” out of exis- 
tence by people taking advantage of them. 

David Lamper and his colleagues at Ox- 
ford University disagree. As physicists and 
mathematicians, they frequently find 
themselves dealing with complex natural 
systems, and in a paper submitted to Physi- 
cal Review Letters, they apply that experi- 
ence to the artificial world of market 
mechanisms. They suggest that price pat- 
terns do exist that have not been arbi- 
traged out. These patterns are created by 
the collective actions of market traders 
themselves—and could be used to predict 
sudden falls in a market. 

Dr Lamper’s work starts from the ob- 
servation that extreme price movements 
in financial markets happen far more often 


than would be expected by chance. Pre- 
sumably, therefore, there is some reason 
behind them. To explore what that might 
be, he and his colleagues built a computer 
model which attempts to emulate market 
behaviour by running a large number of 
software “agents” at the same time. These 
agents “trade” with each other according 
to certain strategies. (Similar trading strate- 
gies are used in the real world to carry out 
automatic share-dealing.) 

Each agent has the same information 
about the past, and is fed new price data at 
regular intervals. But, rather like human 
traders, agents differ from one another in 
how they interpret this information. 
Some, for example, will look at a past pat- 
tern of rising prices, and assume that the 
market will continue to skyrocket. Such 
bulls will want to buy. Other agents will 
consider a rising market to present a good 
opportunity to sell. Still others will want to 
buy in a falling market that has been rising 
until recently. And so on. 

The resulting computer-based market 
produces price features that are statisti- 
cally similar to those of a real one, which 
Suggests that the team’s assumptions 
about how traders work are accurate. Un- 
like a real market, though, a computer mar- 
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ket can be run backwards-—thatis, it can be 
fed a set of market data and told to work 
out what trading strategies are likely to 
have produced them. If the strategies em- 
ployed before a sudden downturn are ana- 
lysed, the result is intriguing: the agents 
have generally come to agree with one an- 
other about the best way to trade. 

Although standard financial-market 
theory assumes that it is impossible to tell 
anything about the future direction of a 
market by looking at what has happened 
in the past—so that markets follow a “ran- 
dom walk”—most investors are seeking to 
do just that. When both real market data 
and random simulations of such data are 
put before traders, they claim to see pat- 
terns. This is no surprise. People see pat- 
terns, where there are none, all the 
time—in clouds, in lotteries, in mountains 
on the surface of Mars, and even in root 
vegetables. Predicting a number in a lot- 
tery based on such a spurious pattern can- 
not, of course, have any effect on whether 
that number is actually drawn. But the 
same is not necessarily true of the stock- 
market. When many traders think they see 
the same pattern, they may respond in the 
same way. They may thus, collectively, 
create a real pattern. 


Lemmings over the cliff 
And not only real, but unstable. For, para- 
doxically, the more orderly a market ap- 
pears, the less stable it is. (Think of 
dominoes up-ended on a table. If they are 
distributed at random, knocking one over 
causes little damage. If they are in a line, 
the whole lot will come down.) 

It is the changes in strategy that lead to » 





> this orderly instability which the research- 


ers say they can detect. When their system 
finds many traders crowding into one type 
of strategy, they know that a large down- 
ward change may be imminent. The super- 
strategy to beat this is obviously to sell first 
or even, for the brave, to go short. 

So much for theory. The question is: are 
the researchers rich yet? Well, no. But the 
Oxford model has been tested against the 
real world, and it looks as though it may 
work surprisingly well. 

The first test was against minute-by-mi- 
nute historical data from a foreign-ex- 
change market: a London bank’s dollar- 
yen market between 1990 and 1999. The 
model detected enough selling and buying 
opportunities during this nine-year period 
to yield a 380% profit. 

Having tried out the principle in the rel- 
ative simplicity of a currency market, Dr 
Lamper is now taking on Nasdaq, the tech- 
heavy stockmarket whose tumble in April 
2000 signalled the end of the dotcom 
boom. Running Nasdaq data through the 
Oxford model suggests that there was, in- 
deed, a period of increased predictability 
in the six months before April 2000, com- 
pared with the months before that. 

None of which means that the model 
will work for the future, any more than 
many previous such efforts. Being canny, 
the researchers are anyway keeping details 
of the algorithm they use to generate their 
results under wraps until the patent they 
have applied for is locked up. Nor are they 
too worried if the details of their super- 
strategy leak out, since they think they 
could detect its use in the market. That 
would allow them to play a “super-super- 
strategy” that made use of the knowledge. 
On that, they are keeping super-quiet. m 


Pest control 


A dynamite idea 


Diatomaceous earth may soon protect 
tropical crops against insects 


[p IS a long time since diatomaceous earth 
was used only by fullers to remove the 
grease from wool. Its most famous job was 
probably as the inert agent into which Al- 
fred Nobel absorbed nitroglycerine to 
make dynamite. But the mineral, which ac- 
quired its name because it is composed of 
the skeletons of minuscule dead plants 
called diatoms, may be about to enjoy an- 
other, less explosive, career as an alterna- 
tive to insecticides in poor countries. 
Traditionally, the war between pests 
and agriculture is played out in the field, 
with the farmer, spray-gun in hand (or in 
tractor or aeroplane), doing battle with lo- 


Diatomic power 


custs, beetles and moths. In many coun- 
tries, however, more grain is lost to pests 
after harvest than before it. These pests, 
too, may be attacked chemically, but that 
can be bad for the health of the ultimate 
consumer, for the environment, and for 
the pocket of the warehouse owner who 
has to pay for the insecticide. That is where 
diatomaceous earth comes in. 

Insects are a miracle of water conserva- 
tion. A drop of water the size of a weevil 
would evaporate rapidly. To survive on 
land, therefore, insects have to be water- 
proof—not to keep water out but to keep it 
in. Most achieve this by having waxy coat- 
ings on their cuticles. 

The diatom skeletons of which the 
mineral is composed are able to soak up 
huge quantities of oily materials such as 
lanolin and nitroglycerine, in the same 
way that a sponge soaks up water. Cuticle 
wax is a solid oil, and is just as susceptible 
to the diatoms’ charms as any other oily 
substance. Deprived of their waxy coats, 
the victims die rapidly of dehydration. 

The idea has proved effective in some 
rich-world grain silos, but Tanya Stathers, 
of Greenwich University in England, 
wanted to see if it would work in the 
smaller-scale and rather different condi- 
tions of storage found in the tropics. In 
collaboration with Zimbabwe's Institute 
for Agricultural Engineering, she tested di- 
atomaceous earth against a common or- 
ganophosphate pesticide in three of 
Zimbabwe’s regions, and on three crops: 
sorghum, maize and cowpeas. 

The results of the trials, which began in 
1998, are encouraging. Commercial prepa- 
rations of diatomaceous earth did as well 
as the organophosphate in all cases bar 
one (a beetle called the lesser grain borerin 
sorghum). Crops protected in this way 
were also rated more highly for appear- 
ance and taste than those protected by in- 
secticide, and commanded higher prices. 

Diatomaceous earth is a widespread 
mineral. Although the commercial prepa- 





rations employed in the trials are no 
cheaper than imported organophos- 
phates, a source of the mineral has re- 
cently been identified in Zimbabwe. 
Mined locally, it should be significantly 
cheaper. And lest any potential consumer 
should worry about grinding his teeth on 
food laced with the stuff, only one part in 
1,000 needs to be added to achieve protec- 
tion. Besides, it is used as an ingredient in 
baby food—a role normally discouraged 
for organophosphates. m 


Computer displays 


Lightening up 


NEW YORK 
Organic light-emitting diodes make 
better display units 


P EOPLE in the computer business often 
fret about growing organically. Now 
they might start thinking seriously about 
glowing organically—for several com- 
puter-display makers say that screens us- 
ing organic light-emitting diodes (OLEDs) 
are ready to enter the market. Barry Young 
of DisplaySearch, a market-research firm 
based in Austin, Texas, claims that 30 firms 
have announced plans to produce OLED 
displays. Next week, at the annual meeting 
of the Society for Information Display in 
San Jose, California, several manufactur- 
ers will show off the latest gizmos employ- 
ing this technology. 

The demand for lightweight, colourful, 
power-efficient displays for portable elec- 
tronic devices such as mobile telephones 
and personal digital assistants has sent 
manufacturers searching for alternatives 
to liquid-crystal displays. LCD screens are 
expensive to make and run. Because liquid 
crystals cannot emit light, an LCD must in- 
clude a separate light source. This adds »» 
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> bulk, as well as cost, to a display. And to 
create red, green and blue, the three prim- 
ary colours from which all others can be 
compounded, an LCD has to use filters that 
tinge the white light produced by this 
source. But these filters also absorb two- 
thirds of that light, so wasting that propor- 
tion of the display’s power. An OLED, by 
contrast, emits its own light—eliminating 
the need for a separate light source and re- 
quiring only about a third as much power 
as an LCD. 

The device consists of a sandwich of or- 
ganic compounds (complex carbon-based 
molecules) that emits light at a particular 
wavelength (and so a particular colour) 
when stimulated by an electric current. 
Unlike LCDs, OLEDs are simple to make. 
The organic molecules in question can be 
vaporised and condensed in a thin layer 
on to the appropriate surface. When scaled 
up, the process should cost only half as 
much as manufacturing an LCD. And the 
frequency of the emitted light can be al- 
tered by doping the emitting molecules 
with appropriate dyes. 

OLEDS have other advantages. Since 
the current controlling an OLED can rap- 
idly be “toggled” on and off, individual 
picture elements (pixels) on a screen can 
change their appearance fast enough to 
handle a stream of video or web images 
without leaving irritating after-images on 
the screen. Also, the charge controlling 
each pixel is insulated from that of its 
neighbours, so pixels do not interfere with 
one another. OLED screens therefore offer 
high contrast and resolution. Moreover, 
OLEDs are so-called Lambertian emitters: 
each diode radiates light uniformly, in a 
broad cone, so that a slight movement of 
the eye does not alter the image perceived 
by the viewer. In other words, it is easy to 
look at an OLED display from the side. 


Eyes on the prize 

All of these features make OLEDs well 
suited for use in portable devices. The im- 
mediate prize is the market for screens for 
3G mobile telephones. Many firms are be- 
ginning with small devices appropriate to 
these. In its Timeport line of telephones, 
Motorola has already incorporated an 
OLED display made by Pioneer Electronics 
of Japan. A firm called eMagin, of Hope- 
well Junction, New York, is also trying to 
develop tiny OLED screens, but with an 
eye to the market for Internet devices and 
handheld computers. 

In collaboration with 1nM, eMagin re- 
cently created a prototype OLED display 
for a “wearable” computer. At next week’s 
conference, James Sanford and Eugene 
Schlig of 1nm’s Thomas J. Watson Research 
Centre in White Plains, New York, will 
present the technical details of this com- 
puter, which can be worn on the wrist, like 
a watch. [t uses eMagin’s tiny OLED screen, 
which is just over an inch (2.5cm) across. 
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The screen is wired on to a silicon chip that 
controls each pixel individually. It con- 
tains about four times as many pixels as a 
standard Palm Pilot in a fraction of the 
area. During ordinary operation, the dis- 
play consumes much less power than 
would an equivalent LCD. 

Recently, eMagin began shipping its 
full-colour OLED microdisplay to equip- 
ment developers for them to play with. 
This screen, which can display video and 
Internet images, is less than an inch along 
its diagonal—small and light enough to sit 
in a headset. When positioned a few cen- 
timetres from the eye and viewed through 
alens, the tiny display gives the viewer the 
illusion of looking at a 19-inch screen sus- 
pended in the air. By wiring a pocket Pc to 
the headset, a user could have the experi- 


Urban geography 


ence of using a desktop computer without 
having to haul around a heavy screen and 
battery pack. Gary Jones, chief executive 
of eMagin, says that the headset and lens 
system would cost only a quarter of the 
monitor that it mimics. 

Other firms have visions of larger 
OLED screens. Engineers from Sony will 
exhibit a prototype that is, at 13 inches in 
diagonal, the world’s biggest. Such a dis- 
play could eventually be used in laptops, 
or in place of television screens. By 2003, 
Sony intends to start selling 20-30-inch 
OLED television screens. Yih Chuang, an 
engineer from Ritek Display Technology, a 
Taiwanese firm, estimates that OLED 
screens could eventually grow to be up to 
100 inches in diagonal length. That would 
certainly trip the light fantastic. m 


Getting off the ground 


BOSTON 


Satellite imaging is helping to classify patterns of urban growth 


| fer a good Impressionist painting, a 
city often requires a bit of distance 
before its viewer can get a feel for the 
whole picture. Terra, the newest earth- 
science spacecraft launched by NASA, 
America’s space agency, can provide 
7ookm-worth of distance; and William 
Stefanov, a geologist at Arizona State 
University, is using this to develop a bet- 
ter understanding of how people create 
their cities. At this week’s meeting of the 
American Geophysical Union, in Boston, 
Dr Stefanov explained how he used data 
from a satellite-borne instrument called 
ASTER (Advanced Spaceborne Thermal 
Emission and Reflection radiometer) to 
study 12 cities and to classify their 
growth patterns. 

Urban planners have long known 
that cities have different characteristics, 
but the view from space makes assessing 
those characteristics faster and more ac- 
curate. Dr Stefanov and his colleagues 
(or, rather, their computers) looked for 
the boundaries between densely de- 
veloped areas, which reflect a lot of light 
because of all the edges and flat surfaces 
that people like to create, and those with 
more vegetation, which appear dark by 
comparison, as nature prefers curves. 

By focusing on the edges separating 
dark from light areas, the researchers 
classified their dozen cities into three 
types. Six of them, Baghdad, Baltimore, 
Istanbul, Lisbon, Puebla and Vancouver, 
are “centralised”: most of their develop- 
ment is concentrated around a “down- 
town” area, and there is a gradual fading 
away from this with distance. Three, Al- 
buquerque, Johannesburg and Phoenix, 
were “non-centralised”: developed more 





So just what shape is Boston in? 


or less evenly over the entire area, but 
with an abrupt edge. The other three, 
Chongqing, Madrid and Riyadh, were a 
mixture of the two types. 

Other methods of measuring a city’s 
composition and growth are less precise 
and more time-consuming than Dr Ste- 
fanov’s. They usually involve a 
combination of aerial photography, 
ground measurements and door-to-door 
canvassing. Because that takes so long, it 
cannot be done frequently. The data 
from ASTER provide a relatively simple 
and much faster alternative. 

Ultimately, the team plans to study 
100 cities over six years, to try to work 
out why different cities grow in the way 
they do. The hope is to tease out the rela- 
tive contributions to the process of 
geography, political history, climate, so- 
cial structure and economics. Working 
with local experts in each city should 
provide some answers—and a better 
idea of how each Impressionistic dot 
makes up a part of the whole. 
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and how the emerging phenomenon 
of Internet exchanges is 
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Annoucement and Further Advertisement 





THE PRESIDENCY 


NATIONAL COUNCIL ON PRIVATISATION 
Secretariat: Bureau of Public Enterprises 





Invitation to Strategic Investors for Expressions of Interest in 





D 


Nigerian Telecommunications Limited (“NITEL”) 


Announcement 

The Federal Government of Nigeria (“FGN”) announces the appointment of a Financial Advisory 
Consortium comprising PricewaterhouseCoopers, Investment Banking & Trust Company Limited 
and Société Générale, to advise on its proposed sale of a minimum of 51% stake in NITEL. 
FGN currently owns 100% of NITEL. 

Proposed Transaction 

The FGN invites prospective Strategic Investors to express their interest in acquiring a minimum of 
51% stake in NITEL. 

Key Operational Highligh | 

* A fixed installed network capacity of approximately 720,000 lines and close to 500,000 customer 
connections as at December 2000 

A GSM license acquired in February 2001 for US$285 million 

Existing cellular services using analogue TACS technology with approximately 30,000 subscribers 
as at December 2000 

Pre-Qualification Criteria 

Strategic Investors must be international telecommunications operators and must demonstrate 
evidence of: 

* Having installed and managed at least 1 million telephone lines 

* A successful track record of expanding a telecommunications network 

¢ Sufficient financial resources to grow NITEL and enhance shareholder value 

Further Information 

A brief information profile is available from any of the Financial Advisors contacts listed at the end 


of this notice. 


Proposed Timetable 
Shortlisted Strategic Investors will be contacted within 2 weeks from the closing date for expressions 
of interest, provided with an Information Memorandum and invited for due diligence. 
Form of Expression of Interest 
Interested strategic investors should indicate their interest by providing the following: 
* Full name of the company and the contact person, postal address, telephone, fax number and 
e-mail address 
* Details of ownership structure 
* Audited financial statements for the last three years 
¢ Technical and Operational capabilities 
- Years of operation in the telecommunications industry 
- Total number of telephone subscribers 
- Range of telecommunication services provided 
- Details of countries of operation 
- Key performance indicators 
i) Number of direct exchange lines per customer 
ii) Waiting period for a direct exchange line 
iii) Call completion rate 
iv) Paults per 100 lines per annum 
vy) Faults cleared within 24 hours 
» Minimum period for which a commitment will be made to remain in NITEL, and to provide 
managerial and technical direction 
* Payment of a non-refundable application fee of US$25,000 
Contact Details 
Enquiries and requests for the information profile should be directed to our Financial Advisors: 


PRICEWATERHOUSE(COPERS @ 


Jitesh Shah Atedo N. A. Peterside O O N 
PricewaterhouseCoopers Investment Banking & Trust Company Limited 
1 Embankment Place L.B.T.C. Place, Walter Carrington Crescent 
London WC2N 6RH, England Victoria Island, Lagos, Nigeria 


Tel: +44 20 7804 5497 Fax: +44 207804 6644 Tel: +234 1 2626520-40 Fax: +234 1 2626541/2 
E-mail: jitesh.r.shah@uk.pweglobal.com E-mail: IBTC@IBTC-Lagos.com 


Véronique Guyomard 
Société Générale 
Tour Société Générale, 17 Cours Valmy, 92972 Paris - La Défence 7 Valmy, France 
Tel: +33 142 1462 34 Pax: +33 1 42 1305 53 
E-mail: veronique.guyomard@socgen.com 
All expressions of interest must be received by mail or fax not later than 17:00 GMT on 11 June 2001 
by any of the Advisors detailed above or alternatively by: 
Mr Nasir Ahmad el-Rufai, Bureau of Public Enterprises, | Osun Crescent, 
Off Ibrahim Babangida Way, Maitama, Abuja, Nigeria 
Tel: +234 9 4134638-46, Fax: +234 9 4134671/2/4 
E-mail: bpeng@presidency.com 
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Short stories 


Brief encounters 





Less is more in these four outstanding new collections 


Fo sustained intensity these days, 
short-story collections often succeed 
more consistently than new full-length 
novels, a stack of which would surely have 
yielded fewer volumes of distinction than 
the one from which these four fine collec- 
tions were taken. Perhaps the short-story 
collection is specially suited to catching 
the jangled, jump-cut nature of contempo- 
rary life—achieving a kind of cohesion by 
way of adjacency, as single snapshots of 
strangers flash past like faces on a train. 

Peter Ho Davies was born to Welsh and 
Chinese parents, and lives in England and 
the American mid-west. Yet his cosmopol- 
itan background, far from pushing him to 
write for a niche market of Welsh-Chinese- 
American Britons, has broadened his 
range and compassion. 

Some characters in “Equal Love” share 
the author's fractured identity, quintessen- 
tially in “How to Be an Expatriate”. A story 
written largely in the second-person im- 
perative really shouldn't work. Yet what 
might seem a gimmick conveys the disso- 
ciation of a transplanted Briton whose na- 
tionality dissolves into a haze of not only 
American but expressly expatriate clichés. 
“Say you like Boston fine but you don't 
know enough about the rest of America to 
judge: ‘It’s like asking someone in London 
what they think of Vienna.’ Feel like an ex- 
perienced traveller when you say this.” 


In “The Hull Case”, a black husband 
pretends to believe in his white wife’s odd- 
ball notion that they have been abducted 
by aliens; by implication, the mixed-race 
couple is forever labouring to credit the 
other’s alien experience. In Mr Davies's 
most poignant tale, a recovering heroin ad- 
dict takes in her elderly mother in order to 
persuade social workers that she is stable 
enough to regain custody of her baby. But 
however the aged mother tries to help, her 
encroaching senility becomes the state’s 
reason not to return the child. The situa- 
tions in “Equal Love” are never obvious, 
and Mr Davies writes in a sure, unselfcon- 
scious style, his gaze directed outwards. 

George Saunders’s “Pastoralia” is eye- 
wateringly hilarious—though acid social 
commentary burns beneath the jokes. In 
“Winky,” a depressed, balding loser at- 
tends a self-help seminar, hoping to sum- 
mon up the nerve to evict his schizo- 
phrenic sister. The seminar (in whose 
morality play actors labelled “Whiney”, 
“Self-Absorbed”, and “Blames Her Fat on 
Others” come between “You” and “Inner 
Peace”) sounds no saner than the interior 
monologue of the gonzo sister. Alas, learn- 
ing to keep other people from “crapping in 
your oatmeal” fails to harden the feckless 
brother's heart so that he can kick her out. 

The title story chronicles the vicissi- 
tudes of a theme park employee livingina 
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prehistoric diorama, where he roasts goats 
that arrive in the Big Slot and writes re- 
ports on his fellow cave-dweller, Jane. “Do 
I note any attitudinal difficulties? I do not. 
How do I rate my Partner overall? Very 
good. Are there any Situations which re- 
quire Mediation? There are not. I fax it in.” 
This American author has an ear for tacky, 
fraudulent and insidiously Stalinist cor- 
porate culture, and there’s an ominous 
sense that he’s exaggerating only a tad. The 
satire here is always funny and never cold. 

Don’t be put off by the fact that Keith 
Ridgway’s “Standard Time” is packaged 
with the stark artlessness of a computer 
textbook. Inside, the Irishman’s stories are 
artful indeed—literary yet not too showy, 
with a rolling, gathering cadence that is 
mesmerising. The circumstances he exam- 
ines are wonderfully odd. Unusually for 
such a stylish, descriptive writer, Mr Ridg- 
way is also a master of action. 

In one story, a Dublin woman is ha- 
rassed by a thuggish bookie, Mossie, 
whom her husband owes money. Later 
she comes upon a desolate little boy and 
tells him, whimsically, that her smelly, 
scrofulous dog is named “Mossie”. When 
the bookie returns and the boy calls qui- 
etly to the dog, “Here, Mossie!”, the results 


Equal Love. By Peter Ho Davies. Houghton 
Mifflin; 192 pages; $12. Granta; £6.99 


Pastoralia. By George Saunders. Riverhead 
Books; 188 pages; $12. Bloomsbury; £9.99 


Standard Time. By Keith Ridgway. Faber and 
Faber; 248 pages; £9.99 


The Collected Stories of Richard Yates. By 
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> are calamitous. The story’s turn has the 
horrid freakishness of real life—“the play 
of small mistakes, the breath of lives, the 
teasing out of moments”. Likewise, in 
“Headwound” a cuckolded father hurls 
what he is utterly confident is a twig to- 
ward his small son, only for the boy to col- 
lapse with a hole in his head. Readers and 
police know the twig was a rock, and this 
tension between interior and exterior real- 
ity offers a frightening glimpse of real in- 
sanity. 

One of the best publishing decisions 
this season was the issue of “The Collected 
Stories of Richard Yates”. Grossly under- 
appreciated, Mr Yates ranks among the fin- 
est post-war American chroniclers of mid- 
dle-class angst. He easily equals 
heavy-hitters like John Updike or John 
Cheever, while never as self-involved as 
the former nor as provincial as the latter. 
Woefully, some of Mr Yates’s books have 
been allowed to slip out of print. His sto- 
ries are often dolorous or bleak, but never 
nihilistic; Mr Yates, a four-packs-a-day 
smoker who died in 1994 after years of ill 
health, found significance in pain, espe- 
cially disappointment. While by all ac- 
counts dyspeptic in person, he was pitying 
as well as unsparing on paper—a distinctly 
modern sensibility also displayed by 
Messrs Davies, Saunders and Ridgway. m 





Faith and politics in Iran 


But what did 
he really mean? 





Reinventing Khomeini: The Struggle for 
Reform in Iran. By Daniel Brumberg. 
University of Chicago Press; 320 pages; $55 
($21 paperback) and £35 (£13.50 paperback) 


SLAMIC thinkers search ceaselessly for 
the true rendering of dogma. But, as with 
every religion, no such rendering is to be 
found. In the 1960s an argument raged 
within the Islamic world about which so- 
cial and political system was enjoined by 
the Koran: those of a socialist or commu- 
nist persuasion cited verses from the Koran 
on a common, nomadic, ownership of 
land, water and fire; those in favour of cap- 
italism and private property cited quota- 
tions from the Hadith attributed to the 
prophet Muhammad on the right to priv- 
ate property; some invoked Islamic tradi- 
tions of feudalism, others even cited 
Koranic verses sanctioning slavery. Com- 
parable debates on matters of contempo- 
rary concern, be it the position of women, 
the correct attitude to communications 
technology or the environment follow a 
similarly diverse path. 
The contribution of Ayatollah Kho- 
meini to Islamic political thought was to 
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He can always change his mind 


offer one clear and robust answer to the 
question of politics and the form of an Is- 
lamic state: in contrast to many who ar- 
gued that no Islamic state could be created 
in the absence of the direct successors of 
the Prophet, the imams, Khomeini main- 
tained that it was possible to create an Is- 
lamic state in the contemporary world. 
This state could be guided by a learned 
clergyman, a faqih, who would act as the 
representative of the imam, and, by impli- 
cation, of Allah. It was this idea, linked to a 
call for the just revolt of the oppressed 
against tyranny and against “world arro- 
gance”—the United States and its allies, 
which provided an ideological base for the 
Iranian revolution. 

Khomeini himself brooked little oppo- 
sition in his lifetime. Yet, as Daniel Brum- 
berg shows in this fascinating study, there 
are in regard to Khomeini’s thought and 
legacy many possible interpretations, just 
as there are of the Islamic tradition itself. 
Khomeini’s own thought combines differ- 
ent strands, elements of classical Islam, 
Shi'ite asceticism and mysticism, and, Mr 
Brumberg argues, elements of third-world 
radicalism absorbed through his follow- 
ers. To these he could also have added a 
strong dose of Iranian nationalism. 

The central conflict in Khomeini’s 
thinking is between the authoritarian 
model of power, in which all authority 
rests with the fagih, himself appointed by 
a coterie of senior clergy, or ulema, and the 
democratic or popular elements which 
gave the revolution and the Islamic Repub- 
lic their initial legitimacy and which are 
also inscribed in the Iranian constitution. 
Since Khomeini’s death in 1989 disputes 
over his legacy have grown. Mr Brumberg 
examines how old anti-liberal elements 
inside the Iranian state, currently led by 
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Ayatollah Khamanei, Khomeini’s succes- 
sor as supreme leader, espouse the Kho- 
meini legacy. He also illustrates, however, 
that many reformers, including the weak 
but dogged liberal President Khatami, now 
standing for re-election, do so as well. 

The writings of revolutionary fathers, 
be they Khomeini, Mao or Lenin, allow for 
wide interpretation. But here, perhaps, we 
see the limits of Mr Brumberg’s approach, 
based as it is on studying the ayatollah’s 
speeches and Mr Khatami's pleas for more 
liberal readings. For Khomeini’s legacy is 
more than textual: it is a state, complete 
with a system of laws and an authoritar- 
ian elite who control its guns and courts. 
These are not the sort to be moved by ex- 
hortations to pluralism from the founder. 
Khomeini can be reinterpreted and rein- 
vented, many times over, but that will not, 
in itself, alter the dictatorship that he estab- 
lished and which Mr Khatami is trying, 
vainly so far, to contest. 

Not that any of this would have sur- 
prised or bothered the ayatollah, who 
blithely declared: “I may have said some- 
thing yesterday, changed it today, and will 
change it tomorrow. This does not mean 
that simply because I made a statement 
yesterday, Ishould adhere to it.” Khomeini 
could reinvent Khomeini; it is less clear 
how far others may do so. m 





High society in New York 


That other 
gilded age 





The Monied Metropolis: New York City and 
the Consolidation of the American 
Bourgeoisie 1850-1896. By Sven Beckert. 
Cambridge University Press; 492 pages; 
$34.95 and £25 


LASS struggle in late 19th-century New 

York between old and new money 
was fought on many terrains, but none so 
fiercely as grand opera. Sven Beckert, a 
Harvard historian, recounts the following 
musical episode in his illuminating book 
on the upper social reaches of Manhattan 
in the gilded age. 

At the New York Academy of Music, an 
exclusive venue for opera from 1854, 18 
private boxes were monopolised by an old 
elite of Roosevelts, Stuyvesants and oth- 
ers. Most arrivistes reluctantly put up with 
this arrangement. But William Vanderbilt, 
a rail-and-shipping magnate’s son, refused 
to settle for a seat in the stalls: he bid 
$30,000 for a box—and was rebuffed. 

In riposte, he and other parvenus, in- 
cluding Goulds, Whitneys, Rockefellers 
and Morgans, contributed $10,000 each to 
incorporate a new opera boasting 122 priv- 
ate boxes, the Metropolitan Opera House » 





Back When We Were Grownups. By Anne 
Tyler. Knopf; 273 pages; $25. Chatto & 
Windus; £15.99 


Roo DAVITCH is having a crisis. 
She is 53 and feels an impostor in her 
own life. Somewhere along the line she 
has “turned into the wrong person”. 

Rebecca met her husband, Joe Da- 
vitch, at the Open Arms, an elegant old 
Baltimore row house which the Da- 
vitches rent out for parties. Joe is 
easy-going and charming, with three 
children from a previous marriage. Re- 
becca is captivated. Her college 
sweetheart, the bookish Will Allenby, is 
soon forgotten, together with thoughts 
of an academic career. For Rebecca, one 
life has ended and another begun. 


» Company. Unable to compete, the Acad- 
emy of Music closed in 1885: “I cannot fight 
Wall Street,” lamented its owner. Old 
money had no choice but to join the Met, 
and differences were quickly forgotten as 
the two foes found common cause in keep- 
ing out the next generation of newcomers. 

The rich of New York had at one time 
looked with disdain on ostentatious dis- 
plays of wealth, steeped as they were in 
America’s “republican heritage and moral 
imperatives of frugality and thrift”. But 
that changed dramatically, Mr Beckert ex- 
plains, in the second half of the 19th cen- 
tury, when a few very rich families came 
to exercise extraordinary influence. 

Many had made money elsewhere and 
moved to Manhattan to enjoy it, while 
continuing to draw wealth from outside 
the city and pull strings in the federal capi- 
tal. Philip Armour, for instance, was a meat 
packer from Chicago, Andrew Carnegie, a 
Pittsburgh steel man and Maximillian 
Fleischmann, a yeast maker from Cincin- 
nati. Whatever their origins, newcomers 
had to master—or manipulate—the snob- 
beries of New York to be accepted. 

A good address was vital: the best fam- 
ilies moved ever farther uptown as immi- 
grants degentrified lower Manhattan. 
Where and how you worshipped mat- 
tered, too, and there was, above all, a con- 
stant round of teas, receptions, dinners, 
parties, balls and cotillions. Wives would 
order 40 gowns from Worth in Paris each 
season. At a legendary Delmonico’s din- 
ner arranged by Leonard Jerome, Winston 
Churchill's grandfather, each woman 
found a gold bracelet hidden in her nap- 
kin. Mrs Stuyvesant Fish liked to throw 
lavish teas for her friends’ dogs. 


But what, she finds herself wonder- 
ing three decades on, if she’d taken the 
other road? “Now she began to lead a 
whole other life—an imaginary, might- 
have-been life flowing almost constantly 
underneath the surface of her day-to- 
day existence.” Rebecca has been a 
widow for over 20 years; maybe the 
might-have-beens are still-could-bes. 
She gives Will a call. 

“Back When We Were Grownups” is 
as perceptive, as full of gentle comedy 
and human warmth, as any of Ms Tyler’s 
previous novels. She manages her 
quirky, engagingly named characters 
(Patch, Biddy, NoNo, Jeep, Zeb) beauti- 
fully, spinning a web of family tensions 
with a wonderful lightness of touch-in 
this, Ms Tyler is matchless. 


The men sought out the right clubs. A 
careful study by Mr Beckert of 128 New 
Yorkers at a society dance in 1891 shows 
them with 681 club memberships in all, 
the Union, Calumet, Racquet and Knicker- 
bocker being among the favourites. In a 
hunt for ancestors, monied New Yorkers 
also joined the Genealogical Society. 

As depicted by Mr Beckert, gilded-age 
New York suggests that, in one respect, 
Alexis de Tocqueville judged too soon. In 
the 1830s, the great French liberal had 
opined that, “In the United States the more 
opulent citizens take care not to stand 
aloof from the people.” For a later age, he 
could hardly have been more wrong. m 





Worth the wait 
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Modern drama 


Summer of Sam 


All Samuel Beckett’s plays are now on 
film. Would he have approved? 


| ià 1936 Samuel Beckett, arguably Ire- 
land’s greatest playwright, wrote to Serg- 
ei Eisenstein, arguably Russia’s greatest 
film maker, to ask if he could train with the 
Moscow State Institute of Cinematogra- 
phy. This unlikely alliance came to noth- 
ing, but Beckett's interest in film persisted, 
notably in his collaboration with Buster 
Keaton on “Film” (Keaton’s last silent 
movie). Radio and television plays such as 
“All that Fall” and “Eh Joe” show that Beck- 
ett was keen to explore different dramatic 
media. Nevertheless, he declined many of- 
fers to make films from his plays, including 
requests from such eminent directors as 
Ingmar Bergman. 

The Beckett Estate has been coura- 
geous, then, in granting Michael Colgan 
(artistic director of the Gate Theatre in 
Dublin since 1983) and Alan Moloney the 
rights to film Beckett’s stage plays. The 
goodwill and energy behind this project 
owe much to the Beckett Festival, pre- 
sented by the Gate Theatre in 1991, which 
subsequently came to the Barbican in 
1999. The producers have responded with 
admirable ambition, commissioning an 
exceptional array of talent to create cine- 
matic realisations of all 19 of Beckett's the- 
atre plays, in association with the Irish 
Film Board, RTE (an Irish broadcasting 
company) and Channel 4. 

Although scheduled to be shown on 
television, these are really cinematic films 
best seen on a large screen. Taken all to- 
gether, they are a strong reminder of Beck- 
ett’s abiding love of Irish speech and 
idioms. This animates Michael Lindsay- 
Hogg’s film of “Waiting for Godot”. Barry 
McGovern, Johnny Murphy, Alan Stan- 
ford and Stephen Brennan appeared in the 
earlier theatrical production at the Barbi- 
can, and their ensemble-playing is confi- 
dently relaxed, overcoming the pitfalls 
waiting to drag “Godot” into ponderous 
stodge. “Godot” is the acid test. The direct- 
ing and acting vindicate the transfer from 
stage to film, but the combination of cine- 
matic setting and varying camera angles is 
distractingly awkward. 

Many of these films seem unable to fo- 
cus and analyse the still image or tab- 
leau-a central resource of Beckett's 
theatre. An otherwise engaging version of 
“Happy Days” is filmed in the volcanic 
landscape of Tenerife. Rosaleen Linehan 
battles womanfully with the elements, but 
her triumph over adversity threatens to 
look like a surreal parody of a television »» 
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> holiday programme. Similarly, although Corporate profiles 


there is an authority to John Hurt’s perfor- 
mance in “Krapp’s Last Tape”, the film set 
adds clutter rather than illumination. Beck- 
ett's plays depend on a subtle understand- 
ing of the stage as a place of artifice, 
performance and imprisonment. At its 
simplest, in “Act Without Words 1”, the 
box-set of the theatre becomes a farcical 
torture-chamber. Transferred to film by Ka- 
rel Reisz, with music by Michael Nyman, 
the cinematic framing of the image loses 
this sense of theatricality. With this loss 
goes the sinister evocation of off-stage 
forces. By contrast, Kieron Walsh's “Rough 
for Theatre 1” is clever and resourceful, fea- 
turing memorable performances by David 
Kelly and Milo O’Shea and an acute freeze- 
frame ending. 

Beckett's less polished sketches seem to 
liberate cinematic ingenuity, where his 
more developed conceptions of theatrical- 
ity can prove resistant to adaptation. An- 
thony Minghella’s “Play” attempts to 
compensate for the loss of the play’s in- 
terrogative spotlight with a drama of the 
camera’s focus and brief jump-cuts. The 
talents of Alan Rickman, Juliet Stevenson 
and Kristen Scott-Thomas nevertheless 
conspire with Mr Minghella’s bravura 
film-making technique to crush the play’s 
humours. 

Beckett’s distrust of adaptations was 
principled. His own adaptations, notably 
of “Not I”, suggest that decisive formal 
changes are necessary to compensate for 
the loss of theatricality. Without the 
characteristically stifled and knowingly 
awkward laughter that usually accompa- 
nies Beckett’s plays in the theatre, his texts 
can appear denuded, clumsily formalist 
and tediously inhuman. Beckett's favour- 
ite play, “Endgame”, is perhaps most 





But Beckett would've been appalled 


From forests to phones 


The Nokia Revolution. By Dan Steinbock. 
Amacom; 375 pages; $27.95 and £20.99 


OW did a forestry company 

founded in the 1860s in Finland 
transform itself into the world’s leading 
mobile-phone maker? Nokia’s unusual 
tale is told by Dan Steinbock, a former 
telecoms consultant. He believes that 
other firms can learn from Nokia, and 
has stuffed his book with odd graphs, 
baffling org-charts, sprawling block dia- 
grams and obfuscatory clerk-speak that 
drizzles without pause from modern 
management: “Through its process con- 
figuration and drivers, Nokia has built its 
global focus advantage.” 

Nokia started off in forestry, and later 
moved into making paper, rubber, and 
electrical cables. By the 1980s it was a 
shapeless conglomerate that made 
everything from tyres to Tvs. It also 
made mobile phones, which took off 
after the establishment of a multinat- 
ional cellular network by a consortium 
of Scandinavian state operators. This 


wounded by its loss of a theatre and audi- 


ence, despite Michael Gambon’s best ef- 


forts as Hamm. 

One suspects that Beckett would have 
viewed many of these adaptations with 
mounting horror. Too many cinematic 
gimmicks are distracting and fussy. The 
star-studded collaborations are perhaps 
the most disappointing. Damien Hirst’s 
“Breath” is characteristically bland. David 
Mamet's version of “Catastrophe” boasts 
Harold Pinter as the Director and the late 
John Gielgud as the Protagonist, but Beck- 
ett’s severe auto-critique of theatre be- 
comes tepid and self-congratulatory. 

The success of the Barbican’s Beckett 
festival indicated the existence of an audi- 
ence for intelligent modern drama that has 
been increasingly neglected by institu- 
tions such as the BBc (which commis- 
sioned work by Beckett in his lifetime). 
Beyond the changing trends in public ser- 
vice broadcasting, there are further ironies 
in the embrace of Beckett by Irish culture, 
given the history of their mutual suspi- 
cions. RTE is to be congratulated for a cou- 
rageous and excitingly diverse attempt to 
bring avant-garde theatre to the screen. 
The project as a whole will be necessary 
viewing for anyone interested in the fate of 
modern drama. Is it too much to hope that 
comparable invitations to explore the me- 
dium of film might be extended to living 
dramatists? m 


network, which had low subscription 
rates and country-to-country roaming, 
gave the Scandinavians a clear edge 
when it came to setting up Europe-wide 
networks based on the digital GSM stan- 
dard in the early 1990s. (Other European 
countries, along with Japan and Amer- 
ica, fell behind, having adopted 
proprietary systems.) Initially, GSM was 
known as the “Great Software Monster”, 
because it was so complex, and making 
it work proved harder than expected. 
But Nokia’s GSM team, led by Jorma Ol- 
lila, got it to work. Mr Ollila was made 
chief executive, and once Nokia concen- 
trated on mobiles, it shot ahead of rivals. 
Since then, Nokia has stayed in front 
by emphasising design—mobile phones 
are fashion statements—and of easy-to- 
use software. The company has also po- 
sitioned itself to take advantage of the 
coming convergence between mobile 
phones and the Internet. There is un- 
doubtedly an exciting book to be written 
about Nokia. But Mr Steinbock’s ac- 
count, while comprehensive, is not it. - 


Jazz biography 


Black fantasy 


Duke Ellington and His World: A 
Biography. By A.H. Lawrence. Routledge; 
510 pages; $35 and £19.99 


HENEVER Duke Ellington’s music * 

was subjected to abstract analysis he 
liked to say, “That kind of talk stinks up the 
place.” He might occasionally lob the same 
rebuke at his latest biographer. A.H. Law- 
rence, a trained psychiatrist, expresses El- 
lington’s devotion to his doting mother in 
Freudian terms. When the successful 
young bandleader moves her into his 
home in Harlem, it signifies “the blatant re- 
alisation of Oedipal wishes”. 

Well, perhaps. But mostly Mr Lawrence 
approaches his fascinating subject not 
from the consulting room but as an ac- 
quaintance and fellow-musician. As a 
young jazz trombonist, Mr Lawrence met 
Ellington several times. Over 20 years he 
established ties with many of the great 
man’s sidemen, friends and family. The 
heart of his volume is their first-hand re- 
membrances of the Duke, affectionate but 
frank, amplified by the author’s scrupu- 
lous research and well-informed musical p» 









His charm was more than skin-deep 


> judgments. The result is an evocative and 
engrossing portrait of Ellington and Elling- 
tonia—one of the best available. 

The composer emerges as a shameless 
charmer. Women, audiences and even 
heads of state adored him. So, impor- 
tantly, did the musicians who provided 
material for his unique body of work. El- 
lington once described himself as “a great 
listener”, incorporating anything that ap- 
pealed to him into his music and shaping it 
with an uncanny, wholly original sense of 
colour and harmony. He was a great ob- 
server too, taking the myriad impressions 
of a life constantly in motion as his inspira- 
tion, from the Harlem of his youth, where 
he reigned as musical king of the cele- 
brated Cotton Club, to the international 
tours of his later years. Above all, he was 
committed to what he called “the rich 
background of the Negro”, which he con- 
veyed in a host of pieces such as the early 
“Black and Tan Fantasy” and culminating 
in a concert-length masterwork, “Black, 
Brown and Beige”. 

In his extended compositions, Elling- 
ton sought to assert jazz’s right to the same 
respect as classical music. Some populist 
critics decried this ambition, and John 
Hammond, a well-to-do liberal impre- 
sario, denounced Ellington’s concert 
works as vapid, accusing him of ignoring 
the troubles of his people. As Mr Lawrence 
puts it, Ellington “must have wondered 
what gave the grandson of the wealthy, 
white Vanderbilt and Sloane families the 
right to tell the grandson of two slaves that 
his music wasn’t ‘black enough’.” It is at 
such moments that the reader really feels 
Mr Lawrence’s thorough grasp of Elling- 
ton’s world. = 


Correction Because of an editorial oversight, we 
omitted to disclose last week that Morton Kondracke, 
author of “Saving Milly”, is executive editor of Roll Call, 
part of The Economist Group. In line with our normal 
policy, we should therefore have given the name of the 
reviewer, Charlotte Johnson-Wahl. 


American press 


Bring me a real 
paper 


Privileged Son: Otis Chandler and the Rise 
and Fall of the L.A. Times Dynasty. By 
Dennis McDougal. Perseus Publishing; 526 
pages; $35 and £24.99 


N 1958, The Economist accurately de- 

scribed the Los Angeles Times as “a 
shoddy sheet of extreme right-wing view- 
point”. It had a deserved reputation for be- 
ing one of America’s worst, if most 
profitable, newspapers. SJ. Perelman of 
the New Yorker liked to tell how once 
when his train stopped in Albuquerque, 
New Mexico, he had asked a porter to 
bring him a newspaper. “Unfortunately,” 
Perelman recalled, “the poor man, hard of 
hearing, brought me the Los Angeles 
Times.” Barely 20 years later, the paper 
was one of the country’s best, regularly 
ranked with the New York Times, the 
Washington Post and the Wall Street Jour- 
nal. Its transformation was largely the 
work of one man, Otis Chandler, the great 
grandson of the paper’s founder. “Privi- 
leged Son” by Dennis McDougal, a former 
reporter for the Los Angeles Times, is the 
story of how Chandler did it, and how he 
did so in the face of opposition from others 
in his deeply conservative family who re- 
garded his moderate views as virtually 
those of a communist. 

Itis an improbable story in some ways, 
for Mr Chandler appeared an unlikely per- 
son to lead the paper to excellence. His in- 
terest in sports, hunting and antique cars 
seemed far stronger than any passion for 
the news business. Yet he strove relent- 
lessly to give the paper “mass and class”. 
His remarkable success and his equally 
surprising departure is a riveting story of 
power and ambition, corporate skulldug- 
gery and long internecine warfare, cul- 
minating in the disputed sale of the family 
business to outsiders. 

Mr Chandler was made publisher at 
the age of 32 in 1960. Still smarting from 
the hazing he received at the hands of 
snotty easterners when he attended Ando- 
ver, Mr Chandler bridled at the second- 
class treatment he got from what he called 
“the group”: the New York Times, Christian 
Science Monitor, Boston Globe and Atlanta 
Journal-Constitution. He vowed to get re- 
spect. “I wanted”, he would later say, “to 
make them eat their bloody words.” How 
he went about doing so is an inspiring 
story of a man possessed by a ferocious 
competitive spirit and a curiosity about 
how the world worked. 

More surprising is how Mr Chandler, at 
52, then withdrew from the paper he had 
worked so assiduously to professionalise, 


absenting himself from the paper and the 
city he and his family had done so much to 
develop. Instead, he turned the family 
plantation over to high-priced overseers 
whose interest was almost solely the bot- 
tom-line. For this betrayal, Mr Chandler 
suffered no apparent penalties from the 
city’s social elite to which he belonged. 

It is here that “Privileged Son” marks a 
real difference between the newspaper 
aristocrats of, say, New York or Washing- 
ton, and their west coast counterparts. It is 
unthinkable that a Sulzberger or Graham 
could abandon the family newspaper 
without enduring the disdain of their 
class. It says much about Los Angeles and 
the lack of cohesion of its elite that Mr 
Chandler could virtually disappear into 
the African bush on a quest to reduce the 
world’s population of wild animals, and 
not be missed in the tonier precincts of 
Hancock Park or San Marino—the gilded 
ghettos of sunny southern California. m 


German press 


Red and white all 
over 


Liberal und Unabhängig: Gerd Bucerius 
und seine Zeit. By Ralf Dahrendorf. 
C.H.Beck; 304 pages; DM48 


p THE right circumstances, owning a 
newspaper can be a licence to print 
money. In post-war Germany the cliché 
was apt. The allied authorities controlled 
licences to run a paper. Newsprint was 
short and owners had to be clean of Na- 
zism. So few licences were granted, and 
those who got them had every chance of 
becoming very rich. Gerd Bucerius, a Ham- 
burg lawyer and politician, was among 
the lucky ones. In 1946 he and three asso- 
ciates won permission to start a weekly 
newspaper, Die Zeit. 

What began in a ravaged city as a small- 
circulation, financially weak paper with 
largely conservative views soon grew to 
become West Germany’s liberal high ta- 
ble, an arbiter of intellectual opinion and a 
national institution which includes a for- 
mer federal chancellor, Helmut Schmidt, 
as one of its publishers. It is not far-fetched 
to say that Die Zeit played a part, particu- 
larly in the 1960s, in the German consoli- 
dation of democracy. 

Along the way, Mr Bucerius, who died 
in 1995, became one of Europe's richest ty- 
coons, the third member of a Hamburg trio 
that included his sometime rivals, some- 
time friends: Axel Springer, owner of the 
mass-circulation Bild-Zeitung, and Rudolf 
Augstein, head of Der Spiegel news maga- 
zine. For a time, Mr Bucerius stayed active 
in politics as a Christian Democrat mem- pp 





» ber of parliament and junior minister un- 
der Konrad Adenauer. But he fell out with 
the chancellor in 1960, and from then on 
devoted his large energies, meddlesome 
attention to detail and astute tactical ca- 
pacities to Die Zeit, where his opinion 
pieces were often at odds with those of his 
more liberal editors-in-chief. Having 
edged out his old Die Zeit partners in the 
1950s, he proceeded, by complex and 
underhand manoeuvres, to wrest control 
of Stern magazine from another Hamburg 
licensee, Henri Nannen. 

With its popular, often sensationalist 
approach Stern was a world away from the 
highbrow and impeccably anti-populist 
Die Zeit. Commercially, however, Stern 


was a goldmine and formed the core of Bu- 
cerius’s fortune. In the mid-1960s he 
created Gruner + Jahr, selling his share in it 
later to Bertelsmann, Germany’s world 
media giant, for 11% of its stock. 

As a liberal German intellectual who 
went on to achieve academic success in 
Britain, Ralf Dahrendorf is exactly the right 
author to write Bucerius’s life. In “Liberal 
und Unabhängig” (Liberal and Indepen- 
dent) he is respectful about aman he knew 
and dealt with, but without being over- 
awed by him. His book brings out the typi- 
cally German way in which a rich 
publisher satisfied both popular and high- 
brow taste, and it notes nostalgically how 
the buccaneering days are over. The old 


press barons, whose business and per- 
sonal lives felt so large, are dead. The com- 
panies they founded live on, but much of 
their passion is gone. 

So this handsome book is both the bio- 
graphy of a remarkable German grandee 
and an epitaph for an era. The story of Die 
Zeit, which was sold soon after Mr Buce- 
rius’s death to Holtzbrink, another big Ger- 
man media concern, in many ways 
mirrors the cultural development of post- 
war western Germany: spare and intellec- 
tually vital in the early decades, verbose 
and slightly dull nowadays. But, as with 
Germany itself, change is afoot at Die Zeit. 
For the second time in five years the whole 
paper is being editorially overhauled. = 





Obituary 


Malcolm McLean 





Malcolm Purcell McLean, pioneer of container ships, died on May 25th, aged 87 


i Bees first container ship was an elderly 
oil tanker, the Ideal X, whose deck had 
been strengthened to accommodate 58 
well-filled boxes each some 3oft (9 metres) 
long. Malcolm McLean, normally an un- 
emotional man, as befitted his Scottish an- 
cestry, watched with a twinge of anxiety 
as the ship left Port Newark in New Jersey. 
Would the boxes survive the long journey 
down the east coast, into the Gulf of Mex- 
ico and on to Houston? Or might some of 
the boxes, or all of them, be swept unre- 
coverably into the sea, as some doubters 
had predicted? Would the valuable car- 
goes themselves arrive undamaged after 
the Ideal X, described by a reporter as an 
“old bucket of bolts”, had been buffeted by 
Atlantic gales? 

They seemed reasonable worries at the 
time, but even had the Ideal X sunk, the 
probability is that containerisation would 
have only been delayed for a year or two. 
Trade was ready for it. Mr McLean had the 
determination to push aside the initial ob- 
Stacles. In fact the first voyage went with- 
out a hitch. Mr McLean’s pioneer clients 
were delighted with the savings made by 
moving their freight from roads to sea. 
April 26th 1956, the day the Ideal X sailed, is 
seen as a marker in maritime history. On 
the 40th anniversary in 1996, by which 
time around 90% of world trade was mov- 


ing in containers on specially designed 
ships, New York threw a party for Mr 
McLean, variously described as shipping’s 
“man of the century” and the inventor of 
“the greatest advance in packaging since 
the paper bag”. Bill Clinton simply said, ac- 
curately, that containerisation had helped 
to “fuel the world’s economy”. 

Mr McLean disliked fuss. He was polite 
to reporters but avoided publicity. He 
hated the telephone, preferring to conduct 
a business discussion face to face. He liked, 
he said “to look someone in the eye”. You 
could have a frank talk. That was how they 
did business in Maxton, North Carolina, 
where he was brought up. 


Birth of an idea 
He was a farmer's son, one of seven chil- 
dren. His first business transaction was 
selling eggs for his mother, taking a small 
commission. But in the 1930s, the time of 
the Great Depression, farming was one of 
the worst-hit industries. Mr McLean got a 
job at a petrol station and saved enough 
money to buy a secondhand lorry, calling 
himself, grandly, the McLean Trucking 
Company. He did well enough to buy five 
more lorries, hired drivers for them, but 
continued to drive himself. 

He said the idea that gave birth to con- 
tainerisation came to him one day in 1937. 
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He had delivered a load of cotton bales to 
the port of Hoboken, for shipment abroad. 
In later life Mr McLean recalled the mo- 
ment to American Shipper, a magazine: 


I had to wait most of the day to deliver the 
bales, sitting there in my truck, watching ste- 
vedores load other cargo. It struck me that I 
was looking at a lot of wasted time and 
money. I watched them take each crate off a 
truck and slip it into a sling, which would 
then lift the crate into the hold of the ship. 
Once there, every sling had to be unloaded, 
and the cargo stowed properly. The thought 
occurred to me, as I waited around that day, 
that it would be easier to lift my trailer up 
and, without any of its contents being 
touched, put it on the ship. 


Mr McLean did not rush to pursue the 
idea. First, he set out to become rich. By 
1940 he had 30 lorries. In 1955, when he 
had decided that containerisation was the 
future, he sold his trucking business for 
$6m, equivalent to $40m today. 

It seems unlikely that Mr McLean was 
the first to notice that the “break-bulk” 
shipping of goods, as it was called, could 
be improved on. There used to be a rather 
romantic train called the Golden Arrow 
which each evening travelled from Lon- 
don to Paris, the coaches crossing the Eng- 
lish Channel by ship without the 
passengers having to get out. No doubt 
there are other examples. Perhaps the Ro- 
mans thought of it. All the idea needed 
was an enthusiast. 

But for centuries the trade of the world 
had depended on there being a vast labour 
force at every port to handle goods in man- 
ageable quantities. So why change? For Mr 
McLean the lure was lower costs. Moving a 
shipload of containers from the north to 
the south of the United States, as hap- 
pened in the voyage of the Ideal X, was it- 
self cheaper than trucking the containers 
individually. As the cost of dock labour 
was reduced, savings of as much as 25% 
could be passed on to the shippers. As con- 
tainerisation spread around the world, 
ships were turned round more quickly 
with more savings. 

In 1969, when Mr McLean sold for 
$160m his share in Sea-Land, the business 
he had created, it was the world’s biggest 
container carrier. He guessed, correctly, 
that container ships would grow and 
grow. The latest are over 1,000ft in length, 
as fast as speedboats, accommodating 
hundreds of containers, and with small 
crews. Mr McLean said approvingly, “Peo- 
ple are never going to pay a lot of money 
just to move things.” He never really re- 
tired. He devised a way of moving a pa- 
tient from a stretcher to a hospital bed with 
the minimum of discomfort. He started a 
pig farm, which had the reputation of be- 
ing one of the cleanest in the United States. 
In Maxton, he said, the farmers always 
treated their pigs decently. = 
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Templeton College| University of Oxford 





‘Geese are swans, and swans are geese’ 


Matthew Arnold 


World Views | Individual Focus 


Ideas have always been Oxford's currency. For generations, the 
University has inspired innovation through new ways of thinking, 
a different approach to the issues of the day. 


Templeton’s executive programmes are designed to open minds. 
The four-week Oxford Advanced Management Programme offers 
senior executives a breadth and focus unique among management 
development programmes. The Oxford Strategic Leadership 

Programme considers the nature of leadership and challenges you 
to examine how you lead. The Oxford Senior Executive Finance 
Programme focuses on the drivers of financial performance and 
equips you with an understanding of the elements of your business For further information, please visit 
which create value. www.templeton.ox.ac.uk/executive, 





or return the coupon below: 
The programmes are fully residential and the College’s self-contained 


environment — Templeton is set in its own wooded parkland — Dorothy Cooke 
offers an ideal location for learning and reflection away Templeton College, University of Oxford 
from distractions. Oxford OX1 5NY, England 


Tel +44 (0)1865 422734 
An innovative faculty, discussion with global thought leaders and Fax +44 (0)1865 422501 
some of the world’s most international and high calibre programme Email enquiries@templeton.oxford.ac.uk 
participants together generate cutting-edge ideas — and new 
understanding of the way business works. Elements such as poetry, Please send details of (tick box) 


jazz and conversation are used to provoke personal insights. |_|] The Oxford Advanced Management Programme 
You will leave with an enhanced view of the global picture - |_| The Oxford Strategic Leadership Programme 

and your own place in it. _| The Oxford Senior Executive Finance Programme 
Name Job title Company 

Address 


I O S 


Zip/ Postcode 


EEEE AAE 


Tel Fax Email 


Oe 


Templeton College | University of Oxford 
www.templeton.ox.ac.uk/executive 
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DIEM is the newest of the nine undergraduate degree 


programmes offered by Bocconi University, Italy’s 
leading school of economics and management. This 
three-year course, taught entirely in English by a 


distinguished international faculty, provides a solid 


economic and legal grounding with a particular 
emphasis on the European Union as a single market. 
60 scholarships are available to applicants from 
outside the EU. DIEM promises to be a truly unique 
international experience, founded on advanced 


teaching methods and the century-old commitment 
to excellence that built Bocconi’s reputation. And you 
get to experience Milan for three years. Pre-regis- 
tration forms accepted from July 16 to August 31, 2001. 


www.uni-bocconi.it 
international.students@uni-bocconi.it 
A CENTURY OF EDUCATION IN ECONOMICS. 


Degree in International 
Economics and Management. 
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ASTER IN INTERNATIONAL FINANCE 
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PART-TIME & FULL-TIME PROGRAM E A thorough understanding of the If you are interested in excellent training, we 
complexities of international finance for shall be pleased to send you our brochure and 
a strong knowledge base of sharply focused individuals whose careers require an in-depth detailed information about our information 
skills and a truly international teamwork understanding of the issues involved meetings, The application deadline is July 1st, 
experience...” A mixture of rigorous scholarship and 2001. 
practical applications. Innovative program 
The high-profile Master Program in International combines professional and academic INFORMATION 
Finance (MIF) at the Universiteit van Amsterdam excellence, granting participants direct access 
also offers a part-time program. The program to financial skills not easily acquired Master Program in International Finance 
otters state-of-the-art training in corporate elsewhere. Attn: Mrs. Saskya de Brieder 
finance, treasury and international economics for E Taught by our internationally renowned Roetersstraat 1] 
those wishing to further their careers in financial faculty and regular visiting professors 1018 WB Amsterdam, The Netherlands 
institutions or industrv. E Eighteen month part-time program or ten Tel: +31-20-525.4388 
month full-time program (followed by part Fax: +31-20-525.5092 
The part-time Master Program in International time thesis completion) Email: mif@fee.uva.nl 
Finance provides: E Highly international participant group http://www.fee.uva.nl/mif 
representing all major spheres 


UvA BEŞ DE UNIVERSITEIT VAN AMSTERDAM. 
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Amsterdam 


Institute of Finance 





The Global Financial System 


announces the following new courses 


Behavioral Finance July 23-August 3, 2001 





Quly 16 - 18) The Global Financial System: Structure, Crises, and Reform is designed 
for those responsible for or interested in international finance and 
Modeling in Project Finance macroeconomic policy management, analysis, and negotiations. Our 
(September 24 - 26) faculty include: 
Derivatives Pricing with e Barry Eichengreen © Dale Gray Richard Gitlin 


e Carmen Reinhart œ Jeffrey Frankel e Ricardo Hausmann 


Numerical Methods e Eric Rosengren e Robert Lawrence œ David Hale 


(September 26 - 28) 
For more information about this program and others, please contact: 
Banking and Financial Markets Enrollment Services 

. E Tel: (617) 496-0484, ext. 219 

in Eastern Europe 


Fax: (617) 495-3090 
(November 14 - 17) Email: KSG_ExecEd@Harvard.edu 


Internet: http://www.execprog.org 








For information, please visit our Web site, or contact us directly. 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +31-20-5200161 
e-mail: info@aif.nl - internet: www.aif.nl 











INTERNATIONAL 
WEALTH MANAGEMENT 
EXECUTIVE MBA 





HERIOT-WATT UNIVERSITY 
> Focused on the needs of the wealth management 


industry. a ae 
> Geared to senior private bankers as well as line , ` 
managers. flexible j- 
> 15 weeks spread job-concurrently over two years, | 


held in Switzerland and in the USA. i 
> Taught exclusively in English by an inter- 
nationally renowned faculty. 


A joint Program by: 

USA: Carnegie Mellon University 

CH: Swiss Banking School 
University of Geneva 
University of St. Gallen 
University of Zurich 


reputable 


global proven 


Contact quoting HECo1: tel. +44 (0)1704 508 301, or 


For further information please contact: , ; 
P e-mail: hwattmba@ftknowledge.com 


Swiss Banking School 

Hottingerstrasse 20, CH-8032 Zurich 

Phone +41 (1) 254 30 80, Fax +41 (1) 254 30 85 
IWEMBA@SwissBankingeSchool.ch, www.IWEMBA.ch 


www.hwmba.edu 
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Courses 


[i cPiSitants instinte 


Learn how casy it is to become a Certified Professional 
Consultant (CPC) in your own field Write for free 
cmth ue 
The Consultants Institute 
Dept EH, 30464 
Prince William Surect 
Princess Anne, MD2) 853 USA 
Fax: (410065) 4885 

www comsultaniuostitulc com 


COLLEGE DEGREES 
DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S., M.S., Ph.D. Many fields. No classes 

NO COST evaluation! Send resume 










Unparalleled quality, 

outstanding teaching, a 

world-class research base, 

a thriving postgraduate 

community, a free Toshiba 

laptop - and you don’t Virtual u arning 
even have to attend! a CE: 


eT today go fu rther 


Freephone: 0800 052 3972 


SeMS, University of Surrey, Guildford, Surrey GU2 7XH SeMS 
Telephone: +44 (0) 1483 879347 Fax: +44 (0) 1483 87951 1 The postgraduate 


business schoo of 


Website: www.sems.surrey.ac.uk the University of Surrey 


6400 UPTOWN BLVD NE : SUITE 398-W 

Dept. 34+ ALBUG.,, NM 87110-USA 

34@centuryuniversity.edu 
-800-240-6 








Recognized as one of tthe world’s most flexible 
Distance Learning MBA/Masters or DBA/Ph.D. 
popom. No bachelors degree required for the 
gor ostor a 1y OSES U on STO SURSE VOAS 
experience, No time limits, minimum or maximum, MBA 
usually takes one year, DBA two. Transfer students 
welcome. You will not have to study material you 
already know or do not need. No exams, instead you 
write papers. Learn from successful business 
leaders/authors (many are millionaires), TA 
members wanted. Rushmore University, 1 2- 
7622, ec@rushmore.edu, www.distancemba.com 


CERAN LINGUA 


NTERNATIONAL 
avinsive ADEREM. LANGUAGE COURSES 


WWW-ceran.com 
QUANTITATIVE TECHNIQUES FOR THE FINANCIAL MARKETS PHONI 


Md i 5 5 À sT) 
Appointments 9-13 Jury 2001 & 8-12 Ocroner 2001, Lonpon EC) 0171 249 3011 
USING INTEREST RATE DERIVATIVES IN TRADING AND MANAGING RISK 

2-5 JuLy 2001 & 2-5 OcToper 2001, LONDON ECI 
THE ESSENTIALS OF VALUING AND MANAGING Eourry DERIVATIVES 
16-18 Jury 2001 & 17 Ocroser 2001, LONDON ECI E-MAI 
PRACTICAL YIELD CURVE BUILDING ADMIN@LONFS.COM 
25-26 June 2001, LONDON EC] Win 
DYNAMIC FIXED Income TECHNIQUES WWW. LONFS.COM 


27-29 June 2001, LONDON EC} 


HIGH QUALITY SMALL GROUP EXECUTIVE EDUCATION I S 
` = a LJ 
FOR THE FINANCIAL COMMUNITY I 


FINANCIAL MARKETS SEMINAR PROGRAMME Re eae 








z FAX 

Graf Goltz Professor and Director e 

. A : 0870 106 6101 

BMW Center for German and European Studies 
Edmund A. Walsh School of Foreign Service 


Georgetown University 


Georgetown University and the Edmund A. Walsh School of Foreign Service seek a distinguished scholas 
of Europe to be Professor of Comparative Politics in the BMW Center for German and European Studies 
This position is a joint appointment with tenure in the Core Faculty of the School of Foreign Service and 
in the Department of Government 


We seek a candidate who will also serve as the Graf Goltz Professor and Director of the Center, which is a 
renewable term appointment. The Center offers both an interdisciplinary Master of Arts in German and 
European Studies degree and joint-degree disciplinary-based programs leading to the Ph.D. degree in the 
associmted departments of Economics, German, Government, and History 


Directorship responsibilities entail oversight of the operations of the Center and its multi-disciplinary 
faculty and research associates and provision of principal guidance for an active and highly regarded 
program of scholarship and public affairs in the United States and Europe. Georgetown University is an 
Equal Opportunity/Affirmative Action employer 


ws è NIMBAS pty 


The Associate Institute of the 
University of Bradford 


The deadline for applications ts October 15, 2001 or until the position is filled 


Applicants should submit a letter of interest, curnculum vitae, and the names of at least three references to 
Chair, BMW Center Search Committee 
c/o Peter Dunkley 
Associate Dean for Faculty Affairs 
Edmund A. Walsh School of Foreign Service 
301 ICC Bidg. 
Georgetown University 
Washington, DC 20057 


Executive MBA 


Make Knowledge Work 


Amongst the world's finest business schools, NIMBAS ranks first in the 
world for career progress and third in the world for internationalism’. 


Two-year modular part-time programme leading to the 
prestigious University of Bradford MBA degree 


Seven 9-day residential sessions in the Netherlands, Germany, 
UK and France 


imernabonal 
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19 Community Action an yS 


grm 


Flexible format minimises disruption to professional 


The International HIV/AIDS Alliance supports community action on AIDS 
responsibilities 


in developing countries. As a result of staff promotion and the growth of 
our work, we are recruiting the following positions in our Brighton-based 
UK secretariat: 


Regional Co-ordinator: Asia and Eastern Europe 
@ £40-45,000 plus benefits. 
Programme Officer: Asia and Eastern Europe 
@ £26-29,000 plus benefits. 
Chief Finance Officer 

@£35-45,000 plus benefits. 
Programme candidates for Asia and Eastern Europe should have strong 
technical skills in community based HIV/AIDS programming, consider- 
able working experience from a broad range of countries in the region, 
excellent English and proven management skills. 
The Chief Finance Officer should be familiar with International donors 
and have at least 5 years relevant experience. 
For further information on all positions please email mharrington @aid- 
salliance.org or write to: 

International HIV/Aids Alliance, 2 Pentonville Road, London, N1 SHF. 


Closing date for applications is 12.00pm on 20th June 2001. 


Interact with a distinguished international faculty and 
network with fellow high-calibre programme participants 


Fluent English, a degree and a minimum of five years’ 
management experience are required 


NIMBAS is accredited by the Association of MBAs, accepted 
by the Kultusministerkonferenz and offers its MBA from an 
EQUIS accredited institution. 


The Two-year Modular Part-time Executive MBA starts on 6th September 2001. 
For more information or to arrange an individual appointment contact Dr Eva 
Niemann. Tel: +49 (0)228 36 37 26; E-mail: NIMBAS-Germany@t-online.de 


* Financial Times 22/01/01 


NIMBAS Graduate School of Management 
Nieuwegracht 6, PO Box 2040, 3500 GA Utrecht, The Netherlands 
fel: +31 (0)30 230 30 50 è Fax: +31 (0)30 236 73 20 


Email: office@nimbas.com ¢ Website: www.nimbas.com 
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london: sı w1 i E200 000 to £30,000 (pay award pending) I 


Candidates with highly relevant experience may b be offered an increased starting salary 


Our Aim 

The Office of Gas and Electricity Markets (Ofgem) has been kenad by the merger of the gas sini electricity ET 

As an economic regulator independent from government, we are committed to providing customers with more choice and better value for money in 
buying electricity and gas, through the promotion of competition and effecti ive regulation of network monopolies within Europe's most liberalised 
energy markets. 


The Roles 

We are currently seeking to recruit two assistant economists and one senior assistant economist within our Supply Directorate. Each role offers a 
unique opportunity to contribute to policy in a leading edge organisation that has a. direct impact on the electricity ¿ and gas industry and its customers. 
The assistant economist roles will involve the application of economic analysis to industry i issues, such as the develop! nent o competition i in the 
electricity and gas retail markets, review of price controls applying in the domestic sectors and use of Ofgem’s powers under the Competition Act 
1998. The senior assistant post will involve project managing an Ofgem initiative to review the present regu: latory regime applying i in the retail 
markets and will include line management responsibility. | 
All posts will require strong analytical, numerical and IT skills. You will need to be able to communicate Ofgem policy effectively, both i internal and 
external audiences. This will include contributing to consultation and proposals documents, as well as representing oo to saree ranging 
from the companies to customer groups. 

Experience and Qualifications 

You should have at least a first degree in economics or a related discipline. For the senior assistant post, some knowledge of the tities sector or 
regulation would be desirable, as well as experience of staff management. 


For an application pack, please contact our response handling line on 01206 246010 or email info@neterlockyereo. uk quoting reference OFG/09. The dosing date for 
the ee will be 15 June 2001, More information concerning Ofgem and its work can be found on the Ofgem website at www.ofgem.govuk 








Associate Director — Political Risk Services 
E Central London 


Control Risks Group is a leader in the field of international business risk consultancy. 
A key element of the group's business is the provision of political risk advice to multi-national companies through an online 
country risk analysis service and client-specific consulting assignments. We are looking for a dynamic individual to lead 
and expand the consulting practice significantly, applying. political risk analysis to international corporate strategies and 
business problem-solving. Typical assignments include running scenario-based country risk assessments, providing 
on-the-spot guidance to clients confronted with specific political risk problems and devising and implementing appropriate 
corporate accountability strategies. 


This key role requires a proven ability to sell and lead complex consulting assignments, an understanding of how political 
risk affects business decision-making, excellent project management & team leadership skills and strong facilitation and 

communication skills. You will need to marshal a wide variety of specialist talents to create coherent and practical 
business services. 


You wili need entrepreneurial and business development flair and will bring a strong commercial focus to this fascinating 
and demanding business. An established interest in international: politics and risk is, in itself, insufficient- to: make go 
success of the role. Strong personal credibility gained from business experience in a related field is essential ar be 
SAPS Enns, of living and working internationally would be an advantage. ee: 






Apply in writing, stating existing package, to Daire Farnon, Give HR Manager, Control Risks Group Limited, 83 Victoria Street, 
London SWIH OHW or by e-mail to recruitment@control-risks.com quoting reference ADCRIS. DE 
Applications will be treated in the strictest confidence, 


AiE 7 lease visit our website www. erg. com for more AER about the Group. 
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-f The National Council for Education and Training for Wales, or ELWa, as we are now | 


known, is a new organisation that aims to help the social and economic 
development of Wales through the creation of an educated and highly skilled 
- workforce. We need to build an organisation that's flexible, progressive and quick to 
respond to the changing needs of a diverse and developing country. 


+ 
Economist 
Responsible for managing economie research projects, establishing research priorities and 
designing research specifications, you will also focus on methods of presentation in order to 
embed your findings into operational strategies. Carrying out advanced economic analysis, you 
will translate your findings into Clear, concise reports and actions for ELWa, Providing technical 
support and advice to the Research and Futures Manager, you will manage ELWa's ‘Futures’ 


activity in liaison with the Research & Futures Manager, Further accountabilities will include _ | 


the development of the analytical capacity of ELWa's economic research, liaising with regional 
colleagues on shared economic research and responding to economic research enquiries, 


$ With a degree, or equivalent, in economics; ‘ou will require at least three years 
experience of working in the economics} analysis. research fi nel. 


| Research/ Policy Analyst 









=T F Your key duties will involve the management of skills research projects, including 
establishing research priorities and designing research specifi cations. You. will 


i > develop clear dissemination procedures to relate research findings with policy 


A “recommendations and operational strategies. Performing. sophisticated statistical 


| data analysis, you will translate your findings into reports and actions for the ELWa 
and the Future Skills Wales partnership. Providing. technical support and advice to 
the Research and Futures Manager, you will support the Wales Research Forum. 


With a degree or equivalent in a research based. discipline eg. social sciences, 
business studies or statistics, you will have at least 3 years’ experience of working 
in a labour market/research field. 


Both positions may be located at any of the ELWa offices in Wales 
Salary (fer both posts) will be circa £25,000 (p.a.) dependent on experience. 


4 Please apply in writing enclosing a CV to Mary Healey, HR Manager, ELWa, 
_ Wr Afon, Bedwas Rd, Bedwas, Caerphilly CF38 @WT. Tel: (01443) 663831. 


~ Closing date: Friday 15th June 2001. 


Parinership iss statistics for 





OECD (@ 
developenens in the 2 Iisi century 


MANAGER OF THE PARIS21 SECRETARIAT 


The PARIS21 Consortium is looking for a dynamic senior statistician with proven 
achievements in international development to provide strategic direction and manage its 
Secretariat, a small multicultural team based at the OECD in Paris. 
“The job 
advocate for statistics as the basis for effective development policies 
develop networks between statisticians, policy makers and other users of statistics, 
iavolving frequent travel, mainly in developing and transition countries 
promote a culture of evidence-based decision-making, mobilise support for 
statistical capacity building and play a key role in developing thinking on 
sustainable approaches to statistical development. 
The person we are looking for should have... 
* an advanced university qualification in statistics, economics or associated field and 
the ability to identify emerging issues 
substantial experience of applying statisties to development policy. preferably 
gained through working in a national or imernational administration 
a clear vision and the ability to think strategically as well as effective diplomatic, 
interpersonal and communications skills 
a very good knowledge of English and a working knowledge of French, Spoken 
Spanish, Arabic or Russian would be an advantage. — 


. This is a fi sed-term appointment of two years, with the possibility of a one-year 
š i extension, and offers an attractive remuneration package. 


F OECD- is an equal opportunity employer and encourages applicants from female 
| candidates. Exceptionally for this position, candidates from non-OECD countries are 

42. encouraged to apply, 

| Further details are available at www.paris2l.org. Applications in English or French 
|. need to be submitted online quoting ref. VAC(Q@DPAR www.oecd.org/hrm by 29 
- June, or if technical difficulties by fax + 33.144 30 61 94. 


_ Short-listed candidates will be required to attend an interview in Paris in mid-July, 
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| European Agency for Reconstruction 








The European Agency for Reconstruction, with its Headquarters 
in Thessaloniki and Operational Centres in Pristina, Belgrade 
and Podgorica, is the implementing body for reconstruction 
programmes funded by the European Union in the Federal 
Republic of Yugoslavia. 


We are looking for an expert (Temporary Agent’ contract), who TBE: 


must have 
e the citizenship of one of the Member States of the European 
Union, 


e fluency in written and spoken English, and 

* preferably some experience of working in the Balkans 
and/or post-conflict or transition situations, 

and to wham we typically offer an 18-month contract (with the 

possibility of renewal) and a competitive salary package. 





~ CONTRACTS. S 
(Ref. No: BEL 016 /AT - PRI 013 /AT) 


Tasks: The expert will work in an international team of lawyers 
and contract experts within the Agency's Finance Division. 
She/he will be involved in the everyday work of the Agency's 
reconstruction activities in procurement and contracting issues 


and will report to the Head of the Contracts and Procurement | | 


Unit. The tasks also comprise work in legal aspects of project- n 


planning and implementation. The working place will be one | | 
of the Operational Centres of the Agency in Serbia or Kosovo | 


(Belgrade or Pristina). 
The specific tasks will involve direct action or assistance in: 


Preparation of contracts and solving of related problems. 


e Administration of tendering procedures, particularly. | 


publication of procurement notices, establishing tender -f 
dossiers, organisation of evaluation committees. 
e Participation in evaluation committees | 
* Development of guidelines and regulations for different 
contract types. 
a Advice to Project Managers on legal issues. 


Job Profi es see general introduction. Furthermore: 

e University degree in law 

e Professional experience in contract law and public 
procurement 

¢ Specialisation in EC institutional issues, public international 
law, public administration, FIDIC contracting conditions 

* Good knowledge of the Community's tender procedures 
would be advantageous 

* Knowledge of other European or local languages are also of 

- advantage 

* The expert is a reliable and responsible personality and has 
to be able to work flexibly under demanding professional 
circumstances and in an international atmosphere. 

* The expert needs to be a team player while being 
independent and able to work autonomously 

e She/he will need to be able to work in difficult living and 
working Conditions involving also travelling in the region. 


Applications including detailed Curriculum Vitae, an email 
cover note, and indicating the job reference number, should be 
sent by e-mail only, and in English only to: admn@ear.eu.int 


The Agency is an equal opportunity employer and enc ourages is 
applications from women. 


Applicants will be short-listed on the basis of their CV's, and 
these candidates will be invited for an interview. 


Deadline for the submission of applications: 03 July 2001 
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98 Appointments 


CARI: 


CARE, one of the world's largest International Relief and 
Development organizations, is seeking experienced and highly 
motivated international talent for the following positions based at 
CARE's Atlanta, GA Headquarters: 


DIRECTOR - HIV/AIDS — 10-15 years field experience. At least 5 
years in Africa — Masters Degree in Social Sciences, Public Health 
or Adult Education. 


DIRECTOR - HEALTH & POPULATION - 7-8 years field 
experience. Masters degree in Social Sciences, Public Health or 
Medicine. 


SENIOR TECHNICAL ADVISOR - Microfinance — Small 
Enterprise Activities Development (SEAD) International technical 


expertise in microfinance, institutional capacity building and 
enterprise development. 


SENIOR TECHNICAL ADVISOR — Emergency Group — Refer to 
extensive job description on CARE website. 


SENIOR TECHNICAL ADVISOR -HIV/AIDS 
International technical expertise required 


Interested candidates should visit the CARE USA Website 
(www.care.org.) for further information about these and other CARE 
career opportunities. Please e-mail CV/ resume to: 
; cordes @care.org 
or fax to: 404-577-9418 att: Duron/Cordes 


Worldwide and HQ opportunities are available for 
Consultants w/ expertise in Intl. Devt/ Disaster Relief. 
E-mail CV/resume: hartley @care.org. 
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c.£32,000 + benefits - North Nest Lor 
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Ng : Find out more about us at www.bacs.co.uk 
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CHIMONKCS INTEANATIONAL INC 
BEng 


Chemonics UK Ltd., a subsidiary of Chemonics International Inc., provides consultancy 
services to the public and private sectors to promote sustainable economic growth and 
higher living standards in developing countries around the world. Due to our expanding 
operations, we invite highly qualified professionals to submit detailed CVs for long- and 
short-term assignments in the following areas: 


Financial Services 
Supervision and regulation of banks and non-bank financial institutions 
Bank restructuring and institutional development 
Risk management, financial analysis and rating systems 
Financial sector reform and market development 
Micro- and SME finance 
Rural finance and agricultural credit 
Subnational finance 


Enterprise Development 
SME and microenterprise development 
Product development and promotion 
Business development services 
Business associations 
Policy and regulatory reform and sector assessments 
Market development, trade, export and franchising 
Enterprise restructuring 


Experts should have at least 8 years of professional work experience in a relevant 
technical area, prior experience working in developing country environments and a post 
graduate degree in a relevant field. They should be able to demonstrate strong oral and 
written communications skills, fluency or a very good command of English and 
competency in the standard software applications. Fluency or a working knowledge of a 
relevant second language would be highly advantageous, particularly Portuguese, an 
Eastern European language, Russian, French or Spanish. 


Consultants must be able to work for the multilateral financial institutions including the 
EU, Qualified nationals from Eastern Europe, Africa and the Middle East are also 
encouraged to submit CVs, Interested parties should send a cover letter and resume 
along with the names and addresses of three references to Chemonics UK Ltd.; 

Attn: Recruitment; 15 Radnor Mews, London, W2 2SA 


Chemonics UK Ltd. is an equal opportunities employer and welcomes CVs from all 
suitably qualified individuals, 



















bi ~ Owner ‘by the major high street banks £ anc è with a degree level qualification and at least five years’ proven 
Cie oag re = track record of business forecasting, you should have strong 
v seeking comm tion skills and the ability to translate complex data 


into plain E glish. An in-depth knowledge of Excel is important, 
as well as familiarity with data interrogation tools such as SPSS. 


_ In return, you will enjoy a first-rate benefits package 
including non-contributory pension, life assurance, profit 
sharing scheme, subsidised restaurant and on-site gym. 


b © apply. send your CV to Gill Mitchell, Human Resources, 
ACS Limited, De Havilland Road, Edgware, Middlesex 
A8 5QA or email: gill.mitchell@bacs.co.uk 
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Appointments 


MOTIVATION ~- WHEELCHAIRS FOR ins aon Aia Cente 
\ DEVELOPING WORLD We International Agricultural Centre 


wwe vaan org ub iat Wageningen, | he Netherlands, 
is looking for an 


IUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


Sustainability Manager - Establish sustainable 

* * 
limancing sywtcme for wheelchair programmes in Economist 
developing countries Fmancal bockground coupled for our 
oro 


Social & Economic Department 


www.careerpath.co.uk 


Fax Email 
USA/Canada +1 2024781698 cpamerica(@ecareerpath.co.uk 
Europe 44 20 75048280 = cpeurope(@careerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia(wbkk.loxinfo.co.th 


INTERNATIONAL AID & TRADE 


Javits Convention Center, New York, June 20-21, 2001 
2 Day Exhibition, Seminars & Conference 


Tel: +44 (0)1702 551 556 
Email: info@aidandtrade.com Website: www.aidandtrade.com 


with caperencs | development and sustainability 
bates required UK fused Pieaibilety and extensive 


overseas travel roquired 


More information: 


EITAIT - £20,033 negonable, Closing: 22nd June QI s 
www.iac.wageningen-ur.ni 


indra Gavin 01775 464012, gavin P motivation org.uk. 





: -D 
The British Bect Research Organisation (BBRO) administrates the collection and 4 f è 
disbursement of a levy on the UK sugar beet crop to support a programme of = 
R&D projects and technology transfer interaction 


British Beet Research Organisation 4 





The BBRO requires an independent evaluation of the contribution of this programme to the 
profitability and competitiveness of the UK beet sugar industry over the past 25-30 years, together 
with recommendations for the strategic/actical balance of the programme of the future 






Applications are invited trom suitably aceredited organisations to carry out this evaluation which 
must be completed by 31 December 2001 at a cost around £15,000 








Further details can be obtained from 
BBRO., The Research Station, Great North Road. Thi wohaveh, Peterborough, PES SHJ 
Tel: 01780 782585 
hittp://www.bbro.co.uk 





with support from 


n association with 
UNOPS © 


WORLD BANK 









Closing date for applications: 12 noon on 18th June 2001. 


Xi It’s all part of the service... 
S 








The Northern Ireland Civil Service is a diverse, people-based For an application form and more details, 
EU e O A A a E a Aaaa imcluding the additional criteria to be used 
: s f i in the recruitment process, write (quoting 
——— | Opportunities. Combining interesting and challenging work with Ref SB/49/01) to Recruitment Service 
Recruitment |} endless possibilities for learning and development, it’s all part of Northern Ireland Civil Service, Orchard 


Service the service. House, 40 Foyle Street, Londonderry, 
BT48 6AT or e-mail: 
i 


recruitment.cpg @dfpni.gov.uk_ 
DEPARTMENT OF AGRICULTURE AND RURAL or visit www.nics.gov.uk/recruitment 
DEVELOPMENT (DARD) 


ECONOMICS AND STATISTICS DIVISION pe lie ee TORS 


Assistant Agricultural =" 
Economist/ Agricultural 
Economist 


(Permanent and Fixed Term) 


Salary: Assistant Agricultural Economist £13,491-£22,562 
(under review) 


Agricultural Economist £15,378-£27,998 (under review) We are committed to equality of 


i d welcom ications f 
The Department of Agriculture invites applications to fill the post aaoi padera people aang niii 
of Assistant Agricultural Economist/Agricultural Economist in its religion, gender, disability, race, political 








Economics and Statistics Division based at Dundonald House, opinion, age, marital status, sexual 

Upper Newtownards Road, Belfast. orientation, or whether or not they have 

Applicants must possess by the closing date for receipt dependants. As Roman Catholics and 

of applications: - women are currently known to be under- 

1. At least a Second Class Honours Degree in Economics, represented at this level in the Northern 
Agricultural Economics or Agriculture (with at least 30% Ireland Civil Service, applications from the 
Agricultural Economics content within final year); or Roman Catholic section of the 


2. At least a Second Class Honours Degree in any subject plus a community and from women would be 
Post Graduate Degree in Economics or Agricultural Economics. Particularly welcome, 


Applications will also be considered from applicants with relevant ALL APPLICATIONS FOR EMPLOYMENT 
formal qualifications considered by the Department to be of an ARE CONSIDERED STRICTLY ON THE 
equivalent or higher standard to those stated. BASIS OF MERIT. 


f. A 
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— The creme always rises to the top, so _ 
why shouldn’t you? 


Looking for the way to achieve that higher level of income? If you're an 
international senior executive, over 40 and currently earning $100K+ per 
year, we can assist you in attaining your goals. Resume Broadcast 

international, will manage your career search with the personal contact 
necessary for success. Our commitment is not just 40 hours per week, but 

24 hours a day, 365 days a year. Contact us at Tel: (619) 224-9257, Fax: 
(619) 224-9268 or Email: 102224.3306 @compuserve.com and open the 
doors to opportunity today. 


Resume 


Ao <% j i a 
gs see. camer piel att y Sia, Be 
Se BOBS SR I ER & 
a SP Ree SESS 


iImernational 


Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @compuserve.com 















[TRINITY COLLEGE 





School of Business Studies 


Lectureships in 
Business Studies 


The School of Business Studies at Trinity College Dublin invites 
-applications for two Lectureships in Business Studies, tenable 
-from September, 2001. Candidates with a strong commitment 
to research are particularly, but not exclusively, sought from 
“those with appropriate qualifications and experience in 
Management & Information Systems, Strategic Management 
and Accounting. One appointment will be permanent; the 
_second will be offered on contract. 











The School of Business Studies is recognised for its multi- 
_ disciplinary approach, general management and international 
_ focus, and research orientation. It is committed to leadership in 
~ the market for ideas about organisations and their management 
-in Ireland and internationally. Information on Trinity College 
~ and the School of Business Studies can be found at 

_ http://www.tcvd.ie/Business_Studies/> 


Salary scale: IR£19,816-IR£27,962 (€25,161-€62,156) per 
annum. Commencing salaries will be within the range 
IR£19,816-IR£27,962 (€25,161-€35,504). In the case of 
exceptionally experienced candidates consideration will be 
given to appointing at a salary up to IR£39,993 (€50,781) per 
annum. 


Candidates should submit a full curriculum vitae, to include 
the names of three referees, to: 


Recruitment & Establishment Manager 
Staff Office 
Trinity College 
Dublin 2 
Tel: +353 1 608 1678/Fax: +353 1 677 2169 
Email: recruit@tcd.ie 
Website: http://www.tcd.ie/Staff_Office 


- to arrive not later than Friday, 22nd June, 2001 
Informal enquiries may be made to Professor John A. Murray, 


-` Professor of Business Studies and Head of School, at 
` Tel: +353-1-608-2707 or at Email: jmurray@tcd.ie 


Trinity College is an equal opportunities employer 








| UNIVERSITY OF | 
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Senior Portfolio Managers 


Manage equity portfolios for 
non-US. groups. Specifically, 
participate in the research, 


proven track record of successful 
investing and at least 5 years of 
investment management 
experience. 


SSgA provides competitive 
salaries and generous benefits. 
We also believe in a strong 
work/life balance. All this and 
the opportunity to grow with one 
of the most influential financial 
service leaders in the world. 
Send your resume to: Human 

| Resources, Attn: Dept. SB, State 
Street Global Advisors, Two 
international Place, Boston, MA 
02110. Fax: (617) 664-2787 or 
email to: jobssb@ssga.com 


SS@A. 


STATE STREET GLOBAL ADVISORS 


The Faculty of law, Economics and Politics invites applications for a full ol 


professorship (C4) in the Department of Economies. Applicants should 
have a strong research record and proven teaching ability within the fields 
Monetary Economics and Open Economy Macroeconomics. 


Endowed Professorship in Monetary 
Economics of Open Economies 


The appointee will hold the Chair in Monetary Economics of Open 
Economies donated by the Thurgauer Kantonalbank. The successful 
candidate will be expected to lead a projected research institute in 
Monetary Economics and Financial Management at the University of 
Konstanz and to participate in the research activities of the Center of 
Finance and Econometrics (CoFE) as soon as possible. 


For further details and informal inquiries please contact the Head of the 
Department of Economics: 
Professor Winfried Pohlmeier, 
phone: ++49 7531/88-26 60. 
e-mail: winfried. pohlmecier@uni-konstanz.de 


In the case of first appointment to a professorship the employment 
contract is in principle limited in time initially. Exceptions to this 
limitation are possible, especially if the applicant is from abroad or. from 


an area outside the universities. On continuation of the employment | 


contract after termination of the limited employment contract a new 
appointment procedure is not necessary. 


The University of Konstanz is an equal opportunity employer and encourages 
applications from women. Qualified handicapped persons are actively 
encauraged to apply. 


Applications including a curriculum vitae and a list of publications should 
be addressed to: . 
Dean of the Faculty of Law, Economics and Politics, 
University of Konstanz, 
78457 Konstanz, Germany. 


Executive Jobs 
$50,000-$1 Million + Pkg. 
“Targeted Resume Mailings 









accepted $175K+pkg as VP. l 
"$230k Exec.. unemployed, mailad 12k laters. 






implementation and monitoring Executive Job Finder 
of portfoli os. Must have a Phone: 1.415.383.6200 Fax: 1.415.388,51 










Gary HAMEL SEEKS 
SENIOR RESEARCHER 











company, seeks a Bay Area-based 
senior research colleague. Position 














and writing skills. 
For additional details: 















Readers ¢ 





binding commitment in relation to 
advertisement. The Economist Newspa, 
Limited shall not be liable to any person. 











of his/her accepting or offering to accept 











the Ecomomist, 





42 calis, 3 offers and started at $326k+pkg as C. 


rarua hirme a 





64.1 Milion Co. Database-39 Countries 
*$80k Exec. mallog 3k letters. Had 21 cais, 2 offers & 


Had + 


EO. 






Gary Hamel, one of the world's leading 
management thinkers and chairman of 
Strategos, an international consulting 


requires MBA or PhD (preferred) with 
exceptional research, conceptualization 


to make appropriate engairies and take 
appropriate advice before sending money, 
incurring any expense oy entering into a 


AE 
per 


for 


loss or damage incurred or suffered -as a resilt 


HR 


invitation contained in any advertisement in 
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INVITES OFFERS FROM CONSULTANTS WITH 
INTERNATIONAL EXPERIENCE FOR UNDERTAKING 
A TECHNO-ECONOMIC FEASIBILITY STUDY AND 
SUBSEQUENTLY DETAILED PROJECT REPORT FOR 

SETTING UP AN 







International ! ir 





ae 7 iS 
at GREATER NOIDA l 
Uttar Pradesh has selected Greater Noida, as a site for setting 
T$ lap of an integrated SEZ along with an international airport andi 
œ E Jan aviation hub. Greater Noida, which is an integral part of thel 
ae National Capital Region and lies at an advantage position beings 
oniy 40 kms away from the residential areas of New Delhi. 
i THE PROJECT l 


lan area of over 2000 hectares has been earmarked for thel 
J proposed Special Economic Zone and the International Airport 
pand Aviation hub at Greater Noida, i 


l l 
J * Undertake a techno-economic feasibility study for settingi 
up an international Airport and Aviation Hub adjacent tog 
l the SEZ in Greater Noida. 
Í © Thereafter prepare the detailed project report (DPR) for the] 
i project. J 
i” Assist in selection of private sector developer cum investo 
|< Assist the Government in the. negotiations with the developeri 
| and finalisation of the terms of agreement. 

* Assist the Government in the negotiations with the divaga 
i and finalisation of the terms of agreement. l 
[= The Project fee shali be payable at three stages `- 


y 10% on completion of the Techno-Economic feasibility Stage 
(ii) 70% on completion of Detailed Project Report (DPR) 
[ (ili) Balance 20% on selection of the Investor/developer. 
{* However, both parties shall be entitled to terminate they 
| agreement for the Detailed Project Report at the pre- 
feasibility stage, if the clearances of the anne 


for the International Airport and Aviation Hub. I 


Í authorities are not available. 
The detailed Terms of Reference are available in the bidi 


l document 





1. Export Promotion Bureau, 2 R 
Moti Mahal, Lucknow, UP. 
Tel. : 91 - 522 ~284982 Fg 

2. Bid document can also 

website http://www.e 

submitted along with the red 











Bid 
Documents 
afe available 






|| 












Last date of 


Anansie 
To be submitted ‘Expo 















| Price of Bid 
Document 





{to be paid in favour of Export Promotion Bureau by 
way of Bank Draft payable at Lucknow. 





FOR FURTHER DETAILS, PLEASE CONTACT :- 
Export Promotion Commissioner, Room No. 423, Secretariat Annexe, 
Lucknow-226001, U.P., INDIA 


Ph.:61-$22-239280, Fax: 91-622-239235, emai : harry@up.nic.in or 
epbup@satyam.net.in, website: WWW.epbupindia.com 





ARSS Crown Agents 
Zambia Revenue Authority 


ZAMBIA REVENUE AUTHORITY 
PREQUALIFICATION NOTICE 


SUPPLY OF COMPUTERS, NETWORK HARDWARE, 
SOFTWARE AND INTEGRATION SERVICES 


The Zambia Revenue Authority (ZRA) an autonomous incorporated entity, is the responsible body 


within Zambia for the collection of Customs duties, Excise duties. Income Taxes and other direct. Po 
taxes and Value Added Tax. ZRA is the principal source of revenue for the Government of Zambia. f 

Using British Financia! Aid funding under the Revenue Institutions in Zambia: Enhanced Support: d 
(RIZES} project administered by the Government of the United Kingdom through the Department 


for International Development (DFID), ZRA is implementing new computer systems for its Tax 


Administration System. The systems are to be installed in Lusaka and nine other locations within. 
Zambia. The Crown Agents for Oversea Governments and Administrations Ltd has been appointed: 


as Procurement Agents. 


The procurement will be undertaken in accordance with the Government of the United Kingdom's 
External Assistance Programme to Zambia, Tenders will he issued in accordance with the: 


procedures prescribed under the Programme. 


interested companies are invited to prequalify for this project. Those companies that are. 
successfully evaluated in the prequalification exercise will then form a long hist of bidders whe will” 


be invited to submit formal tenders against detailed specifications and terms of reference. 


The project will include integration services, hardware, system software and support services as follows: 


* Integration services including: 
* Project management, specialist-consulting services, installation services, support and 
maintenance 


* Supply, installation, commissioning, training and support for 30 different types of major.. 


components spread ever 10 installation sites, comprising: 


3x medium range NT/2000-based database servers {73 users} 

* 4x medium range N'T/2000-based database servers (30 users) 

© 16x small NT/2000-hased database servers (10 LRETS } 

$ 10x NT/2000-based file servers (between 100 — 10 users} 

% 500 x desktop N'T/2000-client-based personal computers and desktop software (ZARA's 


current PC base is predominantly Compaq equipment. Whilst recognising the benefits of | 


compatibility, the procurement is not restricted by this criteria) 
% NT/2000 server and client licences complementing the above hardware and users 
*% Oracle database and client licences complementing the above hardware and users 


* Local area networks at the installation sites with connections to ZRA‘s VSAT-based WAN. 


Crown Agents on behalf of ZRA will be seeking experienced and technically and financially - 
competent suppliers. with a preference of for credited integration service providers or original | 
equipment manufacturers with workable associations between the international organisation for : | 
ry and installation and 


supply, expert advice and backup and local organisations for on site delive 


support and maintenance. ZRA would prefer a prime-contractor relationship with supply in stages: 
but may agree to part supply arrangements. Supply is anticipated between October 2001 and: 


December 2002, 


Interested bidders should forward specific information about their companies as follows: — 
% Financial and economic strength — certified/audited annual repons and accounts for the last three 
years, actual fnrancial strength, certified statemen regarding total turnover of relevant goods 


$ ‘Technical capabilities — the company’s overall reputation and experience in intemational 
transactions, experience in developing countries, quality certification, evidence of experience 
in the provision of integration services, product supply and the availability of techrical 
support services in Zambia 


$ Professional capabilities/competence ~ general company information, evidence of registration Hi 


with Chambers} of Commerce, membership of relevant professional associations/hodies and: 
details of professional staff 


$ Training ~ any training certification, details of courses run previously and ability to perform 
such training courses in Zambia 


Al correspondence or enquiries relating to this prequalification notice must be directed to Crowd. 


Agents Zambia Lid. 


Acknowledgements will be sent for all expressions of interest received. If is anticipated that jonge 


listed bidders will be sent details of formal invitations to bid by the end of June 2001. 
Please submit the requested information before 13.00 Hrs local time Friday 15° Jane 2001 to: 
Crown Agents Zambia Ltd 
ist Floor Bau Houser, 1125 Parirenyatwa Road, Fairview, Lusaka, Zambia 


| Tel: + 260 1 223835/228632/226865 + Fax: + 260 1226870. Email: calusaka@zamnet.zm 
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Courses 


ADULTS, EARN YOUR 
DEGREE AT HOME IN 
JUST ONE YEAR! 


WASHINGTON INTERNATIONAL UNIVERSITY 
In most fields. Accelerated programs. 
INTERNET Library. Students in 112 
countries. Student Comm. Ctr. 144 Ivy 
Lane, King of Prussia, PA 19406 - 
USA, FAX: 610 205 0960. 

E-MAIL: admissions @ washint.edu 





Appointments 
** WORK IN USA ** 


195.000 Employment VISAS Available! 
IT PROFESSIONALS, ENGINEERS, ARCHITECTS, 
ACCOUNTANTS, PHYSICIANS, TEACHERS, ETG.. 
TOP Positions, Salaries & Benefits 

4 Year College Degree Required! 

Visit us Online for Job Opportunities! 


Affiliates (Recruiters) Welcome!! 

















www.GreenCardSpecialists.com 


Travel 
4@*LONDON'® 


Quality serviced apartments offering best value x 

for money, Our apartments offer great savings 

Š compared to hoteis Fully serviced. pnvate 
bathroom, kitchen, TV, telephone central 





heating, elevator 


a Centrally located in Kensington area = 
E Tourist Board Approved W 
Ashburn Garden Apartments 
© 3 Ashburn Gardens lad 


z South Kensington, London SW7 4DG, UK a 


www.ashburngardens.co.uk 
ME info@ashburngardens.co.uk W 


Tel: ++44 207 370 2663 
4, Fax: ++44 207 370 6743 I 
BEB EB EEESE 








Business & Personal 


Intensive 12-Month M.S. in 


COMPUTATIONAL 
FINANCE 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 
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mt 
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The i 
Economist 


TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION CONTACT: 


Will Wilkinson, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
willwilkinson @ economist.com 


Stephen Welch, 
New York 
Tel: (1-212) 541 5730 
Fax: (1-212) 247 1325 
stephenwelch @ economist.com 
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LONDON -~ Richard Cook 
Tel: +44 20 7317 0600 
Fax: +44 20 7317 0610 


LUXEMBOURG .- Eveline Karis 
Tel: +352 224 286 
Fax: +352 224 287 


FINLAND - Till Sahigren 85c (fon! 
Tel: +358 9 6969 2569 
Fax: +358 9 6969 2565 


HUNGARY - Laszio Kiss es (Econ) 
Tel: +36 1 351 9959 
Fax:+36 1 351 9958 


CYPRUS 
Anastasia Yiannakou Maa 


Tel: +357 2 673 211 
Fax; +357 2 673 463 


eee 


Tel; +361 291 201700 


FOR OUR 110 PAGE COLOUR BROCHURE CONTACT Bearunahialseness 


CW Forster (Director) 


WORLD WIDE 


Fax: +351 291 227144 


"> Fax: +65 535 3991 


$ ALL MAJOR ~ SINGAPORE 
| CREDIT CARDS Florence Nathan Aci 
= . ACCEPTED _4 Tel +65 535 3382 


Grosvenor Court, T 

isle of Man, IM8 TJA, Grea 
TEL: +44 1624 815544 
FAX: +44 1624 817080 


E-mail: economist@Gocra.com 


HONG KONG 


Raymond Choi mia 
Tel: +852 2522 0172 


Fax: +852 2521 1190 


26 Offices Worldwide 


wwWww.ocra.com 


{509002 94 Certificated + A member of the Estate and General Group established in 1935 
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Fellowships 


al 


FELLOWSHIP PROGRAMME OF THE AFRICAN 
DEVELOPMENT BANK AND THE GOVERNMENT 
OF JAPAN 


The African Development Bank (ADB) is pleased to announce it 
2001/2002 Fellowship Programme, which is supported by the 
Government of Japan. This Programme offers 12 scholarships for a 
Master’s level postgraduate study programme and covers costs of 
tuition fees, subsistence allowance, travel and other related expenses. 
To be eligible, applicants must satisfy the criteria listed below: 


l. Be nationals of a regional member country of the African 
Development Bank. 
Be under forty years of age. 
Be in good health, 
Be of good character. 
Hold a bachelor’s degree (high honours), or its equivalent, in 
a development-related field such as those indicated under item 
no. 8 below. 
Have at least two years (preferably three to five) professional 
experience in a field related to economic development, usually 
in their home country, and either in the public or private 
sectors. Applicants who may at present be self-employed in 
any activity related to the development of their country also 
qualify. 
Possess documentary proof of admission to a Master’s level 
graduate programme of studies at a distinguished university in 
a member country of the Bank. The University should be 
recognized for its programme of studies in the selected area of 
development study. 
Propose a programme of study related broadly to the 
promotion of economic development in the candidate's home 
country. Such a programme of study could include, but not be 
limited to, the following fields: applied economics, public 
administration, planning, business administration, public 
health, agriculture and related sciences, engineering, education 
and other development related fields such as environmental 
and gender studies, population and inter-disciplinary 
programmes such as studies in poverty alleviation, 
Attach to his/her application a statement of purpose of no more 
than 500 words explaining the need for further training, the 
choice of institution, and the intended use of the knowledge to 
be acquired. 
After finishing the studies, the scholar must return to his/her 
native country to work for at least two years, applying his/her 
new skills to activities that contribute to the country’s 
economic and social development. If awarded a fellowship, 
the scholar is expected to sign a legal undertaking to this 
effect. He/she will also be expected to provide a 
verification/continuation of employment from the current 
employer (where applicable). 


While qualified applicants from all regional member countries of the 
African Development Bank are eligible, priority will be given to 
candidates from low-income countries. In selecting the candidates, 
the Bank will seek to achieve broad geographical coverage and 
institutional diversity; it will also take into account the cost of the 
proposed programme of study. Preference will be given to candidates 
who wish to pursue their studies in Asian universities. 


To obtain application forms, write to the address below, stating your 
postal address, telephone and facsimile numbers (if any): 
The Director, African Development Institute 
African Development Bank 
01 B.P. 1387 ABIDJAN, Côte d'Ivoire 
Fax: (225) 20 20 55 44/ 20 20 49 90 
E-mail: F.Konan @afdb.org 


Applicants forms, together with all supporting documents, must be 
submitted no later than 25 July 2001. Successful candidates will be 
notified by 25 August 2001. 


(African Development Bank officials, regular bank staff, and close 
relatives of the aforementioned are excluded from consideration.) 
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o OWNED BY LAWYERS AND ACCOUNTANTS @ CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 








The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm 


)Xor OFFSHORE & UK COMPANIES @ the best prices contact us today) ) 






GROUP 
EST. 1989 _— [ERP PERSIE , ! LONDON: For immediate, friendly advice, please contact. t 
LICENSED CO. Mor a FREE brochure. FREE details and much mora N \ 30 j pi tong hs A pees Helen Harper LL B B (Hons), Dip Law, AQI Janson Lotery B.Sc (Hons) 
& TRUST TRUST MANAGEMENT yh im on oaea ane, Email helen@sctgrouy nson@sctgroup.con 
rN wv POE Cot _ Charles Sana LA (Hons) 
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DELAWARE (USA) 
CORPORATIONS 
sts in setting up Deloware Comonations. Gene 
Boat & Shelf Corporations Col or write for our FREE KIT 
Reese We provide confideatial 
wiry quality service for a 
ym reasonable rate. 


3511 Sdveride Rd, #1054 © Wi DE USA 19810 
302-477-9800 © 800-321-(08P © FAX 302-477381 | 
E-mail corpCdeleg com e butermet: hity://delreg com 






A t J » n . H ; 4 4 s; à ` 1 3 a, È : r ` 
nS EAN TTON CONS TS - Offshore Companies, 
international ` Cay . ~~ È td py ba p”. a ‘ š 
a AR IT Ae 7 Banks, Trusts, Foundations, 
ENS International for 23 years has delivered negotiation skills, influencing 
Strategies, conflict management advice and training tech 1ologies to clients Bank A/Cs 


in 46 countries and to languages 







ek alliances with established cons litants/consultancies who value their 


chasslonel seivices Mah and saakt AOA a ee cee www.GLOBAL-MONEY .com 
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Lor gotiate.ore 






















Innovative approaches to reproductive health 


Options is a leading provider of project management and consultancy services in 
health, focusing on reproductive health. We have © 

experience in over 40 countries and our clients 
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Overview 
America’s Bureau of Economic Analysis low- 


sai Economic and financial indicators 


The Economist Jun: 








Output, demand and jobs 


% change at annual rate 




























































































































































































ered its estimate of first-quarter GDP growth The Economist poll Industrial Retail sales Unemployment 
from an annual rate of 2.0% to 1.3%. The GDP _GDP forecasts _ production (volume) % rate 
sharpest inventory reduction since 1983 ao ee ee lyear __—slyear _—_—sAatest__yearago 
made the downward revision bigger than ex- Australia =-2.2 +21 Q4 +2.1 + 4.0 +31 af +30 M 6.8 Apr 6.6 — 
ected. On the plus side, the Conference — ELI tee 6 toe So or SERS m A n 
4 d >} tad a tah idi He tadax ot Belgium +18 +24 U +26 +26 +57 Mar -28 Feb 10.2 Apr* 10.5 _ 
oard reported areDOUNGIN US INGeXOTCON- Britain +17 +26 01 +23 +28 -0.1 Mar +5.9 Ap ‘5.1 Maf 5.8 
sumer confidence. Year-on-year growthin re- Canada +26 440 06 +21 +32 +15 feb +30 Mar 7.0 Apr 68 
tail sales also climbed, to 2.5% in April. A Denmark +49 +110 +19 +22 +52 Mar -06 Feb 54M 53 
profit warning from Sun Microsystems tipped France 42.0 427 Q 426 +27 +19 Mar +19 Mar 8.7 Ape 9.9 
the balance on the country’s stockmarkets, Germany +15 +16 M +19 +25 +14 Mar -06 Ma 9.3 Apr 96- 
however; the Nasdaq shed 7.1%. Italy 428 +423 01 +22 +24 -0.3 Mar -0.2 Mar 9.9 Jan 11.2 
Japan | +30 +28 04 +0.6 + 13 -3.9 Apr +2.1 Mar 48 Apr 48- 
Canada has caught a touch of slowdown sick- Netherlands +02 + 2.0 Qi +28 + 29 + 2.0 Mar - 3.1 Feb 2.0 Ap’ 2.7 _ 
ness. In the year to March its retail sales in- spain Pria s : =r m +3 a Š -A a = Han Ks 
. Swed eden Pe ED 4 FED FEF. +0. D eG ar e pre a 
creased at the slowest rate since May Switzerland #18 +25 06 +419 +22 +5.0 04* -0.6 Feb 1.7 Ap 2.1 
1999—only 3.0%. United States +13 +25 @1 +15 + 3.0 ~1.0 Aw +25 Aw 45 Apr 4.0 
: Euroarea +28 +30 ®% +23 +26 +30 Mər +1.2 Feb 8.4 Mar 9.2 
Unemployment m Japan edged back up to *Not seasonally adjusted. Jan-Mar; claimant count rate 3.2% in April. $Feb-Apr. 
4.8% in April, leaving the rate only 0.1% shy 
ofits record level. Meanwhile, industrial pro- MMMM 
duction continued to decline, down by3.9% Prices and wages 
in the year to April, to its lowest level since % change at annual rate 
July 1999. So far this year, production has < a d he Economist pow Ae i 
fallen atan annual rate of almost 20%. Con- Consumer prices* consumer prices forecast Producer prices Wages/earnings 
sumer-price deflation held steadyat0.4%in cce 36 Pyer ve yea ago E ni = yer year 290 _ 2 year ago 
. . + 0. + é 75. + £: 2 ae + 3. + 2: + R 
a ay e dl he bes i ig Austria 29 Ae +19 498 +14 +2.9 Ap +26 +25 Mar + 21 
FIRS SUCH AS TOSIN RS, ANG WOT Tes APON Belgium +341 My +22 +19 +17 +38 Mar +86 +19 0 +33 
banks’ bad loans, pulled the Nikkei down by Britain +18 Ap +30 +19 +2.3 +05 Ap +23 +53 Wr + 57 
4.1%, to a six-week low. Canada +3.6 Ap +21 +23 +21 +2.7 Ap +57 -09 Feb + 2.8 
Denmark + 2.7 Ap + 3.1 + 2.2 + 2.2 +3.6 Apr +57 +38 Q + 41 
Technology firms’ profit warnings in Britain France #18 Ap 41.3 +13  +1.4 +2.9 Ap +35 +50 4 + 34 
contributed to more stockmarket gloom;the Germany + 3.5 May +14 +20 +14 +42 Apr + AA ELT Mart + 2.1 
ereefiniched tha week 1.7% lower. Year-on-  Wa___*+30 My #25) 424 +19 +43 ty +34 taa :=> 
r GDP growth in the first quarter was re- Japan -04a -08 -04 -03 +13 Ap -04 +05 Mar + 2.1 
ORS si Netherlands $4.9 Ap 421 +439 +22 +56 Aw +73 +29 Mar + 3.4 
vised slightly upwards, to 2.6%, but thatis Spain rae te 450 43% «2.6 +32 Mr +57 +22 M + 24 
still below its long-term average. Sweden 42.8 Ap +21 +17 +17 +33 Apr +33 +15 Feb" + 3.4 
Switzerland +18 May +16 +12 + 1.2 + 0.9 Ap +28 +0.21999 + 0.7 
The euro area’s 12-month current-account United States + 3.3 Ap +31 +29 +23 +37 Ap +36 +43 Ap +38 
deficit widened from $28.9 billion in Febru- beani $2.9 Apr 919 V1 416 +41 Mar +49 AIS W ner 
ary to $32.6 billion in March, with declining *Not seasonally adjusted. 
imports in America partly to blame. 
Commodities he vera tk eae MT edge a 7 | se 
Iraq says it will cut offits oil exports under The “output gap” is the difference between an economy's actual and potential Gop, ie, the 
level of output consistent with full employment and stable inflation. Economies with pos- 


the United Nations oil-for-food programme, iti egapsa reo toa ing their trend growth and so risking higher inflation; negative gaps 


due for renewal on June 3rd, if the Security Pc SG WR EAM ETO i = ae À Als A Pg 
Counciladopts the British-American pro- mean that faster growth is safe. Measuring gaps is as much art as science. The OECo esti 


posal for “smart sanctions”. These measures 
aim to ease restrictions on Iraq’s civilian im- 
ports while cracking down on military im- 
ports and oil smuggling. Russia and China 
want the current system extended, to allow 
time for more discussion. Iraq exports about 
2.2m barrels of oil a day. Saudi Arabia says 
that opec could help fill the gap in supply, but 
the cartelis unlikely to raise its output ceil- 
ing atits meeting next week. 


mates that Japan and Ireland have, respectively, the biggest negative and positive gaps. 


tial GDP, 2001 forecast 











Data on more countries are available to 


subscribers on www.economist.com * Deviation of actual GOP from potential GDP as % of potential GOP 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (May 30th 2001) > ie change on 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate May 22nd May 29th Set wie 
ne _ narrow broad latest _yearago gov'tbonds latest year ago bonds a 2 S r 
Australia +14.1 + 7.5 Mar 4.97 6.27 4.86 6.08 6.27 7ST titans ae a ge ae 
Britain +77 +79 Apr 5.19 6.19 5.08 5.17 5.17 6.75 food 0 ay: ix PF ee 
Canada +11.4 + 4.8 4.36 5.76 4.97 5.98 6.01 7.38 ao 
Denmark -2.2 - 6.5 Mar 4.84 4.58 4.85 5.36 5.64 7.24 iv E E 
Japan + 6.0 + 2.7 Apr 0.01 0.03 0.01 1.26 1.64 0.56 K ae 6. pes 73. 8 ry wer ry 
Sweden + 5. 8 - 0.3 Apr 4.02 3.95 4.50 5.30 5.11 5.40 Oo 1m - - — Se 
Switzerland -2.2 + 2.4 Apr 3.20 3.16 3.31 3.43 4.10 431 Metals 769 754 -10 -2 
United States - 0.1 +10.4 Apr 3.75 6.62 4.29 5.51 6.28 7.33  Sterting index 
Euroareal +18 +52 Aw 4.55 4.65 o ano ăč so si sog Alitems 792 7183 +04 +04 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 5.84%, Japan pave tates 
No.231 1.26%. Central bank rates: US fed funds 4.00%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. All items 108.9 108.4 + 3.7 +38 
Sources; Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, WEFA Yen index 
Group, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. All items 93.6 90.0 -22 +75 
a Y 
Stockmarkets $peroz 282.85 274.55 +40 +05 
Market indices West Texas Intermediate 
% change on $ per barrel 29.42 28.83 +17 -49 
2001 FR E Dec 31st 2000 * Provisional. t Non-food agriculturals. 
May 30th high low week high in local in $ 
’ pe, currency terms 
Australia a (All Ordinaries) 3,339.9 3,370.7 3,094.3 - 0.7 - 0.9 +59 =- 2.1 
Austria Austria (ATX ) 1, 184.1 1 1,222.1 1,052.2 - 1,1 ~31.8 +10.3 + 0.7 
Belgium (Bel 20) ee: 2,813.2 2 3,030.4 2, 591.6 + 0.4 -23.6 - 7.0 -15.1 
Britain (FTSE 100) 5,796.9 6,334.5 5,314.8 -17 -16.4 -68 -11.3 
Canada (Toronto Composite) 8,101.4 9,348.4 7,415.5 - 3.0 -28.9 -9.3 -117 
Denmark (Copenhagen SE) 917.2 1,002.1 818.3 + 0.4 “NF sait -Fo 
France (SBF 250) — 3,512.4 3,820.2 3,107.9 - 2.8 -20.0 - 69 -15.0 
(CAC40) 5,444.3 5,998.5 4,824.8 - 3.3 -21.4 -81 -16.1 
Germany (Xetra DAX) 6,041.2 6,795.1 5,388.0 - 2.8 -25.1 - 6.1 -14.3 
Italy (BCI) 1,719.7 1,948.4 1,609.6 - 2.1 -21.2 -10.3 -18.1 
Japan (Nikkei 225) 13, 493. 4 14,529. 4 11 819.7 - 4.1 -65.3 - 21 -Ti 
(Topix) 1,329.7 1,441.0 1,162.0 - 3.3 -53.9 +36 -17 
Netherlands (AEX) 582.7 S S -25 -16.9 -86 -16.6 
Spain (Madrid SE) 907.4 = 963.9 818.6 - 1.8 -20.8 +30 -59 
Sweden (AffarsvaridenGen) 250.8 292.7 217.2 - 3.2 -37.3 -9.6 -195 
Switzerland (Swiss Market) 7,559.0 8,135.4 6,574.0 - 1.8 -10.1 - 7.1 -154 
United States (DJIA)  10,872.6 11,337.9 9,389.5 - 2.1 -73 +08 +08 
= (S&P 500) si, 1, 248.1 1,373.7 1,103.3 - 3.2 -18.3 -55 -55 
(Nasdaq Comp) 2, (084.5 2,859.2 1,638.8 - 7.1 -58.7 -15.6 -15.6 
Europe (FTSE Eurotop 300) * 1 445.2 2 1 545.5 1,279.0 - 2.2 -15.2 - 5.8 -14.0 
Euro area FTSE Ebloc 100) * 1,291.2 1,404.1 1,143.9 - 2.8 -16.7 - 7.3 -15.3 
World (MSCI)f 1,120.6 1,249.2 1,014.6 - 2.9 -22.7 nma -8.2 
World bond market (Salomo n)f 427.3 447.8 426.2 - 0.1 - 7.1 na å -38 
‘In euro terms. 'Morgan Stan pital International index includes individual markets listed above plus eight others, in dollar terms. 
. tSalomon Smith Barney World wid Aroon Bond Index, total return, in dollar terms. 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast May 30th year ago $ £ euro ¥100 % of GDP 
eee 2001 2002 May 30th i 20017 
Australia — — ~ 26 Ap - 15.1 Q4 - 2.9 - 3.2 72.2 75.0 1.95 1.75 2.77 Li 67 1.62 _0.1 
Austria = 46 Jan =- 4.2 Mar - 2.5 - 2.0 99.6 100.0 16.1 14.8 22.9 13.8 13.3 PSSS re 
Belgium + 12.8 Mar +116 Dec + 4.2 + 43 98.0 98.7 47.1 43.5 67.0 40.3 > L 
Britain ~ 44.3 Mar - 24.5 Q4 - 2.1 - 2.0 107.9 105.8 0.70 0.67 - 0.60 0.58 12 
Canada + 40.4 Mar +127 Q4 + 1.2 + 1.0 78.2 79.3 1.54 1.50 2.20 1.32- D  —_—a 26 
Denmark + 5.9 Mar + 3.7 Mar + 1.4 +14 100.8 100.6 8.70 8.05 12.4 7.46 7.23 — 2.9 
France ——i# 0.9 Mar + 25.0 Feb + 1.6 + 1.6 100.5 101.5 7.65 7.07 10 10.9 6.56 6.36 i = -0.5 
Germany + 54.4 Mar =- 25.7 Mar - 1.4 - 1.1 97.3 98.2 2.28 2.11 2 $ 25 1.96 $: 90 sa e 
. VISE: a a RES A 0.3 nil 71.8 72.4 2,259 2, 088 3 88 3, 215 E 1,936 1, 878 b “1.3 
Japan au — 98.9 Ap | —  +110.5 Mar + 2.2 + 2.2 142.3 153.6 120 108 —Ot~*” 171 103 - _-. Be. 
therlands + 16.5 Mar = + + 13.7 04 +41 see 96.8 97.6 257 2.38 3. 66 ee. A i _ tae 
Sala 8A kw Sa - 2.9 =- 2.6 73.5 74.0 194 179 276 166 1s nil 
weden + 11.0 Mar + 5.5 Mar + 2.3 + 2.2 76.0 83.8 10.59 9.01 15.1 4 9.08 08 8. Ta ‘ae 
a - 0.4 Apr + 31.1 04 +11.8 +11.4 106.9 104.4 1.78 1.70 2.53 — $ De LAR y 
United States -454.6 Mar -434.9 Q4 - 4.3 =- 4.0 119.9 111.3 1.42 0.86 G25 -A 
Euroarea = 4.5 Mar = 32.6 Mar -03 -0 3 2O i7 m oe = E 





*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob, 11990=100, Bank of England. OECD estimate. 


Overview 


The collapse in global demand for informa- 
tion-technology equipment is hurting East 
Asia. In the year to the first quarter, Tai- 
wan’s GDP growth fell to a 25-year low of 
1.1%, from 4.1% in the fourth quarter of last 
year. Over the same period, Hong Kong's GDP 
growth slowed to 2.5%, from 6.9% in the 
fourth quarter. In the year to April, Singa- 
pore’s industrial production fell by 0.8%, but 
South Korea’s output rose by 5.7%. Hong 
Kong's trade deficit widened to $11.9 billion 
in the year to April. 


The Istanbul stockmarket tumbled by 
11.3%, because of political bickering over 
Turkey’s latest imF-backed reform package, 
anda fallin the lira. 


Jakarta rose by 7.4% on hopes that Presi- 
dent Abdurrahman Wahid would at last be 
pushed from office. 


Over a third of all business software is 
pirated, according to the Business Soft- 
ware Alliance. The group estimates that 
piracy cost software makers almost $12 
billion last year. The global piracy rate 
rose from 36% in 1999 to 37% in 2000, 
largely because of fast growth in com- 
puter usage in countries with high pi- 
racy rates, such as China and Japan. 


mea Emerging-market indicators 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves * 
roduction rices balance account $bn, latest 
China E =$ 8.1 01 z +11.5 Apr + 1.6 Apr +22.3 Apr +20.5 2000 178.0 feb 
Hong Kong +2.59 Qi site 4 -14 Ap -11.9 Apr +88 a 115.1 Apr_ 
India +60 Q2 +13 Mar + 2.5 Mar -6.3 Mar -54 Q6 39.9 Apr 
Indonesia — +40 M +45 at +10.5 Apr +26.9 Mar +55 03 22.3 feb 
Malaysia +32 M +05 Mer + 1.6 Apr +15.3 Mar +84 04 26.8 Mar 
Philippines +3.6 04 - 2.0 Mar +67 Apr +7.3 Mar +94 Jan 12.2 Feb 
Singapore +45 a - 08 Ap +20 Ap +42 ap +218 Qi 80.2 Feb 
South Korea +37 M +57 Ap + 5.3 Ap +14.3 _ Apr +14.0 Apt 93.5 Apr 
Taiwan +11 M - 5.9 Apr + 0.4 Apr +10.6 Apr +12.0 Qi 110.6 Mar 
Thailand EaI 04 - 1.8 Mar + 2.6 Apr + 3.7 Mar +7.3 Mar 31.7 Mar 
Argentina -20 M + 8.6 Ap -0.2 Apr #15 Mar -9.4 % 21.9 Mar 
Brazil +38 ù +7.7 Mar + 7.1 Apr -14 Apt -26.6 Ap 35.1 Feb 
Chile +33 ai +3.1 Ap +3.5 Ap +15 Ap -14 u 14.5 Mar 
Colombia +18 ù +3.0 Mar +8.00 Ap +13 fb -01 0% 9.7 Apr 
Mexico +19 M -1.9 Mar + 7,1 Ap -9.5 ap -17.7 4 40.2 Mar 
Peru ne gation 3.6 Mar — 6.3 Mar + 2.7 Ap = 0.4 Mar -17 Œ 8.2 Feb 
Venezuela +35 na +12.1 Apr +17.5 No +12.5 Q 12.0 Mar 
Egypt + 6.5 2000t + 9.4 2000! + 2.4 Mar -10.4 ù% -08 @% 12.9 Jan 
Israel + 3.0 =o Mer Lla -75 A - 0.7 0323.05 
South Africa J +27 8 +18 Mar +65 Apr + 3.6 Mar -05 as 6.2 Mar 
Tu + 8.3 04 -7.6 Mar +48.3 Apr -27.0 Feb - 9.4 Feb 18.5 Apr 
Czech Republic +39 0 +98 Mar +46 am _ -35 M -23 04 130 Ap 
Hungary +42 04 +5.3 Mar +10.3 Apr -2.4 Mar -17 Mar 11.3 Ap 
Poland * +24 M + 3.6 Apr +66 Apr -10.3 Mar ~ 9.0 Mar 27.1 Mar 
Russia +68 M + 5.2 Apr +25.0 Apr +60.7 Mar +45.9 Qi 25.9 Mar 
*Excluding gold, except Singapore; IMF definition. tYear ending June. #New series. 
L UL l aaalllt 
Financial markets 
Currency units Interest rates Stockmarkets % change on 
per $ per £ short-term May 30th Dec 31st 2000 
May 30th yearago May 30th % p.a. one in local in$ 
week curren terms 
China 8.28 8.28 11.8 na 2,298.1 +0.5 +48 +4.8 
Hong Kong ya | 7.99.) Sam: 3.88 13,4201 -3.0 -11.1 -11.1 
India 471.0 44.6 66.8 7.75 3,662.0 -0.3 -78  -83 
Indonesia. 11,395. +8610 (16,215 4 16.47 —«408.9 +7.4 -1.8 -16.6 
n 380. O T O E E E, 
Philippines 50.6 42.7 72.0 10.31 1,396.5 -3.4 -6.6_ -77 
Singapore 1.81 1.74 2.58 229 —«1,662.7 -1.4 -23.7 “ITA 
South Korea 1,289 1,130 1,834 5.78 628.4 +0.9 +24.5 +22.2 
Taiwan 34.0 30.8 483 4.15 5,057.1 -2.9 16. FSi. 
Thailand Gk 392). «66.6 cs. Oo 310.2 -0.3 415.2 +10.1 
Argentina 1.00 1.00 1.42 10.07 427.9 -2.9 +2.6 +2.5 
Brazil 236. 41.83 3.36 16.80  14,489.4 wE] Th 22932 
Chile 610 524 868 3.59" 540014 +33 411.3 +4.7 
Colombia 2,326 2,099 3,310 260. . 8765 416 #23.0 48.2 
Mexico "916. 951 130 10.76 6,586.9 -2.9 +16.5. +22.3 
Peru A SS NREN 11.60 "33133 4. e e&7 +6.0 
Venezuela =A. 61. - 19 14.00 no ee 415.5 +131 
Egypt 386 -345 5499.08 66211 +08 -136 12.9 
Israel 4.13 4.17 5.87 5.20 417.0 -2.2 -15.7 -17.4 
cui o GME wa). 1080 93681. St +125 +69 
Tu “4,161,000 616,070 1,652,103 59.00  10,687.1 113. +13.2 -34.6 
Czech Republic 39.9 38.9 56.7 5.05 4329 +10 -9.5 -14.6 
Hungary 296279 2111.15 7,006.7 +08 -10.7 -149 
Poland 4.0 4.4 5.7 16.99 15,493.4 -1.1 -432  =103 
wma = ai ā a: aS mo — W6 Ai HSS 443.5 
EMF (MSCI)È 1.00 1.00 1.42 w Se, ae - an 
EMBI+ 1.00 1.00 1.42 na 209.3 43° "2.7 437 


"Inflation adjusted. tin dollar terms. tEmerging Markets Free. 83.P. Morgan Chase's Emerging Markets Bond Index Plus. 
Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 


J.P Morgan Chase: Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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Merrill Lynch's Internet conversion 
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Www. Nynix.com 


We're starting afresh 


Hynix-carving a new future 
in semiconductor technology 









Hynix Semiconductor is a company restructured, re-focused and reborn. We do exactly what our name -À 
suggests: We specialize insemiconductors, aa 
With your support, we are making a fresh start. We have done a lot more than simply change our name from Hyundai 
Electronics. Hynix is independently managed with a commitment to quality. that lies at the heart not only of-our’product 

but also our management philosophy. Our unequivocal commitment is to our customers and to staying at the forefront of 
semiconductor technology solutions. We are restructuring to make this happen, spinning off our non-semiconductor 
operations and creating a company, which will lead in the development and manufacture of high performance memory and 

other specialized semiconductors. 

Our name has changed. Our focus is clear. Now there is a new Korean word meaning semiconductor-Hynix 


huni 
Semiconductor 
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Ceasefire at last? 





A Palestinian suicide-bomber 
killed 20 Israeli youngsters at 
a Tel Aviv discotheque. Israel 
held back from massive retali- 
ation after Yasser Arafat com- 
mitted his forces to an 
unconditional ceasefire. 
George Tenet, the C1A’s direc- 
tor, arrived to help promote 
this tentative pause in the vio- 
lence, but a Hamas spokes- 
man denied that there was a 
ceasefire. 


The king of Nepal and nine 
other members of the royal 
family were shot dead, appar- 
ently by the crown prince, 
Dipendra. He later died from 
self-inflicted wounds. Cur- 
fews were introduced in the 
capital, Katmandu, after riots 
by Nepalis confused by 
contradictory stories and de- 
manding the truth about the 
killings. 


In response to the United Na- 
tions Security Council’s 
decision on sanctions, Iraq cut 
off its oil exports of about 
2.1m barrels a day. Saudi Ara- 
bia said it would make up the 
difference. 


Makiko Tanaka, Japan’s out- 
spoken foreign minister, em- 
barrassed her government by 
expressing doubts about Presi- 
dent George Bush's 
missile-defence plans. 


George Bush announced that 
America would investigate 
unfair trade practices in the 
global steel industry with 


the intent of imposing new 
anti-dumping duties. 


Voters decide 

Voters in Britain went to the 
polls in a general election, 
which Tony Blair’s Labour 
Party looked likely to win eas- 
ily. Harder questions: would 
William Hague survive as 
leader of the opposition Tory 
party? And would Mr Blair 
call a referendum on the euro 
next year? 





Alejandro Toledo, an econo- 
mist of Andean Indian 
descent, was elected president 
of Peru, narrowly defeating 
Alan Garcia, a populist former 
president. 


Ireland held a referendum on 
the European Union’s Nice 
treaty, with the once-confi- 
dent Yes side still expecting 
victory but worried by a sud- 
den rise in support for No in 
the opinion polls. 


In the unrecognised but rather 
successful state of Somali- 
land, a huge majority voted in 
favour of independence from 
the rest of Somalia. 


James Hahn, the city attorney, 
won arun-off to become the 
new mayor of Los Angeles, 
beating his fellow Democrat, 
Antonio Villaraigosa, who 
had hoped to be the city’s first 
Latino mayor since 1872. 


Haiti's president, Jean-Ber- 
trand Aristide, agreed to hold 
new parliamentary elections. 


om 


In return, the Organisation of 
American States said it would 
help Haiti obtain $500m of 
suspended aid. 


Democrats officially took con- 
trol of the United States 
Senate for the first time in six 
years. The Democratic leader, 
Tom Daschle, promised to 
adopt a co-operative approach 
towards the Republican 
agenda. 


War and peace 

Fighting continued in Bangui, 
the capital of the Central Afri- 
can Republic, after last 

week's failed coup against 
President Ange-Félix Patassé. 


In Colombia, the FARC guer- 
rillas and the government 
began an exchange of sick 
prisoners, the first practical re- 
sult of more than two years of 
peace talks. 


Prime Minister Ljubco Geor- 
gievski again threatened to 
declare a formal state of war 
in Macedonia after ethnic-Al- 
banian rebels, seeking to 
widen the conflict to an area 
hitherto unaffected, killed five 
government soldiers north- 
west of Skopje, the capital. 
Anti-Albanian rioters set fire 
to a mosque in Bitola, Mac- 
edonia’s second-largest city. 


Visiting Europe, America’s de- 
fence secretary, Donald Rums- 
feld, reassured NATO allies 
that no hasty reduction of 
American forces was planned 
in the Balkans. President Bush 
said that America would re- 
open talks with North Korea, 
broken off three months ago, 
to discuss missiles, nuclear 
concerns and conventional 
forces. 


A deal seemed near to over- 
coming Turkish objections to 
NATO co-operation with the 
European Union's rapid-reac- 
tion force. 


Nine of the 20 hostages held 
by Muslim rebels in the Phil- 
ippines escaped after fighting 
between their Abu Sayyaf 
captors and Philippine troops. 


Chenjerai Hunzvi, the leader 
of Zimbabwe's “war veter- 
ans”, died of malaria. Calling 
himself Hitler, he had led viol- 
ent attacks on Robert Mu- 
gabe’s opponents and 
encouraged the occupation of 
white-owned farms. Mr Mu- 
gabe declared him a national 
hero. 


Economy measures 
Consumer confidence in the 
euro area fell more heavily 
than expected in May, after a 
fall of business confidence 
had suggested that, although 
Europe’s economy has weath- 
ered the global downturn 
better than most, it is now 
slowing. But euro-area unem- 
ployment fell slightly in April, 
to 8.3%. 


i Underproductive 


US productivity 
non-farm business sector, % change 
on previous quarter at annual rate 
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1999 2000 01 
Source: US Bureau of Labour Statistics 


The productivity of workers in 
the United States fell in the 
first quarter by 1.2% at an an- 
nual rate, according to revised 
figures. This is the first time 
that labour productivity has 
fallen since 1995. 


In an effort to stave off fears of 
a debt default and to buy time 
for the country’s economy to 
pull out of a three-year reces- 
sion, Argentina announced 
that it had swapped $29.5 bil- 
lion of bonds falling due 
before 2005 for new, longer- 
dated bonds. 





b> 


— 


PRE ke ny TY 
4 The world this week 


> Legal matters 

A jury in California ordered 
Philip Morris to pay damages 
of $3 billion for a smoker with 
lung cancer—by far the biggest 
such award against a tobacco 
company. Philip Morris will 
appeal. 
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France’s prime minister, Lion- 
el Jospin, admitted that he 
had belonged to a Trotskyite 
organisation—a fact he had 
previously denied. 


President Vojislav Kostunica 
of Yugoslavia appealed to his 
allies in a Montenegrin party 
not to block a draft law that 
would allow ex-President 
Slobodan Milosevic to be ex- 
tradited to The Hague for war 
crimes. 


An American federal judge 
ruled that the execution to 
Timothy McVeigh, the con- 
victed Oklahoma City 


Another view 
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bomber, would go ahead on 
June 11th. Lawyers for Mr 
McVeigh had argued that they 
needed more time to look at 
documents withheld by the 
FBI during the trial. 


Flight details 

Orbitz, an online travel 
agency set up by five Ameri- 
can airlines, was launched 
with a bang, and promptly 
went down after being del- 
uged by customers. United, 
American, Delta, Continental 
and Northwest expect to take 
a chunk of business from their 
two main rivals, Expedia and 
Travelocity. 


America’s Federal Aviation 
Administration outlined a 
ten-year plan to overhaul the 
country’s airline industry. 
Greater passenger capacity, 
more runways and new routes 
will be introduced to reduce 
delays and improve safety. 


General Electric is poised to 
sell Honeywell International’s 
regional jet-engine business in 
an effort to persuade the Euro- 
pean Commission to approve 
GE's $40 billion bid for 
Honeywell. 


Shares in Railtrack, operators 
of Britain's rail network, 
dipped 17% in one day as the 
beleaguered company was 


due to drop out of Britain’s 
FTSE 100 share index. It will 
be replaced in the index by 
Next, a purveyor of mid-mar- 
ket clothing. 


Swiss bank accounts 

Moody’s, a credit-rating 
agency, downgraded UBS, 
after the Swiss bank had failed 
to make big advances in on- 
shore private banking for the 
world’s very rich. Domestic 
banks have grabbed much of 
this business in their own 
countries. 


CSFB was deemed to have 
broken New Zealand stock-ex- 
change rules in a takeover 
scrap for Montana, a big wine- 
maker. Indian regulators have 
also banned it from stockbrok- 
ing after a price-fixing 
investigation. Its now defunct 
Japanese derivatives business 
broke securities laws and, in 
America, it is undergoing in- 
vestigations linked to rigged 
initial public offerings. 


Business in Europe 

After 12 years of tortuous ne- 
gotiation, the European Union 
at last reached a provisional 
agreement on a takeover di- 
rective. The directive still has 
to be formally approved, how- 
ever, and the European 
Parliament may yet decide to 
block it. 








Germany’s telecoms regula- 
tor ruled that companies that 
have acquired the six third- 
generation mobile-phone li- 
cences will be able to share 
the costs of building new in- 
frastructure. The money- 
saving scheme is likely to be 
challenged by Vodafone and 
Deutsche Telekom, both in- 
cumbents with upgradable 
networks already in place. 





Cadbury Schweppes, a Brit- 
ish drinks firm, said it was 
close to an agreement to buy 
Orangina, a soft-drinks com- 
pany, from Pernod Ricard, a 
French counterpart, for 
€700m ($826m). 


Italy's government called on 
EDF, a French power giant, to 
reduce its recently acquired 
20% stake in Montedison, It- 
aly’s largest power company, 
to under 2%. Italy objects to 
EDF’s involvement in its 
newly opened power markets 
because France has been slow 
to deregulate its own market. 
EDF said “non”. 


Saudi Arabia’s government 
signed three deals worth $25 
billion to develop natural gas 
reserves, two headed by Ex- 
xonMobil and one by Royal 
Dutch/Shell. The Saudis hope 
that the use of foreign private 
capital will help to revive the 
kingdom’s state-dominated 
economy which has not 
grown fast enough. 


Martin Ebner’s BZ Group 
took a 10% voting stake in In- 
vestor, a Swedish holding 
company controlled by the 
Wallenberg family. Mr Ebner 
wants a share buyback, spin- 
offs and a loosening of the 
grip of the Wallenbergs on the 
company. 


Other economic data and news 
can be found on pages 116-118 


Some people just seem to know how to travel. 
n Are you one of them? 
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Mr Bush goes to Europe 


For all their squabbles, America and Europe are not alien worlds. They still have lots in common 


HEN George Bush arrives 
in Europe next week, he 
will find not quite a lunar land- 
~ scape but a political one littered 
. with disputes (see pages 27-29). 
He will also find many Europe- 
ans apparently inclined to be- 
© lieve that he is uninterested in 
co-operation, peshane because so many voices in his own ad- 
ministration seem inclined to believe that America should do 
its own thing in its own way, never mind the rest of the world, 
including the have-your-cake-and-eat-it Europeans. Inev- 
itably, some will speculate that this is the end of an affair that 
dates back, with breaks, at least to 1917, and culminated in 
marital alliance with the signing of the NATO pact in1949. 
The Euro-American relationship does indeed have some- 
thing in common with a marriage, but countries are not peo- 
ple: they pursue interests, not affairs of the heart. If the alliance 
is to fall apart, it will be either because America’s interests 
cease to be congruent with Europe’s, or because the two sides 
carelessly allow their friendship to fall into disrepair. Fortu- 
nately, neither of those developments has yet come to pass. As 
so often in Euro-American relations, appearances deceive. 
Disputation is the stuff of alliances, marital or otherwise, 
and the ether above the Atlantic has often crackled angrily 
over trade disputes, Suez adventures, missile deployments 
and so on. In time, with luck and good management, the 
squabbles that now separate the allies will go the way of these 
past rows, all of which gave rise to dark forebodings. But a 
happy outcome is not inevitable. It depends on a common, 
and correct, appreciation both of what is happening and of 
what is genuinely at stake in the transatlantic alliance. 





Go-it-alone America 

The arrival of Mr Bush in the White House seems to representa 
clear break with the past. In truth it merely brings into focus the 
fact that America’s furrow in world affairs has long been 
diverging from the European Union's. Mr Bush has appointed a 
host of officials who reject multilateralism—or at least many 
United Nations activities, treaties on global warming, nuclear 
tests and a world criminal court, or joint action on tax havens. 
Whether these officials will prevail is still unclear. Their unilat- 
eralist tendencies, however, have long been present, especially 
in Congress, which had put 70 countries under sanctions by 
1999, balked at paying America’s UN dues and thumbed its 
nose at the Kyoto climate-change treaty long before Mr Bush, 
too, gave it a Bronx cheer. The Senate, indeed, had refused to 
ratify more than 60 treaties negotiated by the United States. 
And therein lies a clue to the new danger: that this administra- 
tion might reinforce the unilateralism of Congress, whereas its 
predecessors, Republican and Democratic alike, have generally 
resisted it. 

The danger in Europe is different: it is that it meets what it 
sees as American arrogance with an arrogance of its own, de- 
luding itself that it can have superpower status without politi- 
cal maturity and defence spending to match, and creating 


institutions (its rapid-reaction force?) to compete with Amer- 
ica rather than to complement NATO. Here too the tendencies 
have been evident for a while, though they are not, at present, 
in the ascendant. Europeans can be hypocritical—not one EU 
government has yet ratified the Kyoto treaty—but most know 
their collective foreign-policy prowess is modest. And their 
new defence force, boosted this week by a deal-in-the-making 
with Turkey, should in time fit in harmoniously with NATO. 
So a transatlantic bust-up is not imminent. But it will re- 
main a possibility. The United States is a very different place 
from Europe, and the differences will grow. Demographically, 
Americans are increasingly Asian and Latino, less inclined 
when looking “home” to turn to Europe. Their affection for 
guns, religion, the death penalty and genetically modified 
crops seems strange to Europeans. Just as baffling to Ameri- 
cans is Europeans’ toleration of high taxes, fussy regulation 
and indulgent state help for idlers and unfortunates. While 
Americans remain individualistic citizens of a nation-state at 
the height of its power, Europeans are absorbed in an unprece- 
dented enterprise of union-building. Good luck to them, 
Americans may say. Let them sort out their Balkan backyard. 


The ties that bind 

Yet these two partners still have much in common. They are, 
together, not only the main engine of the world’s economy 
but the main custodian of its liberal values. They have strong 
interests in common, and each has additional interests in per- 
suading the other to be at least partly involved in less obvious 
areas of concern: America needs European help in Asia, Eu- 
rope needs American help almost everywhere. Why? Because 
neither power, not even the United States, is usually strong 
enough, on its own, to carry the day. Moreover, experience— 
remember Bosnia—shows that one without the other makes 
little headway, whereas the two together can be effective. 

Solutions exist, or can be found, for all the problems that 
beset the allies, so long as they are prepared to work to settle 
their differences. The Europeans will swallow their reserva- 
tions about missile defences, if Mr Bush can persuade them 
that the pursuit is practical (and practicable), not ideological; a 
deal can surely be done with the Russians over the Anti-Ballis- 
tic Missile Treaty. For their part, the Americans will swallow 
their reservations about Europe’s defence initiative, if it does 
not draw resources away from NATO. The settlement of the 
long-running banana dispute shows that trade rows need not 
be terminal. Even apparently jarringly different policies—as 
over the Middle East or North Korea—can in practice be com- 
bined to promote a common objective. 

First, however, the two sides must realise how much they 
need each other. Europe would soon discover the truth of that 
if Mr Bush were to pull his forces out of the Balkans (better take 
them from Germany first). America might take longer to feel 
Europe’s absence, but it would only be a matter of time. They 
may have no common Soviet enemy, but they still have com- 
mon values, and a common interest in upholding them. In an 
alliance based on interests, not wedlock, that should be 
enough to keep Europe and America together for a while. m 
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After piar election 
And now for Europe? 






Europe is at the top of Tony Blair’s agenda, but he should not rush into a referendum on euro entry 


ARRING earthquakes, by the 
time you read this Britain’s 
voters will have returned the La- 
bour Party for a second full term 
in power for the first time ever. 
Most of the achievementis Tony 
Blair’s. He has changed the 
mm shape of British politics at least 

as much as Margaret Thatcher did. 

But the tasks that face Mr Blair now are harder than those 
that faced him in his first term (see pages 61-63). Then, he had 
to transform the Labour Party, to persuade voters that it could 
be trusted with the economy. This time, he has set himself the 
task of transforming the British state (by reforming the coun- 
try’s underperforming public services) and its relationship 
with the rest of the world (by offering voters a referendum on 
whether or not Britain should join Europe’s single currency). 

Mr Blair, it is generally believed, wants to join the euro. He 
is a European sort of chap. He holidays in Tuscany, not Florida. 
He speaks decent French. He wants to put Britain “at the heart 
of Europe”. He dreams of Britain emulating the higher stan- 
dard of public services enjoyed by Europe's richer countries. 

Yet most British voters do not share Mr Blair’s tastes. For a 
whole complex of reasons to do with the natural scratchiness 
of neighbours, fascism, communism and bad experiences in 
Parisian cafés, most people are hostile not just to the idea of 
“ever closer union” that is embedded in the European Union's 
founding Treaty of Rome, but also to its most tangible expres- 
sion, membership of the European single currency. Around 
70% of Britons say they do not want to join the euro. 

Even for aman with Mr Blair’s considerable powers of per- 
suasion, that is a big number to shift. The 1975 referendum on 
whether Britain should pull out of the European Economic 
Community is often cited as encouragement for him, because 
a majority wanted to pull out at the beginning of the cam- 
paign, and the referendum endorsed staying in. But the Euro- 
philes had an easier task, then. In 1975, all the big political 
parties, newspapers and lobby groups were on their side. This 
time round, many have joined the antis. 





Don’t go yet 

Mr Blair has not specified when he will call a referendum. He 
has said that Britain must first meet five economic conditions, 
but they are pretty subjective, so most people think Mr Blair 
will go to the country when he thinks he can win the vote. The 
problem for him is that he does not know whether he can per- 
suade people to vote for entry until he has started to campaign 
for it, and he cannot campaign for it properly without commit- 
ting himself to a vote that he may lose. 

Mr Blair’s European counterparts want him to get on with it 
because they are fed up with Britain’s ambivalence. The Con- 
servative Party wants him to get on with it because it reckons 
the antis can win. The Liberal Democrats want him to get on 
with it because they reckon the pros can win. The newspapers 
want him to get on with it, because it will be a good story. The 
Economist, which is happy in principle for Britain to join the 


euro, does not want him to get on with it. Here’s why. 

The economic case for going soon depends on the idea that 
postponing the decision would have as bad an effect as saying 
no. Companies looking to invest will favour countries within 
the eurozone, say those who want a referendum soon, be- 
cause of the greater exchange-rate stability and lower transact- 
ion costs it offers; so the eurozone will attract more 
investment, and more investment means more jobs. If Britain 
puts off a decision, investment will slip away. 

Yet the facts do not, so far, support that view. For most of 
the past decade Germany and France have been working on 
the single currency, while Britain has become increasingly de- 
tached from the idea, all with no visible effect on the pattern of 
foreign direct investment. In the second half of the 1990s, the 
flow of FDI rose from $24 billion a year to $39 billion a year in 
France, from $12 billion to $27 billion in Germany and from 
$20 billion to $82 billion in Britain. 


There’s plenty to do at home 

The political case for getting on with it is that Britain has influ- 
ence in Brussels because its partners assume that euro entry is 
imminent; and that as the prospect of British entry fades, so 
will Britain’s voice. But that is a case which Mr Blair will find 
hard to argue in a referendum, since he told the Times, “We ab- 
solutely have not and do not need to be a member to make our 
position strongly felt.” Anyway, influence is determined 
largely by power, and Britain’s power in Europe is institution- 
alised through, for instance, its voting weight in the Council of 
Ministers and its veto over certain policy areas. Membership 
of the single currency does not affect that. 

The political arguments, it seems to us, tip the balance in 
the opposite direction. Europe is currently engaged in a wide- 
ranging debate about the future of the union leading up to an ° 
inter-governmental conference in 2004. Until those argu- 
ments are resolved it remains unclear whether the Eu will ex- 
pand its powers over taxation and social legislation; whether 
power will shift to the Council of Ministers, to a strengthened 
commission or to the European Parliament; whether there will 
be some body charged with “economic government” as a 
counterweight to the European Central Bank; what force the 
Charter of Fundamental Rights agreed at the Nice summit will 
have. And until those issues are resolved, it would be unwise 
to deepen Britain’s relationship with the EU—and it will be a 
lot harder to persuade British voters to say yes to the euro. 

Mr Blair might well think differently. His victory this week 
may make him believe he can afford to risk losing a referen- 
dum. And the existence of the 2004 constitutional conference 
may tempt him to think that, if he loses a referendum in 2002 
he could have another go in 2005 or 2006, at which point join- 
ing could look both safe and inevitable. 

But this is to gamble with history for the sake of political 
tactics. Mr Blair would do Britain, and himself, a favour, if he 
were to postpone the idea of a referendum until it is clearer 
what sort of union Europe is turning into. For the moment, he 
should concentrate on improving Britain’s public services. 
That will keep him busy enough. = 





American justice 


Free Jenna! 


A Joan of Arc, burning on the pyre of American puritanism 


ORGET about the Senate or 

Californian black-outs. This 
summer, there is only one story 
in America: the attempt by two 
19-year-old girls, the president's 
daughters as it happens, to buy 
drinks in a Mexican restaurant 

| in Austin, Texas. This was Jenna 
Bush’s second alcohol-related offence in just over a month in a 
State that imposes mandatory prison sentences for a third of- 
fence. She compounded her crime by using a fake rp to try to 
buy her margarita—and by encouraging her goody-two-shoes 
twin sister, Barbara, to join her in flouting the law. 

“Margaritagate” has launched a national debate about 
everything from journalistic ethics to teenage stress syn- 
drome. Some of the ghastly “doctors” who take over Tv 
screens at moments like these have even blamed George Bush 
(he gave up drinking through cold turkey, rather than encour- 
aging his entire family to “work through” his drinking pro- 
blems with him). But there has been no national debate on the 
one subject that is crying out for reconsideration: America’s 
absurd insistence that people cannot drink until the age of 21. 
Most other countries allow people to buy alcohol at the age of 
18. Americans can marry, breed, abort their unborn children, 
pay taxes, appear in pornographic films, fight for their country 
and even vote at that age. But buy a margarita with your Mexi- 
can mush, and you could end up in the slammer. 

The original faggot-tosser on Jenna's pyre is easy to iden- 
tify: Elizabeth Dole. As transport secretary in the early 1980s, 
Mrs Dole hit on the idea of linking federal highway grants to 
raising the legal drinking age to 21. Sadly, even states that are 
supposed to take freedom particularly seriously, such as New 





After Peru's election 


A test of Toledo’s steel 


Hampshire (motto: “Live free or die”) decided to take the cash. 
But Jenna is not just the victim of the bossiness of a transport 
secretary (and failed presidential candidate). She is also swim- 
ming against two currents in American life: petty puritanism 
and a pathological obsession with safety. 

America rightly thinks of itself as a country conceived in 
liberty. But it is also a country that was conceived by puritans. 
Again and again, these days, puritanism seems to be trumping 
freedom. No country treats smokers (or indeed tobacco com- 
panies) with such petty vindictiveness as the United States. As 
for safety, America seems to have convinced itself that the 
world is an astonishingly dangerous place, and that the only 
way to keep these dangers at bay is to regulate even the most 
trivial bits of behaviour. Hence the need to replace standard 
playground equipment with “safer” alternatives, such as one- 
person see-saws and transparent tubes to crawl through. And 
where else would photocopier toner come in packets that 
warn you not to eat the contents? 

Of course, defenders of the current drinking laws argue 
that they have saved thousands of lives. But if raising the 
drinking age to 21 makes the roads so much safer, why not 
raise the age to 31? Or 51? Or ban alcohol altogether? After all, it 
worked so well in the 1920s. Certainly, drunk-drivers should 
be penalised severely. But there is no sillier use of the police's 
time than trying to criminalise a substance that has lubricated 
student life since universities were invented. And there is no 
simpler way of advancing liberty in America than to bring its 
drinking (and smoking) laws into line with common sense. 

Let Jenna Bush party on. And let America rise up in revolt 
against all the petty princelings of puritanism, before every as- 
pect of social life is criminalised, pathologised, regulated or 
legislated out of existence. = 


The new president has much to do to overcome the legacies of authoritarianism 


WAS fitting that Alejandro 
Toledo should win the run-off 
ballot for Peru’s presidency on 
June 3rd. Many of his country- 
men believe that only fraud and 
manipulation denied him vic- 
tory last year, when he chal- 
lenged Alberto Fujimori. Now, 
at last, after four elections and 18 months of political turmoil 
and economic stagnation, Peru has the chance not just to close 
an extraordinary and damaging chapter in its history, but to 
rebuild its democracy. 
Mr Toledo won by only five percentage points over Alan 
Garcia, an incompetent ex-president who has now achieved 
an improbable political rehabilitation. Nevertheless, the vot- 





ers’ decision to reject Mr Garcia’s insidious populism sent a 
clear message. They preferred Mr Toledo despite his flaws—ex- 
posed both by relentless campaigning and by the attentions of 
Mr Fujimori’s intelligence service. There are doubts about Mr 
Toledo's honesty in personal matters, lurid claims about inci- 
dents in his private life, an impulsive temperament and an evi- 
dent intoxication with the crowd. But Mr Toledo's blemishes 
are minor compared with those of Mr Garcia, or for that mat- 
ter Mr Fujimori. He deserves the benefit of the doubt. 

Mr Toledo earns respect not just for his tireless campaign 
against Mr Fujimori’s authoritarian regime, but also for his 
lifelong struggle against adversity. One of a family of 16 chil- 
dren who worked briefly as a shoeshine boy before winning a 
scholarship that led to a Stanford doctorate, he is Peru’s first 
democratically-elected president of Andean Indian descent. 





That is important, although its significance has been misin- 
terpreted. His supporters, including his Belgian-born wife, 
have fancifully portrayed Mr Toledo as a latter-day Inca. He is 
not. Neither does he represent any organised Indian move- 
ment of the kind that exists in Ecuador, Mexico or even Bo- 
livia. Rather, he embodies social mobility in a still-stratified 
society—and thus a justified demand that Peru should do 
much more to offer equal opportunities to its people of indige- 
nous descent, who suffer disproportionately from poverty, de- 
privation and political impotence. 

The tasks facing Mr Toledo are huge (see page 45). Peru's 
public institutions were subverted and its political morality 
debauched by Mr Fujimori. His closest adviser, Vladimiro 
Montesinos, used bribery and corruption on an extraordi- 
narily systematic scale to control and manipulate the judi- 
ciary, Congress, the media and even private business. What 
made all this harder to stomach for many Peruvians was that 
they had once had such high hopes of Mr Fujimori. 

So the first job for Mr Toledo is to restore Peruvians’ bat- 
tered confidence in democratic politics. A good start has been 
made by the caretaker government that took over after Mr Fu- 
jimori fled to Japan in November. The next step is for Mr To- 
ledo to seek a broad consensus for reforms. Mr Fujimori liked 
to keep all power in his own hands—or, as it turned out, those 
of Mr Montesinos and the army. Now Peru needs the rule of 
law, some decentralisation of power, a less political army and 
independent institutions to keep the executive honest. 


Agricultural subsidies 


If crime by those in power is to be seen not to pay, Mr Fuji- 
mori, Mr Montesinos and their cronies must be brought to 
book. That is something with which outsiders could help. Ja- 
pan has been over-generous to Mr Fujimori in accepting his 
claim of Japanese nationality; Venezuela would appear to be 
sheltering Mr Montesinos; and the United States has been un- 
forthcoming about its close relationship over a decade with 
the former intelligence chief. 

The second urgent job is to rouse the economy from paraly- 
sis induced by political uncertainty. Mr Toledo, who has 
promised market-friendly policies, can call on some capable 
advisers. Their task will be to bring back the high growth rates 
of Mr Fujimori’s best years, while spreading wide the benefits 
of that expansion. That will require a huge effort to improve 
education—while resisting the temptation to seek ephemeral 
popularity with unaffordable subsidies for job-creation. 

To do all this, Mr Toledo can count only on much goodwill 
at home and abroad, a loose political movement and, with 
luck, a narrow congressional majority thanks to some shaky 
alliances. That may be enough if things go well. But it is not 
hard to see how Peru, with a frustrated populace, a large illegal 
drug industry and some vestigial terrorist bands, could once 
again become difficult to govern, as several of its Andean 
neighbours already are. Economic growth and strong demo- 
cratic government can be mutually reinforcing—but the lack of 
either debilitates the other. Mr Toledo has at last won a long 
battle—but a harder one now begins. = 


Towards efficient farm support 


It is time to replace indiscriminate subsidies to agriculture with anew mechanism 


LL World Trade Organisa- 
tion is girding itself up to 
launch a round of trade talks in 
November. Despite failing to 
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o 29 4 60 8 month. Both developments 
make the time ripe for dealing with perhaps the biggest blot on 
the world’s trading system: agriculture. Interference in agricul- 
tural markets remains endemic, even as big countries struggle 
to fulfil their commitments from the previous set of trade talks, 
the Uruguay Round (see pages 73-76). Early negotiations hint 
at progress on the most egregious trade distortions. Domestic 
support, however, is harder to tackle. 

All of the wTo’s 141 members have a stake in farm trade, 
and most hold their positions passionately. The politics of 
farming have been sensitive at least since this newspaper cam- 
paigned against Britain’s Corn Laws in the 1840s; it is no sur- 
prise that agriculture has lagged behind in trade liberalisation. 
This time around, too, the wTo’s talks coincide with the for- 
mulation of a new, five-year farm bill in America and with 
growing arguments over the reform of the European Union's 
Common Agricultural Policy ahead of enlargement. 

Most support measures offered by governments—pay- 
ments to farmers, price subsidies, intervention purchases and 
so on—are justified by appealing to broader social benefits. 


These are said to include environmental protection, food secu- 
rity, sustaining poor rural communities and the preservation 
of cultural traditions. Yet most such benefits could be achieved 
more directly and at lower cost. To protect the environment, 
for instance, governments could set aside nature reserves; to 
sustain rural communities, they could use redistributive tax- 
ation; to enhance food security, they could buy up stockpiles 
on world markets. 

Other benefits, such as the preservation of rural traditions 
and the satisfaction of having farms to look at, cannot be de- 
rived from anything other than local, non-intensive farming. 
But these benefits are not factored into farm prices. Left to its 
own devices, therefore, the market will not deliver enough 
non-intensively farmed acres. The economics of externalities 
argue for enhancing this type of farming so as to maximise 
society’s well-being. That, in essence, is the case for public sup- 
port for farmers. But even on this basis the way that govern- 
ments have chosen to deliver it distorts prices, trade and 
behaviour, at huge cost. 


Better targeting 

A sounder system would aim directly at what is desired. If 
governments want to increase non-intensive farming, they 
should rely on those farmers most able to practise it. One way 
to do this would be to impose tradeable “obligations” that de- 
mand non-intensively farmed acres, somewhat analogous to 
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> many non-intensive acres they wanted. They would then allot 
obligations, which producers could trade. 

A scheme like this would have several advantages. First, it 
would be economically efficient: farmers who benefit most 
from intensive farming would trade their obligations with 
those who can run non-intensive farming at least cost. The dis- 
tribution of obligations could be skewed towards smaller or 
poorer farmers, if desired. Big, intensive farms would also pay 
the less well-off to take on their obligations; that would help to 
sustain farm-reliant communities. 

A system like this would also be completely transparent. 
Monitoring should be feasible: at a crop-by-crop level, check- 
ing how many acres are farmed non-intensively requires only 
information on acreage and the volume of production, plus 
occasional inspections. The system would be easily adaptable 


Energy prices 


When caps do not fit 


to changing economic and environmental conditions. A differ- 
ent target for non-intensive acreage could be set each year. 
And the whole plan would cost governments far less than 
farm support does today. 

Best of all, this system would distort trade as little as possi- 
ble. It would change the composition of farms, but not neces- 
sarily their production; one would expect many intensively 
farmed acres to be replaced by non-intensive acres. This may 
result in slightly higher prices, but only to the extent that non- 
intensive farming carries social benefits; so society would be 
better off. The key would be to find out whether these benefits 
really exist. To do that, governments would have to assess how 
much their people really value having non-intensive farms. 
That would give an idea of how much support is enhancing 
social welfare, rather than merely distorting markets. m 


Controls on energy prices sound appealing to consumers, but they are wrong-headed 





aiidas RICE controls in the United 

EA States of America? Three de- 
| cades after Richard Nixon’s 
failed experiment with fixing 
wages and prices, and his even 
more foolish controls on oil 
prices, the idea seems unimag- 
inable. Yet a growing chorus of 
Americans is now advocating price controls on gasoline, natu- 
ral gas and, most of all, electricity. 

This chorus has included, notably, populist Californian 
politicians, ensnared by the state’s prolonged electricity trou- 
bles. Rather than fixing the botched deregulation that created 
those troubles, these politicians have been baying for the fed- 
eral government to match the state’s retail-price controls with 
caps on wholesale prices for electricity. President Bush has re- 
sisted demands that the Federal Energy Regulatory Commis- 
sion (FERC), which oversees the interstate electricity market, 
should impose such caps—a stance he firmly repeated to Cali- 
fornia’s governor, Gray Davis, last week. 

But the president’s principled stand against price controls 
may prove trickier to sustain in the days ahead. The shift in 
control of the Senate to the Democrats has bolstered the 
power of those who like price controls. Carl Levin of Michi- 
gan, who wants to launch a probe of retail gasoline prices, ac- 
cuses oil companies of gouging consumers, pointing to their 
recent record profits. This has led to talk of setting ceilings on 
gasoline prices. The new Senate may also revive legislation to 
force the FERC to impose controls on electricity prices in Cali- 
fornia and other western states. The Senate’s energy commit- 
tee is no longer headed by Alaska’s Frank Murkowski, a foe of 
price caps, but by New Mexico's Jeff Bingaman, who promises 
to make price caps a priority. So does Vice-President Al Gore’s 
former running mate, Joseph Lieberman of Connecticut. 

Emboldened by new support within the Senate, Mr Davis 
has responded to the president's refusal to intervene by threat- 
ening to sue the FERC to force it to impose price caps (although 
a federal court has just thrown out a similar case). Price con- 
trols clearly chime with public sentiment, too: a poll this week 


found that 56% of Americans favour price caps for energy. 

That makes it worthwhile to repeat the lesson from past ex- 
perience: price caps are a folly. When introduced in tight com- 
modity markets, they only make things worse. In energy, they 
would weaken the incentives for consumers towards con- 
servation. And they would discourage suppliers from making 
investments in power plants and the like that would ulti- 
mately relieve shortages. Indeed, price controls have often led 
to forced rationing through queues or power cuts. From Cali- 
fornia to Brazil (which has also just bungled its way into an 
electricity crisis), retail-price controls imposed to protect con- 
sumers have been a main contributor to the ills that consum- 
ers now rail against. It is idiotic to treat a self-inflicted illness by 
inflicting more of the same. 


Awkward things, markets 

To be fair, two rather more sophisticated arguments are put 
forward for energy-price controls. One is that most energy 
markets are not genuinely competitive, thanks to collusion 
and other illegal behaviour by energy producers and sellers. 
That is indeed a grave concern. However, price caps are not the 
remedy. If those hurling accusations of “price gouging” have 
any evidence of wrongdoing, they should have resort to 
America’s strong competition and antitrust laws, rather than 
to meddling even more with the market. 

The second argument is that temporary price caps, set at a 
level that allows “reasonable” profits, may be a necessary part 
of a broader reform of flawed markets. California’s power 
market certainly needs fixing. But allowing politicians rather 
than competition to dictate “reasonable” profits is a sure for- 
mula for disaster. And “temporary” price caps have a funny 
way of turning out to be not so temporary. 

Even if those objections are overlooked, and price caps im- 
posed as an unpalatable if necessary interim measure, one in- 
convenient fact remains. None of those arguing for price 
controls, whether on gasoline, natural gas or electricity, has 
proposed credible fixes for the structural defects that pushed 
prices up in the first place. Price caps should, in short, be seen 
for what they are: part of the problem, not the solution. = 
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Mobile security from Ericsson. af Worry-free mobile transactions. 


The Mobile Internet Revolution. 


It’s an everyday thing. 
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The issue of global warming 

has given rise to heated debate. 

Is the burning of fossil fuels 

and increased concentration of 
carbon dioxide in the air a serious 
threat or just a lot of hot air? 


(Each Shell company is a separate and distinct entity. In this advertisement, the words “Shell”. “we”. “us” and “our” refer, in some places, to the Royal Dutch/ Shell Group 
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OR CLEAR THE AIR? 


Shell believes that action needs to be taken now. 
We are delivering on our commitment to reduce 
greenhouse gas emissions from our operations. 
We're working to increase the provision of 
cleaner burning natural gas and encouraging the 
use of lower-carbon fuels for homes and transport. 
It’s all part of our commitment to sustainable 
development, balancing economic progress with 
environmental care and social responsibility. 
Solutions to the future won't come easily, 
particularly in today’s business climate, but you 
can’t find them if you don’t keep looking. 


WE WELCOME YOUR INPUT. CONTACT US ON THE INTERNET AT WWW.SHELL.COM OR 
EMAIL US AT ‘TELL-SHELL@SI. SHELL. COM’ OR WRITE TO US AT; ‘THE PROFITS & PRINCIPLES DEBATE: 
SHELL INTERNATIONAL LTD, SHELL CENTRE, LONDON SE! 7NA, UK 








Letters es 


Fact or fission 


SIR - There are several imagin- 
able scenarios for the change 
n energy position in the next 
20 years (“A new dawn for nu- 
clear power?”, May 19th). If 
«we are lucky, we will compen- 
-Sate progressively for the 
exhaustion of oil and gas 
through the construction of 
mew nuclear reactors, transfer 
of fuel use and more recycling 
of hydrocarbon materials. 
If we are unlucky and 
there are severe shocks to oil 
_ and gas supply from oil em- 

_. bargoes, Arab-Israeli wars or 
-Gulf conflicts, secure nuclear- 
‘nergy supplies could mean 
he difference between a local 
ecession and the collapse of 
European industries and pub- 
ic services. It is a form of 
nsurance and, as with all 
such arrangements, it is much 
heaper to take out the policy 
well in advance of the risk be- 
-ing realised. 

_ P.H, SPARE 
< Davenham, Cheshire 























: SiR - While, as you note, natu- 
ral gas is not an OPEC 
“monopoly, the rapid increase 
-in its usage for electricity pro- 
-duction would be mirrored by 
ncreasing oil demand if 
rance, Japan and other re- 
ource-deprived countries 
ibandoned nuclear energy. 
America would suffer just the 
ame, as OPEC oil is finite and 
yy now we have learned what 
OPEC’s policy is all about. 
American self-sufficiency is 
-not the only issue. 

JAN BLOEMRAAD 

-Toronto 


$1 ~ Your special on nuclear 
-. power is one of the more neg- 
atively biased I have seen. For 
example, in your chart on 
changing global energy use 
you do not mention that the 
heavily subsidised wind- and 
solar-power industries ac- 
count for less than of one 
percent of the world’s electric- 
ity consumption; nuclear 
` power accounts for over 20%. 
JOHN STEVENSON 
Cleveland, Ohio 












SIR - You reassure us that nu- 
-clear plants “are beginning to 
be run as proper businesses 


by serious managers.” British 
American Tobacco is consid- 
ered by some to be run asa 
proper business, and few of us 
would accuse their managers 
of frivolity. Yet, in the same is- 
sue (“Outrageous fortune”), 
you Say it is in “one of the 
world’s least socially responsi- 
ble industries.” 

No business can be said to 
be good, proper and socially 
responsible unless it meets the 
following criteria. One, it is 


run profitably, efficiently and — 


ethically. Two, it delivers pro- 
ducts or services that meet 
real needs without damaging 
human health, well-being or 
the environment. Three, it re- 
ceives no government largesse 
in any form, however covert, 
and especially not from any 
government that claims to be 
implementing large tax cuts. 
DAVID ALEXANDER 

Zeist, The Netherlands 


Academic interests 


SIR ~ Asa culture of greater 
transparency spreads through 
academia, why stop with the 
scientists (“Outrageous for- 
tune”, May 19th)? Other 
academics, whether profes- 
sors at business school or 
foreign-policy analysts, can 


` also be swayed—or give that 


impression—thanks to exter- 
nal consultancies. While 
contacts between academics 
and the wider world should 
be encouraged, vested inter- 
ests deserve to be aired. 

All academic journals 
would benefit from a stricter 
regime. Many could do witha 
regime in the first place. Dis- 
closure may not be watertight 
but it would do much to deter 
the tiny minority of down- 
right corrupt purveyors of 
“independent” research. 
ALEXANDER EVANS 
London 


Jeeves and Woodward 


sir -I am ata loss to under- 
stand the purpose of your 
snide remark about Shaun 
Woodward, a presumably 
wealthy Labour Party candi- 
date, who is said to employ a 
butler, thus making him unfit 


to represent a “working-class 


constituency” (On the trail, 
May 26th). In America, some ~ 
of our wealthiest people are 
major contributors to the 
Democratic Party, and one of 
the best (and wealthiest) rep- 
resentatives of ordinary 
working people is Senator Ted 
Kennedy. Perhaps, in Britain, it 
is a class thing. 

A.J. SHERIDAN 

Miami 


Opening the skies 


SIR ~- I take exception to your 
description of open-skies 
agreements between America 
and European countries as a 
“sham” (“Unfinished busi- 
ness”, May 26th). While a 
US-EU agreement is an ulti- 
mate goal in transatlantic 
liberalisation, America has 
been unable to negotiate with 
the Eu as the European Com- 
mission lacked a mandate 
from member states to negoti- 
ate traffic rights with America. 
In the meantime, open-skies 
agreements played, and con- 
tinue to play, an important 
role in the evolution of inter- 
national aviation. 

You claim that airlines 
with antitrust immunity (like 
United Airlines and Luft- 
hansa) will conspire to cut 
capacity and raise fares. On 
the contrary, as many studies 
by the American government 
and others have concluded, 
prices for tickets in open-skies 
markets with alliances are 
lower than in markets without 
alliances. The alliance be- 
tween United Airlines and 
Lufthansa has also made pos- 
sible new services between 
America and Germany. More- 
over, alliances offer 
consumers many other bene- 
fits, including additional new 
services. 

Compare this with the re- 
strictive market for travel 
between Britain and America 
dominated by American Air- 
lines and British Airways. 
Here, a world-class airline, 
BMI (formerly British Mid- 
land), is prevented from flying 
to America from Heathrow 
and United Airlines is unable 
to increase capacity on key 
routes such as London-Chi- 
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cago. Compared with 

Germany fewer new routes 

were opened in this market 
and prices per mile arethe é s 
highestamong transatlantic 2 
mick. ee 





Open-skies agrecinents are 


an important and significant 
step in opening up interna- 
tional aviation markets to the 
ultimate benefit of the flying 
public. They have also al- 
lowed airlines to “test the 
waters” by operating in mar- 
kets stripped of protectionism. 
Once the European Commis- 
sion obtains a full negotiating 
mandate, these airlines would 
have gained necessary expeti- 
ence to succeed under the bg 
US-EU accord. 

SHELLEY LONGMUIR 

Senior vice-president 

United Airlines 

Heathrow Airport, Middlesex 


Power cut 


SIR - “Power corrupts, said 
Lord Acton, a Liberal peer. But 
loss of power, said somebody 
else who might as well have 
been talking about a Liberal, 
tends to corrupt absolutely”, 
says Bagehot (May sth). That 
somebody else was Pierre Tru- 
deau, a Liberal prime minister. 
And he was talking about a 
Conservative. 

FRANCIS MCINERNEY 

New York 


Rainforest conservation 


SIR ~ You offer a generally 
well-balanced look at the 
enormous task Brazil faces in 
promoting sustainable de- 
velopment in the Amazon 
(“Saving the rainforest”, May 
12th), but some clarification is 
needed about the 2000-03 na- 
tional-development plan, 
Advance Brazil. 

The plan does not promote 
additional cutting of the rain- 
forest. Not one real is allocated 


for deforestation but there are ~ê 


six programmes for environ- » 








‘Standard % Chartered 








A BARKERS NORMAN iein 
The Economist June 9th 2001 




















@ Standard Chartered is an international bank focused on the 
emerging markets and is a prime intermediary in trade and capital 
flows between OECD and developing countries. The focus is on 
delivering high quality, innovative, competitively priced products and 
services to its customer base. 


@ As part of its strategy to further develop its position within 
French speaking Africa, the bank is looking to appoint a Country 
Manager for one of the larger French speaking African countries. 


@ The Country Manager will be responsible for achieving country 
profit targets and managing the business in line with group business 
strategies and policies. Key responsibilities will include providing 

clear leadership; developing a culture of productivity and customer 
service excellence; achieving an effective people management and 
development strategy; and building relationships with customers and 
leading institutions. 


Please apply quoting reference 11248AA with full career and salary details to: 
Adrienne Fish, Whitehead Mann GKR, Queensberry House, 3 Old Burlington Street, 
London W1S 3AE. Tel: 020 7534 0077. Fax: G20 7534 0009 
Email: helwyn.wood@wmana.com Web-site: www.wmarit.cam 








Countr y Manager, French $ pe aking Africa - 
EXCELLENT OPPORTUNITY TO JOIN A LEADING INTERNATIONAL BANK 
Africa 


Competitive Package 


SITED TIPIESE BRI SUE EEE REER I RAISIN BRERA EEIE SIERE 





@ Candidates will have experience of working for a major 
international financial institution. Ideally they will have worked in 
an international arena as well as French speaking Africa, They will 
have a background in banking combined with a sound knowledge of 
risk management and corporate governance. Fluency in both French 
and English is a prerequisite. 


@ Candidates will be successful international bankers with the 
credibility and track record to represent the bank as a Country 
Manager. They will have a good understanding of international 
business management practices and quality standards as well as a 
global perspective and multicultural sensitivity. 


@ Strong management experience, together with excellent 
commercial awareness, is important. Outstanding communication 
and leadership skills are essential as well as a high level of energy. 
A track record in managing change is also required. Success in this 
role will lead to excellent career development opportunities across 
the Africa region and worldwide. 





Whitehead Mann GKR 








PPP Healthcare Medical Trust 


Chief Executive 


Six Figure Package 


Central London | 


We seek an exceptional individual to lead the executive team of this major grant making charity. 
The Trust aims to support a wide range of medical research, education, training and service delivery initiatives 
in the field of healthcare and public health. 


THE CHARITY 

* Dedicated to improving standards in healthcare provision and 
medical education/training in the UK and internationally. 

+ Well-endowed trust. Grants in 2001 will be circa £20 million. 


* Eminent Board of Governors, actively committed to the Trust’s work, 
supported by able executive team. 


THE POSITION 

* Lead and manage the Trust in a period of further development, 
creating new programmes and strengthening existing ones. 

* Represent the Trust's interests to a diverse range of organisations 
and individuals, ensuring that its work is widely known, understood 
and valued. 


* Ensure that grant applications are handled sensitively and equitably 
and foster processes to monitor the Trust’s programmes efficiently 
and informatively. 


THE PERSON 

* Senior executive with proven leadership skills. Able to enthuse staff, 
to communicate well with Governors and to promote the Trust's 
activities. 


* Strategic thinker with the ability to enhance the Trust's reputation for 
the development. of human capital in the healthcare professions and 
the translation of scientific knowledge into medical practice. 


* Experienced, responsible and versatile manager with the personal 
and professional stature commensurate with this substantial role. 


Please send CV and covering letter to Jonathan Urch at Norman Broadbent, Dorland House, 
20 Regent Street, London SW1Y 4PH or email: lise.dickson@normanbroadbent.com quoting ref: PS204400. 
Contact Jonathan Urch for an informal discussion or with an enquiry. Tel: 020 7484 0041. 


NORMAN BRO DBENT 





Incorporating NB Selection 
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RECRUITING EXCELLENCE 





SO 9002 Registered 
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appropriate. Several other pro- 

-grammes address social 

development in the region. 

| Moreover, Advance Brazil 

_ does not cut any new high- 

_. ways but merely paves 

existing ones. As you rightly 
_ imply, itis unrealistic to argue 

_. that the Amazon should re- 

__. main untouched. Sustainable 

_ development requires a cau- 

_.- tious but proactive approach. 

o JOSE PAULO SILVEIRA 

Secretary of planning and stra- 

tegic investments 

Planning Ministry 

‘Brasilia 























‘SIR ~ Your characterisation of 
the economic returns to sus- 
tainable timber management 
in the Amazon is misleading. 
Years of effort and hundreds 
of millions of dollars in in- 
-vestment have failed to yield 
truly sustainable forestry sys- 
tems because conventional 
logging remains financially 
more attractive. 
Further, one needs to be 
clear about the distinction be- 
‘tween sustainable timber 
management, which includes 
investments in future har- 
vests, and reduced-impact 
logging (RIL), which does not. 
Successful forest regeneration 
‘requires actions such as main- 
taining seed trees, thinning 
harvested stands and more. 
‘Without these investments 
RIL is unlikely to be any more 
sustainable than conventional 
-=> logging. If, as you say, RIL is 
= more profitable than conven- 
tional logging, the private 

sector should be adopting 
these techniques, yet we are 
© far from seeing a proliferation 
of RIL in Brazil (or anywhere 

else). 

EDUARD NIESTEN 
©. SHELLEY RATAY 
== Conservation International 

: Washington, DC 










sir - You highlight the poten- 
tial for enlightened authorities 
reaching a balance between 
economic and environmental 
objectives for managing for- 
ests. Such a regime was 
:developed and operated for 
the last six years, by Timber- 





lands West Coast, a New | 
Zealand state-owned enter- 
prise. Central government, the 
local community and environ- 
mentalists agreed to put land 
and forest of significance in 
the control of the Department 
of Conservation, with a small 
area of 50,000 hectares made 
available for sustainable indig- 
enous forest harvesting. This 
was similar to RIL schemes, 
but even less intrusive 
through helicopter extraction 
of single specimens. 
Regrettably a left-wing La- 
bour Party bought urban 
votes by promising to ban the 
operation. They won the elec- 
tion, the local region lost a 
major developing industry 
and the world lost perhaps the 
most developed example of 
sustainable harvesting. 
REX LOACH 
Nelson, New Zealand 


Sudan and oil 


SIR -Jim Buckee (Letters, May 
19th) asserts that there is no 
fighting or displacement of ci- 
vilians in the Sudan 
oil-concession area where his 
company, Talisman Energy, 
operates. This is untrue. In 
April, I visited Talisman’s con- 
cession area in Western Upper 
Nile on behalf of a number of 
Canadian and British non- 
governmental organisations. I 
travelled to the large part of 
the area that lies outside gov- 
ernment control. Neither 
Talisman nor Sudan’s govern- 
ment co-operated in this 
investigation. I heard numer- 
ous eye-witness accounts of 
attacks on civilian settlements 
by government bombers and 
helicopter gunships, govern- 
ment troops and pro- 
government militias. Several 
of the gunships operate from 
oil facilities at Heglig, built 
and maintained by the con- 
sortium of which Talisman is 
part. This was acknowledged 
recently in Talisman’s own 
compliance report, a fact that 
seems to have slipped Mr 
Buckee’s mind. 

Mr Buckee claims that 
there has been a population 
increase in Talisman’s area of 
operation but the expansion is 
not a sign of prosperity. It is 


the opposite: further evidence 
of the violent displacement of 
civilians from rural areas. 
JOHN RYLE 

London 


Taxes and the French 


SIR - It is true that most 
French people are pleased 
with their public sector (“They 
love it”, May 26th). One rea- 
son is ignorance. When I 
arrived in France in 1996 from 
Sweden the cost of a long-dis- 
tance phone call was 
three-times higher. Roughly 
speaking, it still is. Electricity 
too, for domestic use, costs 
about three times as much. 
Sweden gets about 50% of its 
electricity from nuclear plants, 
the rest from hydroelectric 
ones. France is not hugely dif- 
ferent. The French are happy 
with EDF because they are un- 
aware of how much they pay 
relative to consumers else- 
where. 

ERIK LIDSTROM 

Paris 


SIR - It is true that a lot of 
public money is channelled 
towards France’s TGV, but 
look what the taxpayer gets in 
return. A high-speed rail net- 
work covering the country 
with affordable ticket prices, 
permitting the average tax- 
payer to use the system 
without breaking his own 
bank balance. The British tax- 
payer pays far more for his 
ticket and gets a vastly slower 
service. Yet after privatisation 
he is still required to stump up 
to subsidise the network. 
NICHOLAS MOORE 

St Quen, France 


Political asylum 


SIR ~ Conservative proposals 
to reform the British asylum 
system are far from nonsensi- 
cal and certainly not dishonest 
“Lunatic”, May 26th). The 
great majority of people 
claiming asylum in Britain are 
not refugees in terms of the 
1951 UN convention. Last year, 
10,000 applicants were found 
to be refugees and about 


11,000 did not satisfy the 


terms of the convention but 







were, nonetheless, allowed to 
stay. In the same period 
77,000 were rejected. 

Our proposals for secure 
reception centres will deter 
unfounded claims and allow 
cases to be processed quickly. 
Those with a genuine claim 
will be helped to settle in Brit- 
ain; those whose cases are 
rejected will be removed from 
the country. Your estimate of 
25,000 reception-centre places 
is based on the inaccurate as- 
sumption that the average 
time to process new applica- 
tions would be six months. 
Even Labour’s target time for 
processing new asylum cases 
is eight weeks and the average 
stay in Oakington, the govern- 
ment’s existing reception 
centre, is seven to ten days. 

Legal and language sup- 
port, asylum casework and 
appeal hearings would be pro- 
vided on site. That, together 
with other procedural changes 
that we propose, would speed 
up significantly the time taken 
to deal with applications. That 
in turn will reduce the num- 
ber of places needed. 

Reception centres are not 
prisons, as you suggest. They 
will be similar to reception fa- 
cilities used in a number of 
European countries. The cen- 
tres will be secure at the 
perimeter only. Our plans are 
a serious proposal to reform 
our creaking asylum system, 
something which all other 
parties seem to be avoiding. 
DAVID LIDINGTON 
Conservative Party spokesman 
on home affairs 
London 


In the prairie doghouse 


SIR - The animal pictured in 
your article on water in Texas 
(“Pay up or dry up”, May 26th) 
is nota groundhog but a prai- 
rie dog. A prairie dog is 
smaller than its counterpart 
and is highly gregarious. 
Hence two friends sneaking a 
drink from a pump. 

K. SITARZ 

Paris 


SIR ~ We call’em gophers 
down here. 

JO SCHROEDER 
Houston, Texas @ 





Real World, Real Learning’ 





IMD is dedicated to the development of top business executives at each stage of 
their careers. Our executive. develapment programs address real world 
management challenges. Learning is achieved thraugh debate and diversity 
complemented with IMD Faculty’s original research. 


To help us maintain our position as a leading supplier 
of open enrolment and custom-designed executive development programs 
and events, we are seeking to recruit a full-time 


Head of Client Services 


to manage our sales & marketing back office operations 


Reporting directly to the President, you will play a key role within our senior 
Marketing team ensuring that IMD reaches its revenue targets for Open Enrolment 
executive development programs. 
Responsibilities: 
Assume. overall operational and organisational responsibility for the sales & 
marketing back-office operations. 
interface with IMD's business development team and the back office operations. 
Assist in the development of our e-marketing IT initiatives in fine with [MD’‘s 
business objectives. 
* Manage our direct mailing and marketing data-entry operations 
Lead a team of internal sales, marketing, administrative and technical personnel, 


Profile desired: 


MBA or equivalent University/business qualification 
Minimum 7 years experience in a sales or customer service management role, 
preferably in executive education &/or a multi-national organisation. 

* Demonstrated experience in managing sales targets and revenue objectives. 

* Indepth knowledge of e-based sales & marketing database/internet applications. 
A profound understanding of IMD’s business and our position within the 
market place. 

* Fluent in spoken and written English. French and/or German fluency are an asset. 

* Excellent presentation, communication and inter-personal skills. 


If you have the above skills and would like te work in our challenging 
environment, please send your résumé with a letter of motivation in English to: 


Gerald Quinney, Human Resources Manager, 
iMD, Chemin de Bellerive 23, P.O.Box 915, CH-1001 Lausanne, Switzerland 
or email at quinney@imd.ch, www.imd.ch 


‘FINANCIAL MANAGEMENT 
SPECIALISTS 


(PUBLIC & PRIVATE SECTORS) 


The World Bank seeks Financial Management Specialists to work at its 

Headquarters in Washington, DC. The positions are available in several areas 

of the organization with responsibilities which include: =. 

e Ensuring sound financial management policies and procedures are applied in all 
phases of World Bank financed projects; 

e Assessing financial management arrangements for individual projects, including 
coordination with disbursement and procurement requirements; 

¢ Undertaking diagnostic review of financial accountability in both the public and 
private sectors to assess risks to World Bank programs and guide the design 
and implementation of capacity building programs; 

e Providing strategic and operationally relevant advice to country authorities and 
Bank project teams to strengthen financial management in client countries. 


Selection Criteria: 

e A university degree with professional accounting qualification (CPA, CA, ACCA, 
etc.) or exceptionally strong experience in public sector finance: 

+ Five or more years of relevant financial management experience; 

* Experience with developing countries is particularly desirable. 

For more information or to apply, send a detailed curriculum vitae 

{in English) by July 20, 2001, to our website at: 

www.worldbank.org/Careers (select Vacancy #FMS2001). 


Women and developing country nationals are encouraged to apply. Only short 
listed candidates will be notified. 


Our Dream is 


a World Free of Poverty... a 3) World Bank 


-The Economist June 9th 2001 





EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on` : 
1 June 1998, is seeking to fill the vacancy detailed below in the Financial. 
Law Division of the Directorate General Legal Services. 


The ECB has its own terms and conditions of employment, including. | 


a competitive salary structure, retirement plan, health insurance and f 


relocation benefits, Candidates must be nationals of a Member State | 


of the European Union, 
LAWYER 


(Reference: ECB/171/01/TE) 


The Financial Law Division is one of two divisions within the ECB’s” 
Directorate General - Legal Services. The Financial Law Division is 
responsible for, inter alia, the legal aspects of ECB’s activities relating 
to monetary policy, financial markets, foreign reserve operations, own 
funds management, payment systems, securities clearing and settlement, 
compliance and financial regulation, The Financial Law Division consists 
of several teams, each of which consists of lawyers from different EU 
jurisdictions and covers a part of the Division’s responsibilities. The 
successful candidate will be a member of one such team, and is expected 
to work on legal issues related to banking and finance. In addition to his or - 
her functions within the Division's team structure, the successful candidate ` 
will also build up a portfolio of his/her own responsibilities within the- 
framework and with the support of the Financial Law Division. i 


For this position, the ECB is seeking a lawyer with a sound legal — 
background in financial work and a strong interest in the developments of - 
European financial and capital markets. The successful candidate may have ` 
built up experience through work in a law firm, commercial bank or the 
public sector. Applications from lawyers qualified to practice in the United . 
Kingdom will be particularly welcomed, whereby a successful candidate ` 
trained in the law of England and Wales and/or Scotland will be expected 
to fulfil certain country-specific legal functions with regard to the United. 
Kingdom and the financial markets of the City of London. 


Qualifications and experience 


* Advanced university degree in law obtained in an EU Member State 
and/or qualification to practice law in an EU Member State, preferably 
the United Kingdom. ; 

* Financial law experience, preferably through previous work experience. 
with a law firm, bank or the public sector dealing with legal matters 
related to banking and finance or financial markets. 

* Working knowledge of Community law. 


e Very good command of English with proven drafting ability. Working |}. 


knowledge of one other official Community language is required. 
* Ability to work with a high degree of efficiency under time pressure. ES 
* Strong interpersonal and communication skills, self-motivation and the f- 
ability to work as part of a team. 
* A sound knowledge of financial and economic affairs in general. p5 
* Experience in using information technology and office software $> 
systems. 


Applications | 

Applications should be submitted in English and include a covering [| 
letter, curriculum vitae and a recent photograph, together with references | 
confirming the required experience and skills. They should be addressed, {> 


| quoting the reference number, to the European Central Bank, Directorate - . 


Personnel, Postfach 16 03. 19, 60066 Frankfurt am Main, Germany | 
and should reach the ECB no later than 25 June 2001. Applications will be — 
treated in the strictest confidence and will not be returned. 


This vacancy has also been posted on the ECB’s website at www.ecb.int. | 
To meet the deadline, a copy may be sent by fax to +49 69/1344 7979 or | 
by e-mail to recruitment@ecb.int. However, a signed application must : 
still be sent by post. : 





* Executive Focus 


UNITED NATIONS NATIONS UNIES 


. 


seeking professional following position: 

DIRECTOR, DIVISION FOR THE ADVANCEMENT OF WOMEN 

D-2, DEPARTMENT OF ECONOMICS AND SOCIAL AFFAIRS 
UNITED NATIONS SECRETARIAT, NEW YORK 


FUNCTIONS: Under the general direction of the Special Adviser on Gender 
issues and Advancement of Women, the incumbent is responsible for: 
a) Planning, management and execution of the work programme of the Division 
in implementation of the Beijing Platform for Action and the Outcome Document 
of the special session of the General Assembly on Beijing+5; 
b) Providing relevant secretariat services to bodies as the Commission on 
the status of Women, the Committee on the Elimination of Discrimination against 
Women, ECOSOC and the General Assembly; 
c) Formulating policy recommendations and providing strategic advice and 
substantive support to the Adviser in the implementation of the Division's 
work programme as well as in the areas of p atic coordination with other 
UN System-wide entities, Member States, |GOs and NGOs; 
d) Directing outreach activities, targeting interaction and co-operation with the 
academic community, women’s organizations, national machineries and 
developmental institutions; 
e) Providing gender advisory services to Member States; 

the Special Adviser in Werk ap cde ye inter-agency, expert and other fora, 
and supporting the work of the Office of the Special Adviser. 


QUALIFICATIONS-Advanced degree in Economics, Social Science, Political 
Affairs or Law. In-depth knowledge of poa gender issues as well as UN gender- 
related pro, as requested. nsive pro ively responsible and 
relevant experience, including at the international level, in designing and developin 

policies, outreach activities, aaa? services and the management o 
multidisciplinary programmes dealing gender and the advancement of women. 


Languages: Fluency in English and/or French. Excellent drafting abilities in English is essential. 
Deadline for application: 17 JULY 2001. 


The position is based in New York. Preference will be given to equally qualified 
women. The United Nations offers a competitive benefits package. (Please refer 
to www.un.org for more information). 


Detailed curriculum vitae, including date of birth and nationality, should be sent 
to: VA-0| -E-ESA-00] 921-E-NY/EMG, Staffing Support Section, Office of Human 
Resources Management, Room S-2475, United Nations, New York, NY 10017. 
Fax No. 212-963-3134. E-mail address: staffing@un.org 


Due to the volume of applications, all internal candidates and only those 
external candidates under serious consideration will be acknowledged. 


European 
Investment 
Bank 


A career in the heart of Europe 


The EIB, the financial institution of the Euro 
its Directorate for Economics and Information, an (m/f) 





COMMONWEALTH TELECOMMUNICATIONS ORGANISATION 
Director, Development Programmes 


The CTO is the leading Commonwealth agency in information and communication 
technologies. It works with governments, telecommunications businesses and other 
organisations to promote telecoms, internet and other information and 
communications technologies (ICTs), particularly in social and economic 
development. It currently delivers 200 bilateral technical cooperation projects 
annually, alongside a programme of international conferences and workshops, and 
other work with a variety of business and development partners. 


The postholder will: 

¢ direct a new three-year partnership with the UK Department for International 
Development and others, ‘Bridging the Digital Divide’, to enhance capacity- 
building in policy-making and regulation in information and communications in 
developing countries: 
develop the CTO's work with international development agencies to promote 
use of information and communication technologies in social and economic 
development and address the digital divide; 
ensure that the CTO remains at the forefront of activity in telecommunications 
and ICTs for development. 


The successful candidate will have expertise and experience in at least two of the 
following: 
development policy, in particular ICTs for development, 
tclecommunications policy and regulation; 
managing technical cooperation programmes and relations with donor 
agencies,and will report directly to the Executive Director. 
The post will be based in London on an initial three-year contract with a competitive 
salary, 
The CTO is an intergovernmental treaty organisation, and staff positions must be 
filled by citizens of Commonwealth countries. 
To apply, please send cover letter, detailed CV, examples of previous work and the 
names of three referees to the Executive Director, CTO, Clareville House, 26/27 
Oxendon St, London SWIY 4EL, UK by 7 July 2001. Interviews will be held in 
London in late July. 


n Union, is currently seeking for its Economic and Financial Studies Department within 


Economist 


A short or permanent appointment would be considered. 
The Economic and Financial Studies Department participates in the Bank's strategic decision-making in areas of finance, corporate planning 


and lending policies. To this end, the Department carries out targeted research in economics and finance, participates in international forums 
and maintains liaison with counterparts in other international organisations. It provides a stimulating environment for economists interested in 
the policies of the European Union, banking and macroeconomics. 
Duties: © Prepare in-depth studies on a broad range of macroeconomic and financial issues. * Prepare policy notes for senior management. 
e Participate in the Department's general research activities. 
Qualifications: Ħ* PhD in economics. * Previous experience in a financial institution, consulting company or international orpanisalion would 
be an asset. © Perfect knowledge of English or French and good knowledge of the other language. Working knowledge of other European 
languages would be an advantage. 
Skills: © Very good analytical skills. ¢ Excellent writing and presentation skills. ¢ Ability to communicate complex economic concepts simply. 
Applicants must be nationals of a Member State of the European Union. The EIB offers attractive terms of employment and 
remuneration with a wide range of benefits. The EIB is an Equal Opportunities Employer. 
peeecnons should include a cover letter quoting the relevant reference number and a curriculum vitae in English or French and 
sent to: 
EUROPEAN INVESTMENT BANK, aoe Division, Ref.: EI01ECO02 
L-2950 Luxembourg. Fax + 352 4379 2545. E-mail: jobs@eib.org 
lications will be treated in the strictest confidence. They will not be returned. Personal data are protected by Community Regulations. For 

further particulars about the EIB, its remits and how it operates, visit the EIB’s website: http://www.eib.org 
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> \ BANK FOR INTERNATIONAL SETTLEMENTS 





















An outstanding opportunity for a 5-10 year qualified 
lawyer with banking or financial markets experience 






Legal Counsel Switzerland 


The Bank for International Settlements (BIS) is the world's oldest international financial 
organisation. Established in 1930 to promote co-operation between central banks, the 
bank now has approximately 500 staff drawn from more than 35 countries. 


Based in Basel, Switzerland, the bank's legal service wishes to recruit a lawyer, 
qualified in a common law jurisdiction, to work within a multi-national team of 
lawyers, This is a rare and exciting opportunity to advise on areas such as banking and 
financial law, as well as on a wide range of corporate and contractual matters. 










The successful candidate will have 5-10 years’ banking or financial markets experience 
gained either within a top international law firm or within the legal department ofa 
major financial institution. You must be fluent both in English and in an additional 
major language (preferably French or German). Experience of having worked in the 
UK, whether in private practice or in-house, is essential; in addition, professional 
experience gained in continental Europe would be advantageous. 


















This role commands an attractive remuneration package and the opportunity to work 
in a truly international environment, advising on a range of legal issues relating to all 
aspects of the bank's activities. 







If you would like to find out more about the Bank for International Settlements, 
further information is available on the bank's website at www.bis.org 
























020 7415 2828 or write to him at Taylor | 
London ECAY 4JA. Fax: 020 7463 0741. Email: richardhanks@taylor-root.co. 
This assignment is being handled by Taylor Root and ali direct and third party 
applications will be forwarded to them for consideration. 


Taytor * Root 


GLOBAL LEGAL RECRUITMENT 














INTRAL ELECTRICITY BOARD 


Republic of Mauritius 


international Centre for Research in Agroforestry 
Recruiting a 


Regional Coordinator for Southeast Asia 






The Programme 
ICRAF's programme in Southeast Asia addresses the specific problems arising at the interface of - 
forest and agriculture throughout the region. This agenda is implemented within an integrated natural” 
resources: Management framework. It focuses on small-scale farmers, their production systems ant 
natural resources, and environmental conservation. The programme emphasizes. through - 
collaborative research and development activities, the roles thal trees play in enhancing the 
productivity and resilience of the natural resource base of agroforestry landscapes. This includes work 
to provide management options for farmers and policy-makers that improve watershed Functions, 
reduce soil erosion, conserve biodiversity, whilst increasing productivity and reducing farmers’ risks. 
The programme also builds partners’ capacity to conduct agroforestry research, taining and 
education, ICRAF scientists are currently based in Indonesia, Thailand, and the Philippines, and wark ES 
with a wide range of international and national partners. The programme also works closely with the fi 
CGIAR systemwide programme on Alternatives to Slash and Burn Agriculture. 
The Position a 
Based in Bogor (Indonesia), the regional coordinator is responsible for shaping the content and. pi 
assuring the quality, relevance, integration, planning. implementation and effective delivery off 
ICRAF’s activities in the region. This includes managing the scientific agenda, raising funds f 
establishing and facilitating partnerships and alliances, managing all staff in the region, and liaising o. 
with donors, ICRAF staff in other regions, and ICRAF management. The coordinator is directly 
responsible to the Director of Research, is a member of the middle management team of IC RAF, | 
and receives technical support in financial and administrative matters from the Management. | 
Services Division of ICRAF. E: 
The Candidate 
ICRAF believes that staff diversity promotes excellence and strongly encourages applications from . 
women and from citizens of developing countries. The successful candidate wili; i 
* hold a PhD. in a discipline relevant to agroforestry or natural resources management 
* have demonstrated strong scientific research skills and strong conceptualization skills 
* have at least 8 years of post Ph.D. experience, most of which will preferably be in Southeast Asia. ` 
+ have a successful record of research management and administrative responsibilities in the 
international field, including fund-raising 
* be experienced in leading innovative and productive interdisciplinary research teams, and 
have the ability to foster a vibrant team approach in a nyulticultural environment and to 
nurture complex partnerships 
* be willing to travel extensively throughout the region and to donor countries 
e have excellent oral communication and writing skills 
Terms of offer : 
ICRAF offers an internationally competitive salary and benefits package, and a collegial and 
gender-sensitive. working environment. The contract is for continuing appointment up to 10 years 
subject to a one-year probation period, annual assessment of performance, continued relevance of 
the position and available resources. Applicants are invited to send a detailed curriculum vita, witir- 
salary details, date of birth and the names and addresses of three referees (including telephone, fax. 
numbers and email address}. All correspondence should be addressed to the Head of Human 
Resources, International Centre for Research in Agroforestry, PO Box 30677, Nairobi, Kenya; $ 
Tel +254 2 524000 or 1 650 833 66445: fax +254 2 524001 or 1 650 833 6046, emak- 
bh. kimani @cgiarorg. Applications will be considered until July 31" 2001 or until the position is 
filled. Please indicate your recruitment source in your application. 
We invite you te learn more about ICRAF by accessing our web site at 
http://www.cgiarorgiicraf on the Internet. 














































Central Electricity Board ((CEB‘) is the principal agency responsible for generation, transmission and distribution of electricity throughout the Republic of Mauritius. 


Mauritius is located in the south-west Indian Ocean and is one of the world’s fastest growing economies since the carly 1980s. CEB is currently undergoing reforms to ~ 
improve its operational efficiency and strengthen its financial position, As part of the reform process, CEB is seeking to induct highly competent professionals in the — 


following positions: 


General Manager 


The position, directly accountable to the Board, will be responsible for the overall management of CEB in the capacity of a CEO with a focus on the long-term strategic 
issues. Responsibilities will include development and implementation of CEB’s business plan, ensuring improvement in financial and commercial performance and 
managing the key stakeholders including government, regulator, customers and employees. 


Suitable person will have proven leadership abilities, experience in managing generation, transmission and distribution operations and leading large scale organisational 
transformation. The person should be an engineering graduate with at least 20 years of experience in power utilities out of which 3-5 years should be at the board level or 
a business head level. A post graduate qualification in business management would be advantageous. 


Distribution Manager 
The position, reporting to the General Manager, will be responsible for the efficient operation of the distribution system, including both technical and commercial aspects. 
Responsibilities will include managing the distribution operations in a cost-effective manner and establishing bigh standards of customer service. 


Suitable person will have good leadership skills, high result orientation and problem solving skills. The person should be an engineering graduate with at least 15 years experience 
in power distribution operations out of which at least 5 years should be in a leadership position. A post graduate qualification in business management would be advantageous. 


+ À 
Manager — Corporate Planning and Research 
The position, reporting to the General Manager, will be responsible for overall system planning based on an analysis of the demand and supply conditions, Responsibilities 
will include load forecasting and planning, developing the corporate plan, coordinating the budgeting process and leading CEB’s Research initiatives. 


Suitable person will have excellent analytical skills, high level of initiative and good project management ability. The person should be an engineering graduate and should 
have additional qualification in finance or economics, with at least 10 years experience in a similar role in a large power utility. 


The contract period for the above positions is two years (negotiable at the end of the period) with an attractive compensation package. 


CEB has commissioned a reputed international consulting firm with wide expertise in the areas of power sector and human resource management to conduct the 
selection process for these positions. 


Interested persons should send their applications with a detailed curriculum vitae highlighting their qualifications, experience and significant achievements with a subject 
title “CEB Top Management Selection” to the following address before July 7th, 2001: 


The Chairman, CEB, Royal Road, Curepipe, Mauritius or by email to topexecpositions @ ceb.intnet.mu 


For further information on Mauritius and CEB please visit www.gevamu and www.ceb.intnet.mu 
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COMMUNICATION UNOPS® 


dirite hears. hice ter Pria Survie 


OFFICER 


The United Nation Office for Project Services (UNOPS) was formed by the 
General Assembly of the United Nations as an instrument of the UN System 
for high-quality, flexible and cost effective management of development 
projects. 


In keeping with the above goals UNOPS is seeking the service of a highly 
skilled Communication Officer for a UNDP/USAID funded Bi-Communal 
Development Programme in Cyprus. The successful candidate has at least 
10 or more years’ professional experience and demonstrated track record in 


strategic communications, public relations, or journalism. Excellent writing, 


interpersonal skills are essential and excellent ability to work under difficult 
political situation and with culturally sensitive issues. The incumbent will 
also provide support in marketing and training in communication to other 
sections of the Programme and to beneficiaries. S/He must be a team 
worker, will develop and implement comprehensive communications, media 


<: outreach, conduct qualitative and quantitative surveys and develop public 


advocacy strategy to highlight Programme goals including establishment of 
website. Incumbent will lead and manage all efforts to engage innovative 
use of rapidly changing communication technologies. 


. Masters’ degree in applied communication discipline, including social 
marketing, public relation, and advertising. Experience in public opinion 
_ research, media development and media relations, marketing management 


for behaviour change is highly desirable. Knowledge of political history of 


“Cyprus an asset, fluency in English is required. Greek or Turkish is 
~ desirable, 


Application must be received by June 30 to patricei@unops.org Ref: 

CYP/98/001, 405 Lexington Ave. N.Y. 10174. Fax:1212-457-4045/4046. 

Qualified female candidates are strongly encouraged to apply. Only short 
listed candidates will be notified. Full job description on www.unops.org 


The Inter-American Development Bank, the largest regional 
multilateral development institution, based in Washington, DC, is 
now reviewing candidates for the position of: 


fe 
5 


POTABLE WATER AND SANITATION SPECIALIST 


The selected candidate will assist the authorities in the countries of Central 
America, Mexico and Hispafiola in the preparation and implementation of 
potable water and sanitation projects supported by the IDB. The Specialist will 
be expected to: a) lead and/or participate in IDB project teams; b) provide 
expertise relating to private and public potable water and sanitation operators; 
c) analyze the financial situation (corporate structure, institutional and 
technical capacity) of potable water and sanitation operators to assist in 
proposals for restructuring operators or increasing private sector participation; 
d) prepare project documentation for the standing committees of the Bank: and 
e) provide input into projects relating to broader sector issues including 
institutional and legal frameworks for establishing government policy, sector 
planning, tariffs, subsidies and economic regulation. 


REQUIREMENTS: Education: MBA or Master’s Degree in other relevant 
discipline: professional qualification as a Project Manager, Business 
Manager or Financial Analyst. Experience: A minimum of 6 years 
experience in business or project management, contract negotiation and 
financial analysis (corporate and project) in potable water and sanitation. 
The candidate should have worked in a senior capacity in a private or 
autonomous public company specializing in potable water and sanitation 
services, preferably an operator, The experience will include working in 
. countries with emerging economies. Position requires frequent travel. 
Languages: Proficiency in English and Spanish. 


Interested candidates are invited to visit the IDB website and refer to 
Vacancy Announcement No, 01/34 for further information and 
application procedures, at: http://www.iadb.or 


As a reflection of its commitment to its borrowing member countries, the Bank 
may require staff to accept assignments in both country offices and 
headquarters. Only candidates selected for interviews will be contacted. The 
IDB encourages gender equality in its hiring practices. 


: The Commonwealth Secretariat 

_& The Commonwealth: a dynamic association of 54 independent 
- . countries serving almost one-third of the world’s population 
Bridging the gap between developed and developing 

a vealed countries S 


Director 
Strategic Planning and Evaluation Unit 


sion,. eporting directly to the C imanek Serii General, with a 


i eröss-ctitting mandate requiring it to interface with all other divisions in planning and evaluating 


Secretariat | acti 


Responsible to the ‘Secretary General, the Director will provide policy advice and act as a resource 
person for the: Seeretary- General and manage the strategic planning of the Secretariat's work, the 
formulation of i its work programme and evaluation of its activities. The Director will also advise 


| on matters. relating to the balance of Commonwealth activities, the role of the Commonwealth in 
_ a global setting and in identifying possible areas of Commonwealth interventions on global issues. 


Candidates must possess a full academic, professional or technical qualification plus an advanced 
or higher specialist qualification at second degree or post graduate level. Not less than 15 years 
working experience; at least 10 of which at senior managerial and professional level. Experience 
of policy issues in an international context; ability to think strategically and laterally, interact 
effectively at.senior levels with Commonwealth governments, other international organisations 
and non-governmental contacts; excellent communications skills. 
. The appointment is for a period of three years in the first instance and is open to 
nationals of all Commonweatth countries. l 
A competitive international package (as applicable) is provided and application is by 
detailed CV which should be forwarded only aft slicants 
information pack available from- 
Gladys Mhone- Personne! & Staff Development Department, Commonwealth Secretariat, 
Marlborough House, Pall Mall, London SWITY SHX, UK 
Tek [44] 020 7747 6181; Fax: [44] 020 7747 6520; 
E-mail: g.mhone @commonwealth.int 


Closing Date: 20 July 2001 


We regret that it will not be possible to acknowledge applications individually. Only shortlisted 
candidates will be contacted. 
The Commonwealth Secretariat is an Equal Opportunity Employer with a website at: 


wwwihecommonwealth.org 


_ The | 
Economist 


Group Financial Controller 
LONDON «© c£100,000 PACKAGE 


The Economist Group is a fast changing global business dedicated to 
unparalleled analysis of international politics, current affairs and 
business both in print and online. It has offices in around 20 countries 
and three main Group bases in London, New York and Hong Kong. 


in order to help facilitate the further growth, development and strategic 
direction of the Group, it is essential to recruit an outstanding Group 
Financial Controller to manage a team of high calibre individuals. The 
appointee will report to the Group Finance Director and will be responsible 
for financial control within the Group, act as a focal point for the Divisional 
Heads of Finance and provide support to Group Service Heads. 


This opportunity will appeal to a graduate accountant with between 5 and 
10 years’ post qualification experience. Applicants should have a proven 
track record of operating at a senior level within a multi-site international 
business, preferably within a service or brand oriented environment. Strong 
management experience and a sound understanding of financial reporting 
systems are also essential. In addition, the candidate should be an excellent 
communicator with the ability to generate and apply new ideas within this 
prestigious organisation. 


The remuneration package will reflect the importance of this position and 
will include a competitive base salary and the normal executive benefits. It 
will also provide the right candidate with the chance to develop a stimulating 
career within this challenging business. 


Please reply, with full career and salary details to 
Andrew Steele or Justin Diinner at Walker Hamill Executive Selection, 
103-105 Jermyn Street, St. James's, London SWIY 6EE 
quoting reference AS 7947. E-mail: asteele@walker-hamill.co.uk 
Tel: 020 7839 4444, Fax: 020 7839 5857. www.walkerhamill.com 
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The Inter-American Development Bank, na ‘oldest l and largest 
regional. multilateral development institution, based ‘in Washington, 
D.C. is now reviewing candidates for the position of: 







Social Development/Labor Market Specialist 
Sustainable Development Department — 


PRINCIPAL FUNCTIONS: 

The Sustainable Development Department contributes to the fulfillment of the 
Institution's goals by providing technical advisory support to Bank. project ‘teams and 
quality review of projects. Moreover, keeping the Bank at the. forefront. of socio-economic 
growth in the region requires the development of sectoral strategies and policies to guide 
the. design of loans and the management of the Bank's portfolio. In. addition, DS is the 
focus for the creation, gathering and dissemination of knowledge and information, and the 
design of pilot programs that can be mainstreamed into future Bank: lending. | 

The selected candidate will provide technical and research support. in the design, 
development, and evaluation of programs in the areas of social inclusion and labor markets, 
with particular emphasis on options for improving the labor market insertion of socially 
excluded groups. 








REQUIREMENTS: 

Master's degree in Economics (Ph.D. strongly preferred). 

° A minimum of 6 years of relevant experience in the areas.of social inclusion and labor 
markets, preferably in Latin America and the Caribbean (two years experience may 
be substituted by a Ph.D.) Experience in quantitative program evaluation of labor 
markets and other social programs including analyses of discrimination and targeting 
effectiveness. Experience in gender and race/ethnicity analysis of program design and 
impact, 

, Excellent analytical and writing skills with strong (for the years of experience) 
publication record in well- -respected journals or other outlets. 

* Demonstrated ability to work in teams, especially in project design or institutional 
Strategy development. 

* Proficiency in English and Spanish. Portuguese is also desirable. 


Interested applicants are invited to send cover letter and resume { in duplicate) by June 
30, 2001, including salary history and a list ef three references to: 


Inter-American Development Bank, Stop E0507 
1300 New York Avenue, N.W., Washington, DC 20577 USA 


As a reflection of its commitment to its borrowing member countries, the Bank may 
require staff to accept assignments in beth country offices and headquarters. Only 
applications which best match the requirements of the position will be acknowledge. The 
IDB encourages gender equality in its hiring practices. 


http://www.iadb.org 


THE FOOD AND AGRICULTURE ORGANIZATION 
OF THE UNITED NATIONS 
the largest specialized agency in the United Nations system, 
based in Rome, Haly 


has an opening for the position of 


DIRECTOR, FINANCE DIVISION 


The Finance Division is responsible for the financial management of the 
financial assets of the Organization. 


Requirements: Applicants must have demonstrated high level professional 
financial and accounting skills, together with strong leadership capabilities to 
work in a team of people of different national and cultural backgrounds. 
Candidates must have an Advanced University degree in Business 
Administration or related field; or certification from a recognized institute as a 
CPA or CA; experience in the design and implementation of large financial 
systems, treasury management, fifteen years of demonstrated management 
experience. Fluency in one of the languages of the Organization (English, 
French, Spanish, Arabic, Chinese) and good communication skills in a second. 


Responsibilities: The Finance Director is responsible for the financial 
management of the Organization's funds, investments, budgetary expenditures, 
cashflow and liquidity, financial systems architecture, quality and integrity of 
accounts and financial statements; effectively managing the Divisional financial 
and staffing resources; and representing the Organization at meetings of UN 
agencies financial executives. 


To apply: Interested applicants should submit their resume by 31 July 2001 to 
the Director, Personne! Division, FAO, Viale delle Terme di Caracalla, 00100, 
Rome, Italy or by e-mail to senior-vacancies@fao.org or fax to Italy 06-570- 
56910. 

(Please refer to our Website wwwfaoorg for more information) 

The successful candidate will be expected to take up the position by | January 
2002. 
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SENIOR REGULATORY | 
ECONOMIST 

Communications & Distribution 

London c£60k + bonus + benefits 


The rapid evolution of global communications and distribution 
markets means that this major group will take a pro-active 
approach to the creation of regulatory models. As part of the 
Commercial & Strategy Division this new post requires . 
leadership of a small team supporting regulatory responses 
and advising on emerging competition and liberalisation issues, 
regulatory price controls and cost & efficiency measurement 
throughout the group. 

You will be a well-qualified, commercially minded economist, 
with several years proven experience in a regulated utility, > 
regulator or similar environment. Your experience and style will — 
be hands-on, including the development of price control. 4} 
regimes and cost efficiency methodology and modelling tools. 
As well as first class technical skills you must have the ability to 
present clearly the wider, critical business and economic 
arguments. This is an excellent opportunity to play a decisive” 
part in major change. 3 


if you think you can make a difference contact Bob Franklin at. 
the address below: tel 020 7636 5444; s 
e-mail; bob @chartwellsearch.co.uk 

St. George’s House 


CHARTWELL 14-17 Wells Street 


SEARCH & SELECTION London WIT 3PD 


































































THE FOOD AND AGRICULTURE ORGANIZATION 
. OF THE UNITED NATIONS 

the largest specialized agency in the United Nations system, 
based in Rome, Haly 










has.an opening for the position of 






DIRECTOR, INFORMATION SYSTEMS AND TECHNOLOGY DIVISION | 
The Information Systems and ‘Technology Division is responsible for the delaren : 
of information technology and telecommunications strategies and plans for the < 
Organization. a 







Requirements: Applicants must have demonstrated high level professional ability and 
proven track record in the field of information technology and the implementation and 
management of large-scale information systems. Outstanding management and 
technical leadership in delivering information technology and communication services 
to users within a world-wide decentralised office network together with strong 
leadership capabilities to work in a team of people of different national and cultural 
backgrounds, Candidates must have an Advanced University degree in Computer 
Sciences or Engineering or Business Administration or related fields. Fifteen years of ` 
demonstrated management experience. Fluency in one of the languages of the 
Organization (English, French, Spanish, Arabic, Chinese) and good communications 
skills in a second. 











Responsibilities: The Director is responsible for overseeing the development and co- 
ordination of the Organization’s corporate Information Systems and the organization- 
wide Information and Communications Technology activities. The incumbent is 
responsible for the implementation of the Divisional work programme to ensure that the 
Organization's information systems and corporate applications and databases 
effectively and efficiently support the programmes and work of FAO. 







To apply: Interested applicants should submit their resume by 31 July 2001to the 
Director, Personnel Division, FAO, Viale delle Terme di Caracalla, 00100, Rome, Italy 
or by e-mail to the following address senior-vacancies@fao.org or fax to Italy 
06-570-569 10, 

(Please refer to Website: Http //www.fac.org for more Information) 








The successful candidate will be expected to take up the position by | January 2002. 


At the Taipei World Trade Center | 
we love used ‘ate pkins. 
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Ever hear of notebook PCs? 
Carbon-fiber bicycle frames ? 
Or touch-screen monitors ? 


They all have one thing in common: 
Before Taiwan, they were just 
someone's rough idea. 


At the Taipei World Trade Center 
we can help turn coffee shop inspirations 
into affordable, profitable realities. 


So don't sneeze away your inspirations. 
You'd be amazed just how far a napkin can go. 


e'll Show You the Way. 


rid 5 Hsin-yi Rd., Sec. 5, Taipei, Tel: 886-2-2725-1111 
iter Taiwan 110, R.O.C. Fax: 886-2-2725-1314 





Special report America and Europe 





Wanted: new rules of the road 


BRUSSELS AND WASHINGTON, DC 


As George Bush prepares to come to Europe, structural changes in world politics 
are complicating relations between the United States and its oldest friends 


LMOST ever since George Bush 
squeaked into the presidency last No- 
vember, Europe has felt uneasy about him. 
In his first foreign visits and in the proces- 
sion of foreign leaders through Washing- 
ton, he seemed to be favouring Asia and 
Latin America over Europe. Then came se- 
rious disagreements: over the Kyoto ac- 
cords on climate control, which America 
rejected to the fury and dismay of Europ- 
eans; over missile defence; over North Ko- 
rea, Iraq, industrial espionage, the death 
. penalty. America’s oldest and firmest alli- 
ance now looks in trouble. 

Kyoto has caused most shouting, but 
there are two bigger areas of difficulty. The 
first is defence. European governments 
have been rattled by America’s willing- 
ness to consider deploying a national mis- 
sile shield that will probably violate the 
Anti-Ballistic Missile (ABM) treaty be- 
tween Russia and America. They do not 
yet know much about this shield, since the 
Americans have not produced a blueprint; 
but most do not like the sound of it. They 
_ will remain suspicious until they know 
whether Russia will acquiesce in the pro- 
posal and whether the shield is truly in- 
tended—as America insists—to defend 
only against threats from regimes such as 
North Korea's. If it is, their worries might 
recede. 

Divisions over missiles are exacerbated 
by lurking disagreements over conven- 
tional forces. Some Pentagon planners 


want to redeploy to the Pacific up to a third 
of the 120,000 American troops now in 
Europe. If Mr Bush approves, Europeans 
might think America was abandoning 
them. For their part, Americans are scepti- 
cal about the European Union’s plans fora 
rapid-reaction force. Could such a force be 
smoothly integrated into NATO? And will 
Europe stump up enough money for it? If 
not, Americans fear that the new Euro- 
pean security and defence policy could 
end up operating at NATO’s expense. 
After defence, trade still causes many a 
headache. Transatlantic trade disputes 
have spread from beef and bananas to reg- 
ulatory matters, once the province of do- 
mestic policy, that touch on different 
cultural assumptions. (How much noise 
should planes be allowed to make? When 
does food production become “unnatu- 
ral”? How much should privacy be pro- 
tected?) The two sides are encouraged by 
the recent settlement of their long dispute 
over bananas, and the two trade negoti- 
ators, Pascal Lamy and Robert Zoellick, get 
on well. But that is no guarantee of peace. 
American steel producers, for example, 
are seeking more protection, and on June 
5th Mr Bush took the first steps towards im- 
posing new measures to deter steel im- 
ports. In 2003, too, an EU-American 
moratorium on new complaints about 
farm trade is due to expire (see page 73). 
Americans are incensed about European- 


led efforts to shut down “unfair” tax ha- 
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vens. Some Europeans accuse America of 
using the surveillance capabilities of its 
national security agency to conduct indus- 
trial espionage. And if the World Trade 
Organisation rules against the United 
States in a case the Eu has brought against 
its foreign-sales corporation tax, the EU 
could impose $4 billion-worth of sanc- 
tions—a threat Mr Zoellick describes as 
“nuclear”. 

The worry is that behind individual 
disputes may lurk a broader failure, to 
agree on a new trade round. Both America 
and the Eu say they want one, but they dis- 
agree over whether competition policy 
and investment should be included. Their 
underlying differences, rather than stone- 
throwing anarchists or the objections of 
India and Brazil, were the main reason for 
the failure to launch a new trade round in 
December 1999. 


Dangerous stereotypes 

When things are going well, Europeans 
and Americans slap each other on the 
back, talk about common values and boast 
that they are the world’s joint bulwark in 
the championing of human rights, trade 
and democracy. When things go badly, 
they fall back on some surprisingly nega- 
tive stereotypes. 

The American stereotype is of a Europe 
that is economically sclerotic, psychologi- 
cally neurotic and addicted to spirit-sap- 
ping welfare schemes and a freedom-- 
infringing state. The European stereotype 
is of a gun-slinging, Bible-bashing, Fran- 
kenstein-food-guzzling, behemoth-driv- 
ing, planet-polluting United States, in 
which politicians are mere playthings of 
mighty corporations. 

These stereotypes exist not only in the 
public imagination, but in the halls of 
power. “European” is such a bad word to 
some in the Bush camp that a Bush strate- »» 
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> gist once got a reporter in Texas reassigned 
for referring to one of her boss’s economic 
schemes as “European-style”. Across the 
Atlantic, one EU commissioner says he is 
“quite convinced that Bush's policies on 
missile defence and Kyoto were dictated 
by campaign donations from big corpora- 
tions.” Here lies perhaps the most striking 
recent change in the transatlantic relation- 
ship. European assessments of America, 
which tend to mix admiration and criti- 
cism in equal parts, have been usurped by 
assessments of Mr Bush himself, which 
are strongly hostile. 

The shadow cast by Mr Bush, however, 
is areminder of the need for caution when 
judging transatlantic relations. In his dia- 
ries, Helmut Schmidt, the then (West) Ger- 
man chancellor, said that the debate over 
American demands for the installation of 
nuclear weapons in Europe during the 
1970s and 1980s came close to threatening 
democracy on the continent. Today's dis- 
putes may be about the future of the rela- 
tionship, but they do not threaten its 
existence, 

Moreover, there are signs of a repeating 
pattern. Many of the things now being 
said about Mr Bush were said in the early 
days of the Clinton administration. Euro- 
peans then complained of the Helms-Bur- 
ton Act, which applied American sanc- 
tions extraterritorially against foreign 
companies. They disliked America’s re- 
fusal to pay its United Nations dues, its re- 
luctance to ratify a convention on anti- 
personnel mines and its refusal to join the 
International Criminal Court (all matters 
on which Mr Clinton broadly took Eu- 
rope’s view, but could not persuade Con- 
gress). Later, they criticised the Senate's 
rejection of the Comprehensive Test Ban 
Treaty and Mr Clinton's interest in missile 
defence. Yet by 2000 Chris Patten, the EU’s 
commissioner for external affairs, could 
say: “Europe will miss Bill Clinton. He has 
been a good friend to this continent.” 


Perhaps European opinion will alter to 
accommodate Mr Bush in the same way. 
But don’t count on it. Mr Bush may have 
toned down his determination to pull out 
of the ABM treaty, buthe is likely to remain 
more enthusiastic about points of Euro- 
pean neuralgia than Mr Clinton ever was. 
More important, structural changes in 
world politics are driving a wedge be- 
tween Europe and America more deeply 
than in the early 1990s. 


Shifting world, strained alliance 

The most visible difference is that, among 
Europe’s four big powers, only the incom- 
ing government of Silvio Berlusconi in It- 
aly now officially shares Mr Bush’s 
conservatism. In contrast, Germany, 
France, Britain, Italy and most EU countries 
had nominally centre-left governments 
during much of Mr Clinton’s presidency. 
Tony Blair adored his third-way seminars 
with Mr Clinton and an assortment of 
European social democrats. There will be 
no such transatlantic love-ins with the Re- 
publicans in the White House. 

Such changes may be merely cyclical. 
Others may last longer. In 1993, Western 
Europe was struggling with its worries 
about a united Germany. The Balkans had 
just exploded and European policy there 
had failed. The big worry was of an isola- 
tionist America. Now the Balkans, though 
hardly stable, are at least not at war, and 
the implications of the Soviet collapse are 
clearer. America, uniquely powerful, has 
less need of European support, at least in 
the old way, while Europe, freed to concen- 
trate on its grand project of ever-closer un- 
ion, no longer need defer to America as it 
once did. The Eu is closing in on its ambi- 
tious goal of incorporating most of the 
countries of East and Central Europe; its 
single currency, the euro, will be issued in 
notes and coins in January; and its efforts 
to forge a common foreign and defence 
policy are being beefed up. 


— 
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In all these areas, competition with the 
United States is a tacit reference point. 
When the euro was set up, it was seen as a 
potential reserve currency to challenge the 
dollar; its downward slide against the 
greenback is followed neurotically. East- 
ward enlargement is praised because it 
will create a single market of 500m people, 
almost double “you-know-who”. The suc- 
cess of the joint foreign policy is gauged by 
how far the EU can match American influ- 
ence in the Middle East or the Balkans. 

The result has not been too bad for the 
main institution of the transatlantic alli- 
ance. Some had expected NATO to wither 
away with the end of the cold war. Instead, 
by absorbing members of the former War- 
saw Pact, it has transformed itself from an 
alliance to defend West European territory 
into the would-be guarantor of security 
throughout the continent. The Kosovo op- 
eration, a huge multilateral military cam- 
paign, was the first successful item on this 
new agenda. 

But the more important upshot of the 
consolidation of Europe has been to tug 
Europe and America in opposite direc- 
tions. Ivo Daalder of the Brookings Institu- 
tion, a Washington think-tank, argues that 
the two sides look at the world in increas- 
ingly different ways. Most obviously, they 
are interested in different parts of it. As the 
debate in America makes clear, the need 
for global missile defence is driven largely 
by Asia: most immediately by North Ko- 
rea’s long-range missiles, further off by 
China’s nuclear arsenal. Mr Bush himself 
has claimed that his other top policy prior- 
ity is the consolidation of democracy and 
free markets in the Americas. 

In contrast, Europeans are focused 
more and more on Europe itself. The At- 
lanticist generation of Margaret Thatcher 
has largely passed, and the continent is 
dominated by political leaders ` whose 
lives have been shaped by the debate over 
the EU. There are exceptions to this rule— 








> notably Javier Solana, the Eu’s high repre- 
sentative for foreign policy, a former head 
of NATO anda firm Atlanticist—but for the 
most part it is the shape of the £u, as dis- 
cussed recently in competing speeches by 
the French and German leaders, that 
seems likely to absorb Europe’s interest for 
the foreseeable future. 

Differences in geographical focus are 
only part of the emerging division be- 
tween Europe and America. More pro- 
foundly, the two sides approach the world 
with different mindsets. The European 
project is a product of international trea- 
ties, of collective institutions and mutual 
entanglements. By binding themselves to 
one another even in the face of short-term 
difficulties, Europeans believe that they 
have made themselves better off economi- 
cally and think that they will one day do 
the same in security terms. (Britain, as 
usual, is a partial exception to this view.) 

So when Europeans search for a com- 
mon foreign policy, they naturally apply 
the principles of multilateralism that have 
worked well at home. Hence their interest 
in the “new agenda” of borderless pro- 
blems such as global warming, interna- 
tional crime and disease. Hence their 
almost hysterical reaction to Mr Bush's re- 
jection of Kyoto. 

In contrast, Americans in general—and 
the Bush administration in particular— 
tend to see the world in traditional great- 
power terms. National interest, diplomatic 
leadership and the projection of military 
might are what matter. International trea- 
ties and global norms merely constrain 
America’s sovereignty. When Mr Bush 
junked the Kyoto treaty, he did not argue 
that the treaty was a bad way to tackle 
global warming; he said that its costs were 
greater than America wanted to bear. 

Seen from European capitals, the pro- 
blem is one of American unilateralism. Put 
crudely, many Europeans think that the 
United States feels that itis big enough and 
strong enough to ignore international 
rules when it finds them annoying. Even 
Britain, which in moments of crisis usually 
sides instinctively with the United States, 
shares this view. Americans, on the other 
hand, often see Europeans as grandstand- 
ing free-riders, willing to lecture America 
about the death penalty but less willing 
than they should be to spend the money to 
make their troops effective. Henry Kissin- 
ger, for one, has worried that some Europ- 
eans are trying to use antagonism towards 
the United States as a way of defining their 
own identity. 

As a result, the old basis for the trans- 
atlantic relationship has gone. Once, as Mr 
Daalder puts it, “Washington could pre- 
sume that if it led, Europe would invari- 
ably follow.” Now, the consultation and 
trust that underpinned the relationship 
cannot be taken for granted. As one exam- 
ple, America announced recently that it 


would sell diesel-powered submarines to 
Taiwan. America does not make these sub- 
marines; Germany and the Netherlands 
do. But America did not consult them be- 
fore it made the generous offer. They de- 
clined to fill the order. 


Diverging, converging 

At this point, the transatlantic relationship 
is at a point of divergence. What are the 
consequences of the different paths it 
might take? 

The relationship will not break down 
in acrimony. Despite all the problems, the 
institutional, economic and cultural ties 
between America and Europe remain 
stronger than those between America and 
any other parts of the world. These ties set 
a limit to further deterioration. On ques- 
tions of war and peace, America and Eu- 


rope will presumably continue to act as 
one. But in the absence of an all-consum- 
ing Soviet threat, such questions are un- 
likely to present themselves. And on the 
immediate geopolitical issues, such as 
how to draw China and Russia into the 
family of democratic nations, America 
and Europe do not see eye-to-eye. 

The more likely outcome, therefore, is 
continuing drift. This would not be a disas- 
ter, but it could have substantial opportu- 
nity costs. American policy towards China 
and Russia would be hampered. So would 
dealing with a revived Iraq, or sudden cri- 
ses in the Middle East or Africa. Continued 
drift will make it harder to settle the dis- 
putes over defence, trade and global 
warming. And it risks developing, after a 
decade or so, into a slow unravelling that 
might be as dangerous as an open split. 

There remains a third possibility, a re- 





vival of the transatlantic alliance. In the 
post-cold-war era, that would mean creat- 
ing a partnership of equals out of an 
American-dominated defensive alliance. 
Such a partnership will not be easy to 
achieve, given the political differences and 
the lack of deference. But it should be pos- 
sible. An American gesture of conciliation 
over Kyoto would be a useful start. 

In principle, Europe’s new military am- 
bitions could dovetail with America’s de- 
sire to concentrate more on Asian security. 
If the Americans make it clear they have 
no intention of abandoning Europe, and 
the Europeans stress that they are not set- 
ting themselves up as strategic rivals, the 
two could work in harmony. The Evu’s 
economic muscle should also make it eas- 
ier to deal with future financial meltdowns 
such as the Asian crisis of 1998. The ques- 
tion is whether such burden-sharing 
would strengthen the alliance or merely 
paper over the cracks. 

Europeans are already showing that, 
despite their introversion, they are pre- 
pared to act in ways that help the United 
States outside Europe. An early test came 
in North Korea. There, Mr Bush interrupted 
international efforts to get the hermit king- 
dom to abandon its missile-selling ambi- 
tions by demanding greater openness. A 
subsequent EU mission helped keep di- 
plomacy on track. If—a big if—American 
toughness and European helpfulness can 
be combined, the two might get the best of 
both worlds. For the immediate future, 
there are hopes that Mr Bush’s trip to Eu- 
rope may produce a joint approach to the 
Middle East, laying to rest notions that the 
two sides are in competition there. 

Europeans often justify the need for 
multilateral institutions by citing the con- 
trast between the aftermath of the first and 
second world wars. Since 1945, a host of 
multilateral bodies—the UN, NATO, the 
GATT, the imF and World Bank, the £u it- 
self—have fostered world trade and secu- 
rity. In contrast, the fledgling multilateral 
institutions set up after 1918 collapsed, 
partly because of American isolationism 
and protectionism. The implied concern is 
that American unilateralism today will do 
what American isolationism did after 
1918, and undermine efforts to forge a 
more stable and prosperous world. 

Yet no sooner is the fear stated, than it 
can be seen to be overplayed. America is 
not the best of friends with the UN; butitis 
hardly threatening to withdraw from it. It 
is committed to EU enlargement, is keener 
on NATO expansion than many Europ- 
eans, and has learned to live with the 
WTO. Ata time when American-European 
arguments are proliferating, and when 
both sides often seem more preoccupied 
by other relationships, it is as well to re- 
member how much they still have in com- 
mon, and what they could do together if 
they put their minds to it. = 
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Can Nepal’s fragile democracy survive the turmoil that has followed the slaughter 
of King Birendra and nine other members of the royal family? 


HE murder of a king and his family by 
his son, now that regicide has passed 
out of favour as a method of advance- 
ment, must be a profound shock to his sub- 
jects and a titillating horror to the rest of 
the world. For Nepalis, the killing of King 
Birendra and nine other members of the 
royal family on June 1st is that and some- 
thing more: a reminder that a decade after 
the restoration of democracy Nepal is still 
unsettled about its form of government. 
Nepal’s elected government was 
widely despised before the murders. There 
is now a danger that the monarchy, re- 
garded hitherto as untainted by politics 
and a unifier of a fissiparous country, may 
be also be loathed. Conceivably, one or 
both could be consumed by popular rage. 
There are two sorts of ideas about what 
happened. The upmarket version is that 
the Eton-educated crown prince, Dipen- 


dra, enraged by his family’s refusal to en- 
dorse his choice of bride, stormed into a 
gathering at the palace armed with at least 
one automatic weapon, slaughtered his 
family and then shot himself. He survived 
long enough to be named king, then died, 
leaving the throne to the murdered king’s 
brother, Gyanendra. 


The street version of events is very dif- 


ferent. There are variations, some involv- 
ing conspiracies by India or other foreign 
forces, but most suggest that the new king 
or his son, Paras, whose excesses have 
made him the least popular person in Ne- 
pal, was somehow behind the massacre. 
Several thousand people with that view 
took to the streets of the capital on June 
4th. Three people were killed by police. 
The government has three times im- 
posed curfews. A fragile calm had returned 
to the city by June 6th. A committee ap- 
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pointed by King Gyanendra to investigate 
the massacre is supposed to report its find- 
ings in a few days. If the report is widely 
disbelieved, the streets could erupt again. 

Nepal was unstable already. In 1990 
King Birendra relinquished executive 
power and allowed multi-party democ- 
racy. As practised in Nepal, democracy has 
disappointed everyone. It has produced 
ten governments in as many years, many 
of them shaky coalitions. The current gov- 
ernment of the centrist Nepali Congress 
Party has a big majority in the lower house 
of parliament but has ruled no more ably 
than its predecessors. 

Factionalism has undermined its unity 
and corruption scandals have ruined its 
image. The main opposition party, the 
Communist Party of Nepal (Unified Marx- 
ist-Leninist) or UML, boycotted the last ses- 
sion of parliament, bringing normal 
government to a halt. 

Only the Maoist insurgency seems to 
be gaining prestige rather than losing it. 
The Maoists control a half-dozen of Ne- 
pal's 75 districts, mostly in the impover- 
ished hills, and swathes of some 25 others. 
Their style of government mixes enlight- 
enment (they insist on girls going to 
school) and brutality. Some 1,700 people 


have died since their revolt began in 1996. »» 
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> They are now several thousand strong, but 
have potential sympathisers among the 
millions who do without education, elec- 
tricity and decent wages. At least 40% of 
Nepal’s 23m people live in poverty. 

The massacre could change the relative 
strengths of the various Nepal power- 
seekers in unpredictable ways. The Mao- 
ists have, perhaps, the most to gain. Many 
detect their hand in the anti-Gyanendra 
protests. The Maoist leader, known as 
Chairman Prachendra, never a friend of 
the monarchy, has praised Birendra as a 
liberal, and by implication damned the 
new king as anything but. He may well be 
hoping that the investigation of the massa- 
cre will be seen as a whitewash, enraging 
people enough to welcome the Maoists 
down from the hills. If the masses storm 
the palace, the Maoists could conceivably 
take over. 

Some democrats fear the palace itself. 
King Gyanendra, one of Nepal’s most 
prominent businessmen, is thought to be 
decisive and hard-nosed, less like his 
brother in character than his father, who 
ended an earlier spell of democracy. This 
may be why some suspect him of wanting 
to put Nepal out of its democratic misery 
by restoring monarchical rule. Since the 
country’s 50,000-strong army answers 
mainly to him, he has the means to doit. 

The new king did his best to lay these 
fears to rest at his coronation by proclaim- 
ing his adherence to democracy and to 
constitutional monarchy. Even so, the 
fears were revived when the government 
ordered the arrest of the editor of a news- 
paper for publishing an article by a Maoist 
calling on the armed forces to revolt 
against the king. 

Democracy will probably survive the 
crisis, but relations between king and gov- 
ernment could change. Some people spec- 
ulate that Gyanendra will try to make 
more assertive use than his brother of the 
powers the king retains, especially over 
the army and some aspects of foreign pol- 
icy. Dipak Gyawali, a member of the Royal 
Nepal Academy of Science and Technol- 
ogy, thinks that he may be less reluctant to 
deploy the armed forces against the Maoist 
insurgency. 

If the new king uses the army against 
the rebels without trampling on human 
rights, as the police have done, some think 
democracy might even gain. The Maoists 


have little incentive to negotiate with the 
government (they are demanding the res- 
ignation of the prime minister as their 
price). But they have taken part in elections 
before and might, faced with the army’s 
muscle, be persuaded to do so again. 
Nepal’s stability depends most on how 
well democracy does its job. The current 
government may not deserve all the popu- 
lar contempt it attracts. The economy grew 
a healthy 6.4% last year, and the govern- 
ment’s economic reform programme is 
progressing reasonably well, considering 
the political problems the country has 
been facing. Yet cleaning up the banks and 
improving the civil service, vital as such re- 
forms are, will not do Nepalis much imme- 
diate good. Reform is still much too slow, 
and is overshadowed by the corruption, 
cronyism and infighting that Nepalis have 


Democracy in Central Asia 


come to associate with democracy. 

The next big test of the monarchy and, 
though less so, of democracy will come 
with the publication of the investigation 
into the royal massacre. The leader of the 
UML, Madhav Kumar Nepal, at first re- 
fused to join the three-man investigating 
committee, threatening its credibility and 
making politics look even more feeble 
than before. Mr Nepal has since decided to 
support the inquiry. The committee, 
which is headed by the chief justice and in- 
cludes the speaker of the lower house, 
now looks as credible as any body investi- 
gating royal misdeeds can look. It is ex- 
pected to name Dipendra as the killer. If 
people believe it, Nepal may return to nor- 
mality under a new king. But for the long- 
term survival of Nepal’s democracy, nor- 
mality will not be good enough. m 


Don’t know, don’t care in Kazakhstan 


ASTANA 


Soviet habits linger on 


| Deas time a foreign politician of inter- 

national renown passes through Kaz- 
akhstan, his country’s embassy wheels 
out some of the opposition to give the 
visitor a non-official account of the op- 
pression and lack of democracy in the 
post-Soviet state—very much to the dis- 
tress of the Kazakhstani government. 
The picture they paint is grim. The most 
recent dignitary to discover Kazakhstan 
was Germany’s foreign minister, Joschka 
Fischer. Of the eight opposition repre- 
sentatives he met in Astana, the capital, 
last month, four said that at some time 
they had been physically attacked. Most 
political parties in parliament, they told 
Mr Fischer, are artificial constructs set up 
as window-dressing for foreigners; most 
of the seats they occupy have been 
gained by election rigging. The indepen- 
dent media have been muzzled by the 
presidential family, whose members 
own 80% of all media outlets. 

All this is true. But once the exercise is 
over and the visitor returns home, shud- 
ee what has become of Kazakh- 
stan g its ten years of independ- 
ence, another reality becomes clear. 
Most of Kazakhstan's 14.9m people do 
not seem to care if they live in a democ- 
racy or not, have little interest in taking 
part in politics and support neither the 
government nor the opposition. In short, 
the people tend to be a passive lot, who 
prefer to be led rather than to find their 
own way, a taste described by one ob- 
server as the “apathy of society”. 

But if indifference is so widespread, — 
why does the government fear a few 
lonely voices of dissent? Viewed 





through western eyes, this behaviour 
may seem irrational. But those in power 
simply look at opposition, however mi- 
nor, as a direct threat to their rule and to 
remaining in control. It may be a legacy 
of both the Soviet period and Kazakh- 
stan’s earlier history when it was ruled 
by clans. “It’s bizarre,” says Eric Collings 
from the Organisation for Security and 
Co-operation in Europe. By law, simply 
criticising the president can be a viola- 
tion of his honour and dignity. 

After the discovery of an oilfield in 
the Caspian Sea last July that could turn 
Kazakhstan into a top producer, the Ka- 
zakhs believe that foreign businessmen 
will flock to their country irrespective of 
their political system. One sign of Kaz- 
akhstan’s greater assertiveness was the 
government's very public rejection of 
the United States’ report on human 
rights earlier this year. The pro-presiden- 
tial Civic Party slammed the report for 
being biased, discriminatory and ten- 
dentious in relation to Kazakhstan. That 
was not encouraging for the country’s 
small group of democrats. 
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More sound than fury 


BEIJING 
China keeps its anger under control 


HE United States and Taiwan be 

warned. According to China’s state- 
controlled media, thousands of troops are 
massing on a holiday island in the Taiwan 
Strait for one of the country’s biggest war 
games, codenamed Liberation One. Their 
mission: to demonstrate that China is quite 
capable of defeating Taiwan militarily, 
even if the Americans try to protect it. The 
island of Dongshan, close to the Chinese 
coast, where the manoeuvres are being 
held, is said by the Chinese press to be just 
the spot for such a display of prowess. Its 
topographical features are similar to those 
of Taiwan itself. 

The Chinese media have tried to drive 
the point home by highlighting some of 
the sophisticated weaponry being de- 
ployed on and around Dongshan (home to 
200,000 people and famous for its aspara- 
gus). There will be Russian-made Su-27 
fighter jets, submarines, amphibious tanks 
and advanced missiles. The state-run 
China News Service has published a pho- 
tograph of Chinese soldiers standing 
round a large relief map of Taiwan as if 
studying its vulnerabilities. The Beijing 
Morning Post has reported that the Dong- 
shan exercise would practise seizing Tai- 
wan’s offshore islands and attacking 
aircraft carriers. 

Given China’s anger over what it sees 
as a series of provocations by the United 
States and Taiwan, sabre-rattling such as 
this is the kind of response that might have 
been expected. In 1996 China also 
launched war games around Dongshan to 
make clear its fury with the Americans for 
allowing the then Taiwanese president, 
Lee Teng-hui, to pay a visit, and with Mr 
Lee for singing the praises of Taiwan's de- 
mocracy during his trip. 

This time China is angry with the Un- 
ited States for allowing President Chen 
Shui-bian of Taiwan to meet senior Ameri- 
can politicians in New York and Houston 
on his way to and from a visit to Latin 
America. To make matters worse, Presi- 
dent George Bush received the Dalai Lama 
at the White House around the same time, 
treating him as a respected visitor, instead 
of dropping in on a meeting with another 
official, as Bill Clinton used to do to avoid 
riling the Chinese. All this as China was 
still smarting from the spy-plane incident 
in April, as well as President Bush's deci- 
sion to allow the biggest sale of arms to Tai- 
wan in nearly a decade and press ahead 
with a missile-defence system that the Chi- 


(TAIWAN) 


d 


Sowth Chino Sea . 
200 km ty - 


= 
| nog Ey 





4 





j U 
d 


Hegemonism? Who cares? 


nese say could destroy international arms- 
control efforts. 

But China is not in a mood to take the 
Americans on. Chinese spokesmen are be- 
ing considerably more guarded than are 
the official media in their comments on the 
war games. Indeed, the Foreign Ministry in 
Beijing has been sounding rather like the 
Taiwanese and American governments, 
which have both portrayed Liberation 
One as a routine annual drill that is noth- 
ing to worry about. Don’t confuse it with 
other issues, says a spokesman, Sun Yuxi. 
Senior officials have privately criticised 





the editors at the Beijing Morning Post for 
their reporting of the war games. 

China has one obvious reason for re- 
fraining from more heated polemics, or the 
kind of dangerous heightening of tension 
it provoked in 1996 when it lobbed un- 
armed ballistic missiles close to Taiwan’s 
two biggest ports. Last week Mr Bush de- 
cided to renew China's low-tariff trading 
rights with the United States for another 
year (or until China joins the World Trade 
Organisation, the WTO, after which it will 
permanently enjoy such rights). Announc- 
ing this, Mr Bush said his country had a 
huge stake in the emergence of an eco- 
nomically open, politically stable and se- 
cure China. These are the kind of words 
the Chinese like to hear. They have long ac- 
cused the Americans of trying to destabil- 
ise Communist rule by supporting anti- 
government groups. Mr Bush’s remarks 
sounded as close to an acceptance of the 
political status quo in China as any Ameri- 
can leader is likely to utter. 

China wants American acceptance 
badly. President Jiang Zemin was de- 
lighted by Mr Clinton’s visit in 1998 and 
the opportunity it afforded him to show 
his citizens that China was no longer 
shunned by the world’s most powerful na- 
tion. Mr Bush is due to visit Beijing after 
taking part in a summit of Asian and Pa- 
cific leaders in Shanghai in October. The 
Bush visit will change the tone of the rela- 
tionship for the better, says Chu Shulong, a 
senior research fellow at the state-spon- 
sored China Institute of Contemporary In- 
ternational Relations. 

Also constraining the Chinese is their 
burning desire to hold the Olympic Games 
in 2008 (for reasons of prestige as much as 
any enthusiasm for sport). The Interna- 
tional Olympic Committee will announce 
the winning city in July. China does not 
want to ruin its chances by appearing too 
belligerent. The Chinese have forced the 
Americans to agree that their spy plane, 
still stranded on Hainan Island, will be 
chopped up and flown out by transport 
aircraft rather than repaired and flown out 
in one piece. They have also refused to al- 
low an American minesweeper to pay a 
routine visit to Hong Kong. But these are 
minor punishments, given the scale of 
America’s alleged transgressions. 

Indeed, the atmosphere seemed quite 
friendly this week in Shanghai at the meet- 
ing of the United States’ trade represen- 
tative, Robert Zoellick, and his Chinese 
counterpart, Shi Guangsheng. There was 
no obvious sign of progress in their discus- 
sions about China’s bid to join the wTo, 
but that is unlikely to be related to recent 
tensions. China's unwillingness to give 
further ground on such issues as agricul- 
tural subsidies is more to do with domestic 
considerations. The Communist Party’s 
powerful Organisation Department has 
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> restin China. It says that WTO entry could 
have a serious impact on social stability; 
the fear is that the big protests about econ- 
omic grievances that already take place 
will rise in number. 

Many in China are unhappy with the 
government's stance. Internet bulletin 
boards in China are full of messages saying 
the leadership should attack Taiwan rather 
than waste time with exercises. People are 
against the government's soft policy to- 
wards Taiwan. This undermines stability, 
says Yan Xuetong, of Qinghua University 
in Beijing. But the leadership clearly reck- 
ons that giving vent to public anger would 
be even more destabilising than suppress- 
ing it. With sweeping changes at the top 
planned for next year and the impact of 
WTO entry to worry about, the authorities 
would prefer not to add confrontation 
with America to their list of anxieties. = 


Japanese politics 


Problems of 
success 


TOKYO 
Winning elections could make 
Junichiro Koizumi’s task harder 


ILL Junichiro Koizumi do the dou- 

ble? Talk that Japan’s prime minister 
may call a snap election for parliament's 
lower house at the same time as the upper- 
house poll in July will not die away. The 
odds ought to favour a double election: 
opinion polls suggest that Mr Koizumi’s re- 
form-minded cabinet enjoys the support 
of almost every voter in Japan. Yet Mr Koi- 
zumi’s position is unusual. A victory for 
his party, the Liberal Democrats (LDP), 
might hurt his cause, not help it. 

Mr Koizumi is, of course, wrestling 
with the old problem of Japan’s muddled 
party politics. Some of the most ardent 
supporters of his reforms, which centre on 
smaller, more open government and a re- 
invigorated private sector, sit on the oppo- 
sition benches. His biggest enemies, on the 
other hand, lie within his own party. Al- 
ready, Mr Koizumi’s push to shrink Japan’s 
bloated road-building budget has met 
with howls of protest from the LDP’s road 
tribe, a group of political neanderthals 
who dedicate themselves to the grubby, 
money-soaked business of paving the 
countryside with asphalt. From the oppo- 
sition benches, meanwhile, comes hardly 
a murmur of dissent. For all his popularity 
with the public, Mr Koizumi lacks the sup- 
port within the LDP’s parliamentary party 
to take on the likes of the road tribe in an 
open fight. So some of his supporters are 
urging him to go to the voters, and return 
with a stronger mandate for reform. Yet itis 
the fear of what might happen at the polls 


Idyllic Indonesia 





An island to call your own 


JAKARTA 


Choose from thousands 


FA CY slipping away to a deserted 
tropical island? Indonesia has some 
17,000 of them, all tropical and many 
uninhabited. It plans to offer a few to for- 
eigners in a bid to drum up some much- 
needed cash. 

One of President Abdurrahman Wa- 
hid’s first acts on taking office 19 months 
ago was to create a new ministry to deal 
with sea resources. Its department for 
small islands has already had enquiries 
from, among other countries, Japan and 
the Netherlands, two former colonisers. 
Some come from companies seeking to 
exploit the islands commercially, some 
from rich westerners fancying a Robin- 
son Crusoe life, preferably with luxury 
refinements. 

Before allowing foreigners ashore on 
the sandy beaches, the government has 
to consider the possible problems that 
may ensue. Some of the most idyllic ar- 
eas, for example the Moluccas, are beset 
with fighting. In 1999 several members 
of a family of Dutch descent were mur- 
dered during communal unrest in the 
islands. Some places, such as the Riau is- 
lands to the south of Singapore, are 
needed for defence. 

National sovereignty is a touchy is- 
sue. Nationalist Indonesians are 
unhappy about leasing out parts of the 
country to the foreigners their fathers 
and grandfathers fought to oust in the 
1940s. Their voice is likely to be stronger 
if the nationalist vice-president, Mega- 
wati Sukarnoputri, takes charge later this 
year, as expected. Officials in the mari- 


that helps to keep Mr Koizumi’s enemies in 
the LDP in check. They do not attack him 
openly. Instead, they snipe at his foreign 
minister, the redoubtable Makiko Tanaka, 
a woman whose outspokenness is unset- 
tling those who prefer Japan’s usual ultra- 
cautious diplomacy. 

With the lower-house election out of 
the way, however, Mr Koizumi himself 
could become fair game. In fact, it may be 
the upper-house election, scheduled for 
July 29th, that offers Mr Koizumi his big- 
gest chance to shake up Japanese politics. 
The opposition parties have pinned all 
their hopes on winning this election. Yu- 
kio Hatoyama, leader of the Democratic 
Party, the biggest of the opposition forces, 
says he will use control of the upper house 
to block legislation and so force an early 
general election. But Mr Koizumi’s extraor- 
dinary popularity has thrown Mr Ha- 
toyama’s plans into disarray. 





time ministry now talk of managing the 
islands, rather than leasing them, al- 
though in practical terms there may be 
little difference. 

Management contracts will be largely 
handled by regional governments, their 
powers enhanced earlier this year 
through regional-autonomy legislation. 
This,should protect the rights of the local 
people. Contracts are likely to be for a 
few years at a time, but the length, terms 
and prices may vary from place to place. 

What about the environment? Any 
potentially destructive activity, such as 
mining, is likely to be prohibited. Never- 
theless, keeping the islands idyllic could 
be a problem. Indonesia has a good 
environmental law designed to protect 
its rainforests and has created marine 
parks to guard its coral reefs. But that has 
done little to prevent its rainforests going 
up in smoke and its reefs being de- 
stroyed by fishermen using bombs. 


If the Democrats lose at July’s polls, 
they have nowhere to go. Except, perhaps, 
into government. Since taking office in 
April, Mr Koizumi has been careful not to 
rule out co-operating with the Democrats, 
even hinting, from time to time, that he 
would welcome it. If Mr Hatoyama did 
join hands with Mr Koizumi, the Demo- 
crats would undoubtedly split. A large mi- 
nority, descendants of old cold-war 
socialists, would never brook Mr Koi- 
zumi's calls for more active defence forces. 
Yet the party might split anyway. A few 
younger Democrats have openly voiced 
their support for Mr Koizumi, and many 
more admire him in private. 

With more reformers in government, 
meanwhile, the LDP’s road tribe and other 
cavemen may be encouraged to go. The 
cabinet’s supporters in government and its 
enemies in opposition—a novel thought 
for Japan, but notan entirely foolish one. = 
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The mayoral election in Los Angeles 


Is he up to it? 


LOS ANGELES 





James Hahn's victory this week shows the limits of Latino power; but the new 
mayor of Los Angeles will be judged by whether he can make the city work 


HE Latino ascendancy seems to have 

been postponed—again. The next 
mayor of Los Angeles, where Latinos make 
up 46% of the population, will be James 
Hahn. The city attorney beat his fellow 
Democrat, Antonio Villaraigosa, who was 
seeking to be the first Latino mayor of the 
city since 1872 (when the place was a vil- 
lage in the desert), in a run-off election on 
June 5th by 53.5% to 46.5%. In April, Mr 
Villaraigosa, the speaker of the state As- 
sembly, had finished ahead of Mr Hahn in 
the first round of voting; he also went into 
the election with the support of both Rich- 
ard Riordan, the outgoing Republican 
mayor, and Gray Davis, the governor of 
California. But he did not prevail. 

The mechanics of Mr Hahn’s victory 
were somewhat feudal. He built his cam- 
paign on a foundation of loyal support 
among black voters, who treasure the 
memory of his father, Kenneth Hahn, 
staunch for their interests during his 40 
years as a county supervisor. He also did 
well with another traditional power 
block—white conservatives in the San Fer- 
nando Valley, the northern part of the city. 
Meanwhile, he split the liberal vote with 
Mr Villaraigosa. His rival won among Lati- 
nos, who accounted for 23.6% of the total 
turnout, and trade unionists. 

The blast of political buckshot that sup- 
posedly slowed down the Villaraigosa 
bandwagon was a Hahn Tv ad shown two 
weeks ago. It drew attention to a letter Mr 
Villaraigosa had written to Bill Clinton re- 
questing a pardon for a cocaine dealer 
whose father had contributed to his cam- 


paign, but it did so by juxtaposing pictures 
of a crack pipe with Mr Villaraigosa’s face. 
Critics say that Mr Hahn was summoning 
up racist stereotypes of Latinos from the 
gang-ridden neighbourhoods of East Los 
Angeles, where Mr Villaraigosa grew up. 

Anger at Mr Hahn's attack may have 
driven more Latinos to vote for Mr Villarai- 
gosa. But there is little evidence that his 
race was an issue with white voters. Most 
whites know very well that a Latino 
mayor is inevitable sooner or later. An- 
other Latino, Rocky Delgadillo, was 
elected to citywide office as city attorney. 
He, however, was strongly pro-business 
and had fewer ethical shadows. 

Whites rejected Mr Villaraigosa largely 
because, despite Mr Riordan’s endorse- 
ment, he appeared to be more left-wing 
than Mr Hahn: softer on crime, more 
friendly to trade unions and less likely to 
shake up the city’s entrenched bureauc- 
racy. That he allowed Mr Hahn, a soft-spo- 
ken apparatchik, to beat him speaks more 
about Mr Villaraigosa’s campaign than the 
future for other Latino politicians. 


Now to work 

When he takes office on July ist, Mr Hahn 
will have more power at his disposal than 
any of his predecessors. That does not say 
a great deal. The Progressives who wrote 
the city charter in 1925 did so with a wary 
eye on the political machines that ruled 
big cities back east. They divided up power 
between the mayor and a city council, and 
they also gave great independence to agen- 
cies such as the police. The result was fre- 
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quently political paralysis. 

Two years ago, Los Angeles voters ap- 
proved a modified charter that increased 
the mayor’s powers. He can now hire de- 
partment heads and appoint the commis- 
sioners who supervise departments, and 
he needs the votes of only eight out of 15 
councillors to confirm them. He can also 
fire most department heads and commis- 
sioners without council approval—except 
in the most important departments, such 
as the police, where it takes ten commis- 
sioners to overturn his wish. 

Mr Riordan, the outgoing mayor, chose 
not to flex his new muscles during the final 
two years of his tenure. Mr Hahn will have 
to deal with a city council with eight new 
members, all as unsure of the state of play 
as he is. Another centrifugal force comes 
from the newly created neighbourhood 
councils, which give voice to the concerns 
of still smaller subdivisions within the 
city. Mr Hahn will still have to negotiate, 
cajole or chivvy to get his way. 

The Los Angeles Mr Riordan passes on 
is also a different city from the one he in- 
herited. Eight years ago, the combined 
aerospace and defence industries were the 
city’s largest employer. Today, aerospace 
and high-tech employment has fallen to 
200,000, while employment in busi- 
nesses related to international trade, such 
as banking and warehousing in the re- 
gion’s ports, has risen to 420,000. 

Big firms have pulled out, leaving Los 
Angeles as a city of small and medium 
businesses: 95% of the firms in Los Angeles 
County employ fewer than 50 people. 
Many of these firms are part of the largest 
urban concentration of manufacturing in 
the country, making toys, furniture, 
clothes and high-tech parts for what re- 
mains of the aerospace industry. 

This structure may have helped make 
LA an ever more international city (even 
Hollywood now makes more of its money 
abroad than in America). But such a di- 
verse, diffuse collection of businesses does 
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» not create natural leaders. There are pre- 
cious few commercial cheerleaders for LA. 
Under Bill Clinton, California could al- 
ways count on a little support from the 
White House. Mr Bush reputedly takes the 
ABC tack—“Anywhere But California”. 

With little help forthcoming from out- 
siders, Mr Hahn has two big local chal- 
lenges to sort out with the city council. The 
first is improving municipal services. The 
Reason Public Policy Institute recently pro- 
duced a study of the efficiency with which 
44 big American cities deliver such basic 
needs as police, fire and ambulance ser- 
vices. Los Angeles came bottom. 

The study also revealed that civic effi- 
ciency tended to be highest where there 
was more political accountability for their 
delivery. Charter reform may help Mr 
Hahn a little with the Los Angeles Police 
Department (LAPD), which is still wres- 
tling with a corruption scandal. He will 
have to enforce a new regime of federally 
imposed oversight, and also decide 
whether to reappoint the current chief, 
Bernard Parks. The other “service” that in- 
furiates Angelenos—the woeful school dis- 
trict-is less within the mayor’s control. 

These inadequacies tie into Mr Hahn's 
second great challenge, which is to keep 
the city together. Malcontents in the San 
Fernando Valley, home to around 40% of 
its population, want to secede and form a 


new city with its own taxes and services. 
Separated from the rest of Los Angeles by 
the Hollywood Hills, they complain that 
the city government funnels far more out 
of the Valley in taxes than it ever returns in 
the form of transport (the city subway 
never got this far) and law enforcement. 
Critics detect a racist element to the sepa- 
ratist movement. But, on paper, a San Fer- 
nando Valley city would be no more 
illogical than existing cities such as Beverly 
Hills and West Hollywood. 

Mr Hahn’s tactics are likely to follow 
those of his predecessor. Mr Riordan wasa 
master of the backroom chat. But he could 
talk to businessmen as an equal, in wealth 
and in experience; Mr Hahn cannot. The 
one thing he does know is city politics. 


‘Given the size of the problems that now 


confront the city, backroom deals may not 
be enough any more. 

Mr Villaraigosa’s supporters will argue 
that their more charismatic candidate 
would have been a better problem-solver 
than Mr Hahn. But on many of the thorni- 
est issues, such as whether to reappoint Mr 
Parks at the LAPD, the two men competed 
only to out-waffle each other. Mr Hahn has 
at least the advantage of knowing Los An- 
geles’ weaknesses better than anybody 
else. With luck, he could be the city’s Mikh- 
ail Gorbachev and tear down the system 
that created him. But don’t bet onit. $ 





Trade policy 


Steely resolve 


What’s politically useful at home may 
be dangerous abroad 


N POLITICS, as in comedy, timing is 

everything. President George Bush an- 
nounced on June 5th that America would 
begin investigating unfair trade practices 
in the global steel industry, with the intent 
of imposing new anti-dumping duties on 
imports. Mr Bush had an important do- 
mestic reason for acting when he did, but 
he also risks alienating his trading partners 
at a crucial time. 

The newly empowered Democrats in 
the Senate were about to steal Mr Bush’s 
thunder. America’s steel makers have long 
been lobbying for an anti-dumping inves- 
tigation, and Max Baucus, a Democrat 
from Montana, was planning to ask for it 
as he took over the Senate Finance Com- 
mittee. Mr Bush hopes to use the investiga- 
tion, which is likely to result in protective 
duties, as a sop to organised labour to help 
his push in Congress for trade-promotion 
authority, the speeded-up negotiating 
powers once known as fast-track. 

For this reason, Mr Bush’s cabinet has 
been looking into the possibility of an in- 
vestigation for months. The treasury secre- 
tary, Paul O'Neill, commissioned a private 
study of the steel trade from the Boston 
Consulting Group early in Mr Bush’s term. 
In April America’s trade representative, 
Robert Zoellick (normally a devout free- 
trader), lent support to the idea of protect- 
ing the steel industry as long as it contin- 
ues “moving in the right direction”, which 
is apparently towards attrition. Donald Ev- 
ans, the commerce secretary, asserted in 


May that America would ensure a “level 


playing field” for its steel companies. 

The investigation, under the notorious 
Section 201 of the Trade Act of 1974, imme- 
diately came close to torpedoing the ad- 
ministration’s new two-way policy on 
China—warm on trade, cool on security. 
American and Chinese trade negotiators 
were locked up this week in Shanghai, try- 
ing to resolve the level of agricultural sub- 
sidies China would maintain after joining 
the World Trade Organisation (wTo). 
China’s top WTO negotiator, Long Yongtu, 
said he would wait and see whether the 


American action complied with the global 


body’s rules before reacting. But Chinese 
steel companies, which account for 7% of 
America’s imports and are already the 
subject of anti-dumping complaints there, 
condemned Mr Bush’s move. 

The reaction from Europe was also hos- 
tile. Shares in steel makers fell as talk circu- 
lated of the European Union challenging »» 


Vu 
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>» any American curbs on imports at the 


WTO. Pascal Lamy, the European Union's 
trade commissioner, opposed Mr Bush's 
action; he had been hoping for multilateral 
talks on steel. 

The other parts of the president's plan 
for the steel industry are agreeably multi- 
lateral: he wants Mr Zoellick to negotiate a 
cut in excess capacity and eliminate gov- 
ernment subsidies in the steel industry 
worldwide. David Phelps, president of the 
American Institute for International Steel, 
sees those as positive developments. But 
he would have preferred Mr Bush to en- 
courage America’s steel firms to take part 
in the merger wave that has lately swept 
the globe, rather than squawk for more 
protection. W 


Air-traffic control 


Let pilots do it 


Satellites are at the heart of plans to 
improve air-traffic control 


ROUND this time of year, Americans 
are usually braced for bad news about 

air travel. One group or another of pilots or 
cabin attendants is bound to announce 
plans for a strike that will leave them sit- 
ting for hours at the airport. Bad weather 
will stop the planes leaving; this accounts 
for half of the hold-ups. But the overriding 
problem is sheer congestion. Airlines 
schedule far more flights for a given time 
than can possibly be squeezed on to the 
runways. The real cause is the volume of 
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I'll get the hang of it after we take off 


air traffic, and an air-traffic-control system 
not good enough to handle it. 

On any given day 1.9m Americans take 
off (God willing) on one of the 38,000 
flights the airlines operate. In ten years, the 
figure will be nearly 3m. Yet nearly half of 
all flights at big airports arrive late. Two- 
thirds of all traffic goes through 31 hub air- 
ports, which account for 90% of delays. 
The worst are listed in our table. 

On June 6th, the Federal Aviation Ad- 
ministration (FAA) unveiled what it thinks 
could be the remedy—new technology 
which will let pilots, as well as air-traffic 
controllers, make some of the decisions 
about where to fly. This will allow airlines 
to cram more planes into the same air- 
space. In conjunction with airport expan- 
sion, the FAA hopes, this could reduce 
congestion enough to let more people take 
to the skies without constant delays. 

The FAA's plan, which will be spread 
over ten years and will cost $11.5 billion, is 
mostly just an attempt to pull into one co- 
herent whole a lot of projects that are al- 
ready under way. There will be goals and 
deadlines. There will be two new runways 
this year, at Detroit and Denver; a further 
six by 2004 at another batch of congested 
airports, including Houston and Minne- 
apolis; and yet another six by 2010 (at, 
among other places, Atlanta and Dallas). 
As well as covering green fields with tar- 
mac, the FAA is to develop techniques for 
using them more intensively, speeding up 
the rate of landings and departures. 

But the best hope for improving mat- 
ters in the short term is to make air-traffic 
control faster and slicker. The worst pro- 
blems occur during the thunderstorms of 
spring and summer; aircraft have to fly 
around storms, which means clogged air 





y The naughtiest nine 


Flight delays 

Average 

minutes 
Airport Rate* late 
New York, La Guardia 42 26.4 
San Francisco, Intl 35 21.9 
Boston, Logan 33 19.6 
Chicago, O'Hare 33 20.0 
Los Angeles, Intl 30 16.3 
Philadelphia, Intl 30 16.9 
Newark, Intl 29 18.0 
New York, Kennedy 29 16.8 
Atlanta, Hartsfield 27 15.4 
Source: FAA *% of scheduled arrivals more than 15 minutes late 


lanes. The FAA is working with NASA to 
find ways of forecasting storms with preci- 
sion up to five hours ahead, and control- 
lers are all to get computers on their desks 
to plot the best diversion instantly. Better 
traffic control would also allow aircraft in 
good weather to fly closer together than 
the five-mile lateral or 1,000-foot vertical 
separation that is considered essential to- 
day. To do so, however, they would need 
more accurate information about an air- 
craft’s precise position, because many of 
the radar installations in use today are ac- 
curate only to within a mile or so. 


Justa little closer 
The FAA's answer is to make more use of 
satellites. Satellite-based data links will 
improve communication between pilots 
and ground controllers, cutting out about 
40% of voice communication over the ra- 
dio. As part of this, the FAA wants to phase 
in what is known as free flight—giving pi- 
lots more information about the position 
of other aircraft and allowing them to 
make more of the crucial traffic decisions. 
This does not mean leaving pilots free to 
steer their own course like car drivers, but 
it does transfer more responsibility for 
plotting a route and following it to the pi- 
lot, with the ground controller keeping an 
eye on things. The FAA plans to have a sys- 
tem whereby each aircraft in free flight has 
a satellite-linked probe that tells the pilot if 
another aircraft is within 20 miles of him. 
Other countries—especially those in 
Europe where the skies are even more 
crowded—will be watching the FAa’s ef- 
forts closely. On the same day as the FAA 
declared its plans, Boeing announced the 
outlines of the future air-traffic-manage- 
mentsystem upon which much of the FAA 
plan depends. Boeing—which does not 
think the FAA's plan goes anywhere near 
far enough—reckons its system could cut 
today’s delays nearly in half and, in future, 
do even better. Tensions between the com- 
pany and the FAA may rise. For now the 
regulator is pleased that any private-sector 
firms have got involved at all, to help over- 
haul the system before it grinds toa halt. = 
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WASHINGTON, DC 
A stinging report on the shenanigans in 
Florida is too partisan to be credible 


HE Florida recount is like one of those 

monsters in a horror film that, just 
when you think it is dead, pops up again in 
yet another mutation. This time the mon- 
ster is in the form of a searing report from 
the Commission on Civil Rights. 

It says that Florida’s conduct of the 
2000 election was characterised by “injus- 
tice, ineptitude and inefficiency”. A com- 
bination of unequal access of up-to-date 


voting equipment and “overzealous ef- 


forts” to purge voter lists of ineligible vot- 
ers such as felons hit blacks harder than 
any other group. Blacks were ten times as 
likely as whites to have their ballots re- 
jected. A full 54% of the votes rejected dur- 
ing the Florida election were cast by them. 

The report criticises both Jeb Bush, the 
governor who also happens to be the pres- 
ident’s brother, and Katherine Harris, the 
secretary of state. The commission is 
poised to ask the Department of Justice 
and the Florida attorney-general’s office to 
investigate whether federal or state civil- 
rights laws were violated. 

Much of this is old hat. Everybody 
knows that much of America’s voting ma- 
chinery is a disgrace. And everybody 
knows that the worst voting machinery is 
concentrated in poor areas. But the Civil 
Rights Commission report still matters for 
two reasons. First, the commission has 
spent longer studying the subject than 
anybody else. Second, it has focused exclu- 
sively on the most explosive charge in the 
whole Florida fiasco: that minorities were 
systematically punished. 

But the commission has left itself open 
to the charge of partisanship. It consists of 
four Democrats, three independents and 
one Republican. And two of the nominal 
independents were appointed by Demo- 
crats, including the commission’s chair, 
Mary Frances Berry, who has contributed 
to both Hillary Clinton’s and Al Gore’s po- 
litical campaigns. Abigail Thernstrom, the 
commission's lone registered Republican, 
has no hesitation in dismissing the report 
as “totally partisan”. 

The commission also failed to give ei- 
ther Governor Bush and Ms Harris, or in- 
deed its own members, the customary 30 
days to consider their replies. Mr Bush had 
to reply to a flurry of (leaked) newspaper 
headlines before he received the full re- 
port. Ms Thernstrom was only given three 
days to read the report. 

The substance is also questionable on 
three counts. First, the commission con- 


NEW YORK 


A British import wins surprising favour 


N NEW YORK, a city where respectable 

people are driven to bribing waiters in 
the vain hope of getting a table at restau- 
rants like Nobu, stodgy British grub 
should have no place. Yet fish and chips, 
that highlight (some say) of British cui- 
sine, is the latest fashion from across the 
Atlantic to sweep into New York. 

English Harbour Fish & Chips has re- 
cently opened two outlets in Manhattan, 
and Park Slope, a trendy Brooklyn neigh- 
bourhood, has become the home of The 
Chip Shop. Now comes, ho ho, A Salt & 
Battery, a new chippie in Greenwich Vil- 
lage run by the folks who brought you 
Tea & Sympathy, an English restaurant 
that for the past decade has been serving 
up boarding-school staples such as shep- 
herd’s pie and treacle pudding. Although 
not everybody’s cup of tea (on a bad 
day, the service can be as churlish as any 
greasy-spoon in Barnsley, circa 1972), its 
products and style are said to be enjoyed 
by Anglophile masochists such as Quen- 
tin Tarantino. 

A Salt & Battery caters to a similarly 
eclectic crowd, says Nicky Perry, who 
owns both restaurants with her hus- 
band, Sean Kavanagh-Dowsett. The 
expatriate crowd is leavened by plenty 
of locals, who come to sample items like 
chips with curry sauce, and fried Mars 
bars, a delicacy unknown outside Scot- 
land and out of fashion even there. “We 
get lots of Irish policemen. And every 
construction worker in downtown Man- 
hattan is here at lunchtime.” 

Some care is taken with verisimili- 
tude. The staff are cheery cockneys 
(that’s where they’ve all gone), the feast 
comes wrapped in faded copies of the 
Independent, and the chips, cut with a 


centrates on race at the expense of educa- 


tion levels and voting experience. Spoiled 
ballots were concentrated in areas with 
high levels of illiteracy and with large 
numbers of first-time voters. Levels of illit- 
eracy are roughly twice as high among 
blacks than whites, and 40% of the blacks 
in Florida were first-time voters. (And de- 
spite all the loose talk about structural rac- 
ism, it is worth remembering that blacks 
made up 16% of voters, though they ac- 
count for 11% of the registered voters.) 
Second, laying so much blame on the 
governor and secretary of state is unrealis- 
tic. The voting system in the United States 
is highly decentralised. Most of the key de- 
cisions were made in Florida’s 67 counties 
rather than in Tallahassee. Many of the 








genuine British potato chipper, are of 
different sizes. This can distress Ameri- 
cans, used to standard-length 
McDonald's fries; one diner sent his 
back, worried that they did not match. 

On the other hand, New York preten- 
sion is not forgotten. Black-and-white 
photographs of depressed pensioners in 
deckchairs hang on the walls (there’s lit- 
tle chance of meeting the real thing). The 
restaurant has an alcohol licence allow- 
ing it to serve Boddington’s and 
Newcastle Brown ale (in Britain, a flat 
Coke would normally wash things 
down). The last upmarket touch is the 
bill: $10.49, about £7.30, for a portion of 
cod and chips. 

Ms Perry is now looking for investors, 
to help turn the brand into a chain. How 
successful they will be remains to be 
seen. New Yorkers are a fickle lot, espe- 
cially when it comes to food. 
Restaurants—rather like chips wrapped 
in newspaper-—rarely remain hot for 
long. 


counties with the highest number of voter 
errors were under Democratic control. 

Third, the commission is far from even- 
handed when it comes to dealing with fel- 
ons. It focuses on the 1,000 or so ex-offend- 
ers who were erroneously kept off the 
voting roles. But two Florida newspapers 
have demonstrated that more than 5,000 
felons who are not legally entitled to vote 
managed to do so anyway. 

Democrats will seize on the report to 
question the legitimacy of George Bush’s 
presidency. It will also fan fears among 
blacks. But even the commission admits 
that there is no “conclusive evidence” that 
officials “conspired” to disenfranchise mi- 
nority voters. That could have done with 
slightly more prominence. m 
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Straight talk on 
Social Security 


WASHINGTON, DC 
The gloomy prospects for reform are 
exceeded only by its importance 


N JUNE 11th, President George Bush’s 

Social Security commission will hold 
its first meeting. Chaired by Patrick Moyni- 
han, a former senator from New York, and 
Dick Parsons, co-chief operating officer of 
AOL Time Warner, this 16-member biparti- 
san group continues a venerable tradition 
of panels created to advise on America’s 
most contentious public-policy issue— 
pension reform. With the exception of a 
commission chaired by Alan Greenspan in 
1983 that resulted in a hike in both the pay- 
roll tax and the retirement age, most have 
had precious little impact. Unfortunately, 
this group may fare no better. 

One reason is the political calendar. 
The commission has to have recommen- 
dations ready by the autumn. But that is 
still only one year away from the 2002 
mid-term elections. Republican lawmak- 
ers are hardly likely to want to debate such 
a hot topic in the run-up to the polls. And 
with the Senate now in Democratic hands, 
it is unlikely that they would be able to 
anyway. 

Nor does the nature of the commission 
itself bode well. It is composed largely of 
technical experts rather than political con- 
stituencies. To be sure, there are former leg- 
islative heavyweights, notably Mr 
Moynihan. But, unlike Mr Greenspan’s 
commission, it contains no sitting mem- 
bers of Congress and nobody who obvi- 
ously speaks for the elderly. 

Moreover, say detractors, the very re- 
mit of the commission suggests its pur- 
pose is political rather than practical. Mr 
Bush has instructed it to look at the kind of 
reform proposals he favours—especially 
the creation of individually controlled, vo- 
luntary personal retirement accounts. 
Both the Democrats and Republicans on 
the panel support individual accounts, 
even though they are still controversial. 
Without the full spectrum of views, it is ar- 
gued, this commission will have no man- 
date and go nowhere. 

Perhaps. But it could just be that Mr 
Bush has hit on a cleverer formula: use a re- 
spected bipartisan group of technocrats to 
flesh out a workable reform proposal be- 
fore it gets bogged down in political slo- 
ganeering. With luck, this commission 
could bring the idea of individual ac- 
counts even further into the political main- 
stream. But in doing so the commission 
will clarify economic realities that Mr 
Bush may not like. 

The panel’s goal is to “restore fiscal 


soundness” to America’s pension pro- 
gramme. It is now widely known that the 
ageing of the baby-boomer generation 
will put unsustainable pressure on Amer- 
ica’s retirement plan. In 30 years there will 
be twice the number of elderly with only 
15% more workers. Less well known is that 
increases in longevity and a continued 
low birth rate mean that Social Security's 
finances look parlous well beyond the 
baby-boomers. 

According to Social Security’s actu- 
aries, the “intermediate”, or most likely, 
scenario suggests that the payroll tax 
would need to rise from 12.4% to more 
than 19% in 2075 to pay future pensions 
(see chart). And the trend would still be up- 
ward. Moreover, the economic impact of 
such dramatic tax hikes (even if they were 
politically feasible) would make matters 
even worse. Truly fixing Social Security 
therefore goes well beyond the baby- 
boomer generation. 

Creating a system based partly on 
individual accounts, as urged on the com- 
mission by Mr Bush, is one way to do this. 
Individual accounts help to create a “pre- 
funded” retirement system, where work- 
ers’ retirement money is put aside in ad- 
vance. America’s current system, in 
contrast, is pay-as-you-go: today’s workers 
pay for today’s retirees (although, to com- 
plicate things, the build-up of surpluses in 
the Social Security trust fund has made it 
partly pre-funded). Private accounts give 
an individual greater control over the as- 
sets. But, importantly, it is the pre-funding 
rather than the private nature of the ac- 
counts that makes such retirement plans 
more sustainable in the long term. 

Nonetheless, many Democrats and el- 
derly Americans are deeply suspicious of 
individual accounts. They worry that risks 
will increase; that the pension system will 
become less redistributive; that the admin- 
istrative costs will be prohibitive; and that 
private accounts make Social Security's fi- 
nancial problems even worse. The com- 
mission needs to address these issues. 

Some of these worries are overblown. 
Recent academic research, for instance, 
has shown that today’s Social Security sys- 
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tem is a relatively ineffective form of re- 
distribution. While poor people do get a 
relatively higher proportion of their work- 
ing salary in retirement cheques than 
richer ones, this redistribution is largely 
offset by the fact that rich people tend to 
live longer, and by the benefits their 
spouses receive. (Since spouses receive 
half a worker's retirement benefit, rich 
spouses get relatively more than poor 
ones). Recent research by two Harvard 
pensions experts, Martin Feldstein, a Re- 
publican, and Jeffrey Liebman, a Demo- 
crat, shows that, if carefully designed, 
virtually everyone, including the poor, 
would be better off under a mixed system 
that included individual accounts as well 
as Social Security. 


In the small print 

Nonetheless, there are important design 
details. Do you, for instance, force people 
to annuitise the assets in their accounts 
when they retire, so that they receive an 
annual payment rather than a lump sum? 
Annuitisation again favours the wealthy, 
because they live longer. But without it, 
some people might simply blow their nest 
eggs. By concentrating on these design de- 
tails, the Bush commission could defuse 
some of the unnecessary political hysteria 
around individual accounts. 

The biggest problem is financing. In es- 
sence, a shift from a pay-as-you-go system 
to one that is even partly pre-funded 
means that one generation of taxpayers 
must pay twice: once to pay for their par- 
ents’ Social Security cheques, and again to 
build up their own private accounts. In 
practice this “transition cost” means even 
higher saving and lower consumption (ei- 
ther by government or by individuals) 
than is needed simply to deal with baby- 
boomer retirements. 

Since Mr Bush has ruled out raising 
payroll taxes or cutting benefits for exist- 
ing retirees and those near retirement, the 
options include cutting future benefits for 
younger workers (which could be done in- 
directly by raising the retirement age); 
mandating new individual saving; or bor- 
rowing the money, and implicitly raising 
the taxes of future generations. 

Since Mr Bush has stipulated that the 
individual accounts must be voluntary, 
the reform cannot be based on forcing ad- 
ditional saving by today's workers. And 
since he has just pushed a large tax cut 
through Congress, whose costs balloon 
just as the baby-boomers start to retire, the 
government is unlikely to build up sur- 
pluses (ie, savings) outside the Social Secu- 
rity trust fund to help finance part of the 
transition. Both factors mean future bene- 
fit cuts and/or tax hikes will need to be 
larger than they might otherwise have 
been. A good test of the honesty of the 
commission will be whether it hesitates to 
point this out. m 


Lexington Theodore McCain 


Will the Arizona maverick imitate his hero? 
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D URING last year's presidential campaign, Karl Rove, George 
Bush’s chief political adviser, went around touting the no- 
tion that the 2000 election would be a rerun of the vote of 1896. 
Just as William McKinley, he claimed, had ushered in an era of 
Republican dominance by appealing to both the power of cor- 
porate interests and the votes of the new industrial working 
class, so Mr Bush was supposed to combine traditional Republi- 
can business interests with the votes of new-economy workers 
to form a big governing majority. It didn't happen, of course. But 
resemblances to the politics of 100 years ago have made a sur- 
prising comeback, this time with to the events of 1912. 

In that year, Theodore Roosevelt, who had earlier been Mc- 
Kinley’s vice-president and then president himself until 1909, 
lost the Republican nomination to the incumbent, William 
Howard Taft, despite winning the popular vote in the primaries. 
(Those were the days when the real choice was made in smoke- 
filled rooms.) Roosevelt stormed out of the Republican Party, 
and six weeks later returned to fight the election under the ban- 
ner of the newly formed National Progressives, better known as 
the Bull Moose party. His campaign remains the high point of 
third-party politics in America. Roosevelt beat Taft into third 
place but, by splitting the Republican vote, let in Woodrow Wil- 
son, the Democrat, as president. 

Now cut to a self-proclaimed Roosevelt fan, John McCain. Mr 
McCain also scored a popular hit in the 2000 presidential pri- 
maries, though he didn’t win them. Unlike Roosevelt, he has 
stayed in the Republican Party. But in the aftermath of Jim Jef- 
fords’s defection and Mr McCain's “coincidental” decision to 
invite Tom Daschle, the Democratic leader in the Senate, to stay 
for the weekend in Arizona, it is hardly surprising that rumour 
has Mr McCain thinking about doing a Roosevelt and hoisting 
the banner of independent reform for the 2004 election. 

He is thinking about it, almost certainly. He knows his 
chances of being the Republican presidential candidate in 2004 
are zero. Even when the presidential nomination was open, he 
could not persuade party loyalists to stray from Mr Bush. He 
stands no chance next time, except in the extraordinary event 
that Mr Bush chooses not to run again. Nor could he plausibly 
run as a Democrat. Though he is less reliably right-wing than he 
was, Mr McCain is a conservative. On the scale of one to 100 
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drawn up by the American Conservative Union to measure Sen- 
ate voting records, Mr Jeffords scores 36; Mr McCain, 81. 

But he might—just-stand a chance as an independent. Say 
Mr Bush's presidency was widely seen as having failed by 2004, 
because the economy was in the tank. Say also that the Demo- 
crats react by turning left—perhaps by nominating Al Gore to run 
again on a soak-the-rich ticket. In such circumstances, the usual 
reservations that doom third-party candidacies to failure might 
not seem so compellingly ominous. 

For the moment, Mr McCain says he will not leave the Re- 
publican Party. Indeed, he has no need to do so. Becoming an 
independent now would not boost his influence over the Sen- 
ate, but would reduce further any sway he has in the White 
House. All he needs to do is manoeuvre himself into a position 
from which he could make a break if he wanted. That gives him 
plenty of time to study Roosevelt's experience. 

Roosevelt was one of the most charismatic presidents in his- 
tory. A war hero, he led a cavalry charge up Kettle Hill in the 
battle of San Juan. A larger-than-life figure and a great preacher 
from the bully pulpit, he was shot in the chest during an election 
rally in 1912. The bullet was deflected by his notebook and Roo- 
sevelt, roaring that he was as strong as a bull moose, recovered 
to make a speech. Mr McCain’s appeal hardly reaches such 
heights. But his personal history and his televisual forthright- 
ness are cut from similar cloth. 

More important, the two men share a common ideology. No- 
tions of national greatness are important to Mr McCain too. 
Both support deep American engagement abroad and vigor- 
ously defend the virtues of national service and the projection 
of military force (“Speak softly and carry a big stick”, said Roose- 
velt.) Domestically, Mr McCain is trying to revive the Roosevelt 
tradition of “progressive Republicanism”. The starting-point for 
both is that the Republican Party has become the captive of spe- 
cial interests. Roosevelt passed the first campaign-finance reform 
and instituted the first big antitrust cases. Mr McCain, in a more 
modest way, has used his chairmanship of the Senate Com- 
merce Committee to push for an end to corporate welfare. 

The big difference is that Roosevelt pursued his policies as 
president, a position he reached from within the ranks of the Re- 
publican Party. When Roosevelt tried to continue his crusade as 
leader of a third party, he failed comprehensively. After losing 
the election, he rejoined the Republicans in 1916—and the rem- 
nant of the Progressive movement was mopped up into the 
Democratic Party by Theodore’s cousin, FDR. 

Mr McCain could try to claim to himself that modern politics 
is making a third-party bid ever easier. Party identification is fall- 
ing among voters, and more than a third of Americans describe 
themselves as independents. Ross Perot won a fifth of the vote 
in 1992. But the harsh fact is that Roosevelt had more backing. In 
the early 1900s, there were half a dozen Progressive or indepen- 
dent senators from the mid-west and California, both of which 
had strong third-party movements. There are none now, except 
Mr Jeffords and two governors, Jesse Ventura of Minnesota and 
Angus King of Maine. Republican senators who supported Mr 
McCain in his 2000 bid would probably desert him if he were 
an independent. Unlike his hero, Mr McCain would be starting 
almost from scratch. 

All these would be good reasons for the Arizona maverick 
not to take the same route as his hero. But, being just as indiffer- 
ent to danger, he may not pay any attention to that. m 


a) 


y» 


i, is a fact of life. You either evolve or wither 
away. The same goes for business in today’s 
marketplaces. Companies are living organisms 
— they have to constantly adapt and improve 
on a daily basis. Are you strong enough to 
Stay on top of the corporate food chain? 

Cap Gemini Ernst & Young can help 


transform your business into an adaptive, 





knowledge-based organization. From strategy global management and IT consulting 

to business processes to IT infrastructure, firms, we have proven experience in 

you will learn how to harness change and helping our customers transform. In fact, 

use it to your advantage | we work with some of the world’s most 
Why team up with us? As one of the top | successful companies, including two- 


thirds of the world's industry leaders 


Once you learn to evolve, you can survive 


oe AN 





in any environment 


www.cgey.com 














©7001 Cap Gemini Ernst & Young All trademarks, trade names and seryece marks manti 


ned andor used belong to then respect 








Turn your back 
on time 


Reverso pus 

With its pure gf a 
Art Deco M =x 
features, 

unchanged 
since 1931, the 
Reverso has a unique 

identity. Especially 

when we add the final 
touch. By engraving 

your initials on its pivoting 
case, we invite you 

fo turn your back 

on time as elegantly 

as you face it. Enjoy 

the gesture 


JAEGER-LECOULTRE» 


For your free copy of the Manufacture's book of Timepieces contact your local retailler 
or Jaeger-LeCoultre, CH-Le Sentier, tel. (+41) 21 845 02 02. www.miic.com 


sé 


The Americas 


S 


Peru's election 





Toledo reaches the palace, at last 


LIMA 


If he is to rebuild democracy and revive the economy, the new president will need 


to form a credible government 


AME man, same place, but what a dif- 

ference a year can make. In April last 
year Alejandro Toledo stood on the bal- 
cony of the Sheraton Hotel in the centre of 
Lima, with a red bandanna round his 
head, and yelled to a seething crowd of 
supporters that President Alberto Fujimori 
had just stolen an election victory from 
him. Mounted on the shoulders of pro- 
democracy protesters, Mr Toledo then led 
a march on the presidential palace, only to 
be turned back by a wall of tear-gas. 

Last Sunday night Mr Toledo was back 
on the same balcony, wearing a grey suit 
and glasses, having just become Peru's 
president with a narrow victory in a run- 
off ballot. He won 45.7% of the total vote, 
against 40.6% for Alan Garcia, a former 
president from the populist APRA party. 

A lot has changed already in Peru since 
Mr Fujimori, beset by corruption scandals, 
sneaked out of the country last November. 
The electoral authority is now indepen- 
dent, for example. The vote was said by ob- 
servers to be possibly the cleanest in Peru's 
history. But Mr Toledo, a centrist econo- 
mist, still faces a daunting task if he is to 
make Peru, as he pledged to the crowd last 
Sunday, “a fairer country, with more jobs, 
without corruption, with more justice and 
equality for all.” 

The immediate task for Mr Toledo is to 
strengthen his political position. Many Pe- 


ruvians voted against Mr Garcia, rather 
than for Mr Toledo. A last-minute fear that 
Mr Garcia might win appears to have 
caused many of those whom pollsters had 
thought might cast blank or spoilt ballots 
to back his opponent. Invalid ballots to- 
talled 14%, in line with recent elections. 

The new president lacks experience of 
government, and his authority has been 
undermined and his psyche scarred by 
allegations about his private life during the 
campaign. His Peru Posible party is a re- 
cently-created catch-all movement of indi- 
viduals from the left and centre, lacking 
ideology and roots. It has only 45 of the 120 
seats in Congress, though Mr Toledo 
claims to have struck alliances with three 
other parties with a total of 15 seats, and to 
be holding talks with two parties com- 
manding another ten seats. 


The importance of a team 

These weaknesses mean that Mr Toledo’s 
choice of ministers is crucial to inject credi- 
bility into his government. That is his first 
problem. Mr Toledo’s chief economic ad- 
viser is Pedro Pablo Kuczynski, an experi- 
enced former energy minister and fund 
manager, who leads a team of technocrats. 
Investors hope, and expect, that he will be 
named as both economy minister and cab- 
inet chief. But Mr Toledo also faces de- 
mands for cabinet jobs from several of his 
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political friends. 

A formidable job for his government is 
to rebuild democratic institutions under- 
mined by Mr Fujimori’s ten years of 
elected authoritarianism. Here Mr Toledo 
has one advantage. The armed forces have 
been weakened by their entanglement 
with Vladimiro Montesinos, Mr Fujimori’s 
disgraced head of intelligence. Four mili- 
tary chiefs are in jail, facing corruption 
charges. But several of their cronies remain 
in uniform. If Mr Toledo does not act 
firmly to clean up and rein in the army, the 
risk will remain that it will eventually step 
in, as it so often has when civilian govern- 
ments have faltered. 

Then there is the economy. After three 
years of near-stagnation, in the first four 
months of this year GDP contracted by 2% 
compared with the same period last year, 
according to the Central Bank. Investment, 
employment and earnings have all sunk 
from their levels of 1997. Despite rapid 
growth in the mid-1990s, GDP per person, 
in real terms, at $2,350 last year, is no 
higher than in 1970. Only around 40% of 
the workforce has a proper job; 54% of Pe- 
ruvians are officially classified as poor. 
“People are desperate. It’s a country facing 
a social emergency,” says Elmer Cuba of 
Macroconsult, an economic consultancy. 

During the campaign, Mr Toledo tried 
to match Mr Garcia’s populist promises, 
vowing to double teachers’ wages and to 
create 2.5m jobs over five years, partly 
through an emergency employment pro- 
gramme costing $170m a year. Finding the 
cash will be hard, given Mr Toledo’s prom- 
ises to maintain economic stability and 
honour the foreign debt. First, he must get 
the economy moving again. He has said he 
would cut sales tax and a special payroll 
tax. But that will prompt investment only 
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> if it is seen as part of a credible overall 
plan, argues Mr Cuba. 

With his eye on Peru’s social problems, 
Mr Toledo has pledged to reform the struc- 
ture of government spending, raising edu- 
cation’s share to 30% of the budget. He also 
wants decentralisation: local government 
currently spends only 4% of the budget. 

There is scope for the new government 
to strike deals to its left on constitutional 
and social reform, and to its right on the 
economy. But that might require greater 
political skill than Mr Toledo has so far 
demonstrated. Should he stumble, he 
faces a powerful potential opponent in Mr 


Argentina’s economy 


Garcia, a far wilier and more experienced 
politician. Having returned to Peru only in 
January after eight years abroad, Mr Gar- 
cia has staged a remarkable comeback, 
and will have his sights on the presidency 
in 2006. He has offered his support to Mr 
Toledo, but in practice APRA’s 28 congress- 
men are unlikely to give blanket approval 
to government measures. 

Real change will take decades. After the 
turmoil of the past two years, Peru needs 
reform, but also steady, honest govern- 
ment. If Mr Toledo can deliver that, at least 
he will have pointed his country in the 
right direction. m 


Cavallo pawns an uncertain future 


BUENOS AIRES 


Unless the economy rapidly returns to growth, a huge bond swap will have merely 


postponed a debt default 


be E HAVE dealt with the urgent 

thing so we can dedicate our- 
selves to the important thing,” declared 
Domingo Cavallo, Argentina’s economy 
minister, last weekend, on concluding the 
biggest-ever voluntary refinancing of its 
debts by a government. This involved ex- 
changing some $29.5 billion in mainly 
short-term debt for newly issued bonds 
which expire after 2005. 

The urgent thing was that, before the 
swap, Argentina had looked unable to refi- 
nance the heavy burden of debt due to ex- 
pire in the next five years and would, 
perhaps sooner rather than later, have de- 
faulted. The important thing now is for Ar- 
gentina’s economy to grow, and fast. 

After three years of recession, and with 
unemployment at 15%, depressed Argen- 
tines are desperate for a recovery. The 
swap aims to foster this by deferring some 
$7.7 billion in debt payments due before 
the end of next year, according to calcula- 
tions by Miguel Broda, an Argentine econ- 
omic consultant (see chart). Officials hope 
that this will lower short-term borrowing 
rates—for the government, but also for 
firms and consumers. In recent months, 
Argentina’s borrowing bill has surged, as 
investors have demanded ever-higher pre- 
miums to compensate for the risk of de- 
fault. The risk premium fell this week as 
investors gave an initial cautious welcome 
to the swap, whose scale exceeded most 
expectations. 

But Argentina’s reprieve has come at a 
high price. It will pay interest of about 15% 
on the new bonds, compared with an aver- 
age of 9-12% on those traded in. The swap 
will be a success only if the economy re- 
turns swiftly to growth of atleast 5% a year, 
and the government generates a fiscal sur- 
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plus, thus reassuring investors that Argen- 
tina can service its postponed—and now 
augmented—debts in future. 

There is no easy route to this. Argentina 
has not been able to kick-start the econ- 
omy by letting its currency plunge, as Bra- 
zil did in 1999. By law, Argentina’s peso is 
pegged at par to the dollar. Congress is dis- 
cussing a proposal from Mr Cavallo to tie 
the peso half to the dollar and half to the 
euro—but only when (or if) the euro itself 
reaches parity with the dollar. Since most 
of Argentina’s public and private debt is in 
dollars, a devaluation might anyway in- 
volve a default. Instead, Mr Cavallo’s team 
promises sweeping reforms to bolster the 
public finances and improve the competi- 
tiveness of Argentine business. 

The prospects, however, do not look 
good. Last December President Fernando 
de la Rua’s government hoped that it had 
created the conditions for recovery by ne- 
gotiating a $40 billion bundle of loans and 
credit guarantees, led by the 1mF. But as 


the slump continued, in March investors 
and Mr de la Rua both panicked. The presi- 
dent changed his economy minister twice, 
turning in desperation to Mr Cavallo, a po- 
litical opponent, who had held the job 
from 1991 to 1996. 

Mr Cavallo has since announced mea- 
sures to reactivate the economy and curb 
the fiscal deficit. After months of decline, 
tax revenues increased last month, thanks 
mainly to a new tax on financial transact- 
ions, copied from a similar measure in Bra- 
zil. But the government's attempts to 
reform pensions and health care are being 
held up by legal challenges. And, as Ro- 
sendo Fraga, a political analyst, points out, 
Mr Cavallo cannot get his hands on some 
of the most inefficient and corrupt govern- 
ment agencies, such as those for tax collec- 
tion and social security. These are con- 
trolled by allies of Raul Alfonsin, a former 
president who is the leader of Mr de la 
Rua’s centre-left Radicals. 

The finances of Argentina’s provinces 
remain parlous: in the first quarter of this 
year, they overshot the government's tar- 
get for their combined deficit by 12%. The 
economy ministry is refinancing the debts 
of those provinces that are ready to agree 
to a fiscal adjustment programme. But 
there is no sign of a structural reform of 
provincial finance. 


Political clouds 

With an election for Congress due in Octo- 
ber, the prospects for unpopular reforms 
will not quickly brighten. A further com- 
plication involves a judicial investigation 
into the alleged smuggling of arms during 
Carlos Menem’s first term as president in 
the early 1990s. Two close aides of Mr Me- 
nem’s have already been arrested over the 
affair; this week they were joined by the 
former army commander. The ex-presi- 
dent was himself due to be questioned by 
the investigating judge on June 7th. Mr Me- 
nem still commands a wing of the opposi- 
tion Peronists. His supporters want the 
government to press the courts not to ar- 
rest Mr Menem. If it does not, they will try 
to make its life more difficult. 

Above all, there is still no clear evidence 
that the economy is about to pull out of re- 
cession. Though industrial production is 
rising, consumer confidence remains low. 
Several months of political stability, fiscal 
reform and low interest rates could start to 
change that. But there is no guarantee that 
these will be forthcoming. And circum- 
stances outside are not helping: growth in 
Brazil, Argentina’s main export market, is 
set to slow sharply because of an electric- 
ity shortage, and the euro is languishing 
against the dollar. 

Even after the swap, the government 
will still have debts to refinance in the next 
few years. Unless there is growth soon, Ar- 
gentina’s expensively acquired breathing- 
space may not last long. m 
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Colombia's wars 


Progress, of sorts 


BOGOTA 
The peace process produces a modest 
agreement 


FTER 30 fruitless months, peace talks 
between President Andres Pastrana’s 
government and the guerrillas of the Revo- 
lutionary Armed Forces of Colombia 
(FARC) have produced a minor but tangi- 
ble result. On June 5th, in an isolated spot 
in the mountains south-west of Bogota, 
the capital, the guerrillas handed over to 
the International Red Cross an injured po- 
lice colonel and three other officers whom 
they had been holding captive. 

They were the first of 42 imprisoned po- 
lice and soldiers due to be released under a 
humanitarian accord signed three days 
earlier. In return, the government will 
hand over 15 sick guerrilla prisoners, but 
without dropping charges against them. 
The plan is that the FARC will then unilat- 
erally release a further 100 of the 450 or so 
soldiers and policemen it is holding in 
primitive prison camps. 

Military chiefs and some right-wing 
politicians have criticised the accord as 
premature, since the FARC has yet to agree 
to a ceasefire. Others have welcomed it, on 
humanitarian grounds. Alvaro Acosta, the 
released colonel, was disabled when the 
FARC shot down his helicopter. He was a 
symbol of the suffering of the captives and 
their families. 

Certainly, both Mr Pastrana and his 
peace process needed some good news. As 
he nears the final year of his term, his 
popularity rating is languishing at 24%, 
while just 19% approve of his handling of 
the peace talks, according to a recent poll. 
That is likely to change only if the FARC 
shows signs of ending its war. 

On another front, the government may 
also have achieved progress of a kind. It 
has been under foreign pressure, espe- 
cially from the United States, from which it 
receives military aid, to curb the right- 
wing paramilitaries of the United Self- 
Defence Forces of Colombia (Auc). After 
several especially brutal massacres of ci- 
vilians by the auc, which claims 8,000 
troops, the government has begun to take 
firmer action against it. Over the past two 
months, the security forces have arrested 
more than 60 AUC members, including 
several leaders. In a search for evidence 
against its financiers, investigators from 
the attorney-general’s office raided the 
houses of several ranchers in the depart- 
ment of Cordoba, the Auc’s heartland in 
north-western Colombia. 

This pressure may be having an effect. 
Last week, the Auc’s website carried a 


brief message in which Carlos Castano, 
the Auc’s founder, stated that he was re- 
signing as its leader. After a meeting of its 
senior members, on June 6th the AUC is- 
sued a statement saying that Mr Castano 
would retain joint “political control” of the 
Auc with another paramilitary leader, 
but would no longer form part of the orga- 
nisation’s nine-man “general staff”. 

It is thought that Mr Castano opposed 
plans by other paramilitary commanders 
to turn their weapons on the security 
forces when pursued by them. That is 
something the AUC has hitherto made a 
point of not doing, since it claims to be an 
ally of the state (even if an increasingly un- 
welcome one) against the guerrillas. In 
their statement, the Auc leaders ratified 
their “respect” for the state, while criticis- 
ing Mr Pastrana’s peace policies. 

Another factor in the AUC’s apparent 
internal strife may be that the FARC has re- 
cently re-entered parts of Cordoba that 
had been under paramilitary control for 
the past five years. Last month the guerril- 
las visited several villages in Tierralta, in 
western Cordoba, rounding up civilians 
and then killing at least 11—perhaps as 
many as 80—with machetes in a deliberate 
act of terror. Opium poppies and coca are 
both grown in the area, which straddles a 
smuggling route for drugs and arms. 

Since the start of talks, the FARC has 
cited the government's failure to curb the 
paramilitaries as a reason for its own fail- 
ure to make peace. Coincidentally or not, 
the guerrillas signed the “humanitarian” 
accord in the same week as cracks ap- 
peared in the AUC—and just as their own 
behaviour in Tierralta showed as little re- 
spect for humanity as that of their paramil- 
itary opponents. W 
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Politics in Ecuador 


El loco’s own goal 


QUITO 
A former president may survive a 
football scandal 


Dee BUCARAM must have been re- 
lieved when a late goal gave Ecuador’s 
football team victory over Peru in a World 
Cup qualifying match on June 2nd. Mr 
Bucaram, in voluntary exile in Panama 
since being ousted as Ecuador’s president 
for “mental incapacity” in 1997, plans a po- 
litical comeback. And a footballing defeat 
might have been fatal for his hopes. 

That is because Mr Bucaram’s suppor- 
ters are alleged to have been behind an at- 
tack last month on Hernan Dario Gomez, a 
Colombian coach who has become a na- 
tional hero in Ecuador by taking its lowly 
team to the brink of an unprecedented 
place in the World Cup finals. Mr Gomez 
had refused to include Mr Bucaram’s 
youngest son, a mediocre footballer, in Ec- 
uador’s under-21 team. According to wit- 
nesses, the former president’s elder son 
was one of a group of people who ac- 
costed Mr Gomez in the restaurant of his 
hotel in the coastal city of Guayaquil, 
shooting him in the leg and breaking his 
nose. Mr Gomez resigned, only to relent. 

Mr Bucaram has long been known as el 
loco (the crazy one). But his hopes of a 
comeback may not be delusions. His Ecua- 
dorean Roldosista Party (PRE) is still the 
third-largest in the Congress. At a confer- 
ence in Panama last month, the party 
named him as its presidential candidate 
for the election due next year. 

Mr Bucaram’s resilience stems from his 
powerful political machine in Guayaquil. 
The grandson of Arab immigrants, he has 
never been accepted by Ecuador's tradi- 
tional political elite-which strengthens 
his appeal among the poor. His six-month 
government was scandalously corrupt, 
but that is not unusual in Ecuador. On June 
6th the president of the country’s Con- 
gress resigned over corruption claims 
(which he rejects). 

Mr Bucaram told his party's conference 
that there were no “barriers” to his return- 
ing to Ecuador to campaign. He still faces 
corruption charges. But it is said in Quito 
that the PRE may have struck a deal: in re- 
turn for backing a two-point increase in 
VAT required by the Imr, the PRE expects 
government support for a measure to force 
Supreme Court judges to retire at 65. That 
would open the way for their successors to 
drop the charges against Mr Bucaram. 

If Ecuador's footballers fail, an out- 
raged public might cry foul at any such 
deal. Butif they qualify, el loco might sneak 
back—and even win. @ 
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Iran's presidential election 


Khatami faces a treacherous 


second term 


TEHRAN 


Iran has seen big social changes, but where does it go now? 


N EXHIBITION on show as Iran pre- 
pared for its presidential election on 
June 8th told a salutary tale. Mikhail Gorb- 
achev, the exhibition recalled, was a gull- 
ible reformist whose misguided attempts 
to improve a Communist government 
ended up destroying the Soviet Union. An- 
other section of the exhibition described 
Muhammad Khatami’s continuing efforts 
to reform Iran’s Islamic regime. The exhi- 
bition was ordered by Ayatollah Ali Kha- 
menei, Iran's supposedly impartial sup- 
reme leader, and a caption duly contended 
that “Khatami is not another Gorbachev”. 
But the exhibition’s title, “The Great Les- 
son”, carried the message that a vote for 
the cautious Mr Khatami could bea vote to 
destroy the Islamic revolution. 

That seems a wild exaggeration, given 
the mild pace of reform. But, by the time 
the votes have been counted this week- 
end, Mr Khatami will have strolled to a sec- 
ond presidential term. His victory is not an 
indication of overwhelming support. The 
president, a cleric, is a declared believer in 
Iran's version of Islamic government, but 
the more radical of his electoral suppor- 
ters, looking towards western liberalism, 
are not. Iranians are aware, however, that 
Mr Khatami is the only reformer accept- 
able to Mr Khamenei and the powerful 
clerical establishment gathered behind 
him. At present, it makes no sense for radi- 
cals to rally round anyone else. 

At first sight, Mr Khatami’s first term can 
be judged largely a failure: his bid for po- 
litical reform was spiked by the clerical 
establishment. Even so, the past four years 
have had two momentous effects. 

First, Iranians have got used to speaking 
their minds, and this despite the warning 
that the country’s hardline judges have 
banned pro-reform publications and 
jailed prominent reformists. With a little 
goading, many people now dare conduct 
the sort of political discussion that Mr Kha- 
tami himself would not countenance, and 
might well land them in jail. 

Second, nearly everyone in Iranian pol- 
itics, apart from a hardline fringe, now 
claims to favour some sort of reform. Take 
the nine candidates put up by the conser- 
vatives to try to dent Mr Khatami's major- 
ity. The presence of only one cleric among 
them shows that even conservatives recog- 
nise the waning of the clergy’s prestige. 
And distinctly liberal ideas have been dis- 
cernible in their campaign literature. The 





One perfect rose 


question is no longer whether Iran 
changes, but how, and into what. 

None of this means that the conserva- 
tives will do the president's bidding, or 
help him to pursue his gentle policy of re- 
form over the next four years; they hanker 
for control of that policy. Nor does it mean 
that hardline judges will abandon their ef- 
forts to imprison opponents. After arrest- 
ing some 60 dissidents this spring, they 
recently summoned several of the presi- 
dent's close allies for informal “chats”: a 
sure sign, it is thought, that further arrests 
are in the offing. 

Mr Khatami has shed his naivety, but 
he may find his second term as frustrating 
as his first. One difference could be a re- 
arrangement inside the reform movement. 
Until now, the movement has made room 
both for radicals, who say they expect Iran 
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soon to be run by non-clerics, and the luke- 
warm, who think the present system 
needs only tinkering. It is generally agreed 
that this cohabitation cannot last. 

In theory, disagreement and debate, 
within both the reformist and conserva- 
tive camps, could edge Iran further to- 
wards the pluralistic future that Mr 
Khatami envisages. But there may be diffi- 
culties. Many people on both sides of the 
reform-conservative divide have scant re- 
gard for democratic principles. Moreover, 
revolutionary Iran lacks the secure econ- 
omic and social foundations it needs if the 
transition is to be smooth. 

When Mr Khatami came to power in 
1997, he inherited a debt-bound economy 
labouring under cronyism, corruption and 
mismanagement. A timely rise in oil 
prices, coupled with a sensible monetary 
policy, helped stave off crisis. But the presi- 
dent and his ministers have dragged their 
feet on reforming the centralised econ- 
omy, partly because they could not agree 
what form the changes should take, and 
partly because they feared social unrest. 

Iran is sitting on a time-bomb. During 
the 1980s, overshadowed by the eight-year 
war with Iraq, the population grew by 3.5% 
a year: the 18m Iranians born during that 
decade now account for over a quarter of 
the population. Some pundits reckon that 
the economy is generating no more than 
half the 1m or so jobs the growing-up war- 
babies will require each year for the next 
ten years. By 2005, when Mr Khatami steps 
down, unemployment could have risen to 
at least 5m. 

The social costs of decades of misman- 
agement are all too apparent. Small-scale 
industrial unrest is endemic. Iranians are 
divorcing at a rate associated more with 
the degenerate West than a devout Muslim 
nation. At least 2m Iranians are drug ad- 
dicts. And brains are draining away: ac- 
cording to a recent survey carried out at 
Tehran’s Amir Kabir University, 80% of 
students in the capital want to emigrate. 

So, as Mr Khatami enters his second 
term, optimism has to be severely diluted. 
He is, it is true, showing more interest in 
the economy than he did when he came to 
power, and he has become a more capable 
politician. But with the conservatives bent 
on keeping things as they are, and the radi- 
cals itching to turn them upside down, the 
popular re-elected president may again 
find himself caughtin the middle. = 







Israeli-Palestinian ceasefire 





JERUSALEM 


After the Tel Aviv suicide-bomb 


Sharon and Arafat drew back from all-out war, but remain on the brink 


66 TD ESTRAINT is strength,” proclaimed 
Ariel Sharon on June 3rd at a Tel 

Aviv hospital where dozens of teenagers 

lay injured after the suicide-bombing at a 

beach-front discotheque on June ist. This 

is nota philosophy that Israel’s prime min- 

ister has notably espoused during his long 

and turbulent career in the army and in 

~ politics. But the very enormity of the at- 

- tack, which killed 20 young Israelis, may 

- have provided the shock that Israel and the 

`- Palestinians needed to draw back from the 
brink of all-out war. 

Mr Sharon’s restraint was purchased, 
literally at the last minute, by a public state- 
ment from Yasser Arafat, on the morning 
_of June 2nd. Under strong international 
- pressure, and threatened with an invasion 
that would have endangered his regime, 
the Palestinian leader said that he would 
“do all that is needed to achieve an imme- 
diate, unconditional, real and effective 
ceasefire.” He followed through with in- 
structions to his police to implement his 
= ceasefire decree “by force if necessary”. Is- 
= raeli aircraft and tanks, under cabinet or- 

- ders to strike at the Palestinian Authority, 
were told to stand down. 











At mid-week, despite sporadic inci- 
dents in the West Bank and Gaza, and de- 
spite the scepticism voiced by all, the 
ceasefire seemed to be holding. On June 
6th Israel began slightly to relax the draco- 
nian blockade it had imposed on the terri- 
tories after the bombing. Crucially, the 
Bush administration then sent George Te- 
net, the CIA chief, to talk about how the 
ceasefire is to be monitored, and how to re- 
instate the long-lapsed “security co-opera- 
tion” between the two sides. 

The fortunate presence in the region of 
Germany’s foreign minister, Joschka Fi- 
scher, helped to stay Israel’s fist, and to 
ease a ceasefire out of the Palestinians, at 
least until American diplomacy lumbered 
into action. Mr Fischer, who had heard the 
bomb blast from his Tel Aviv hotel, shut- 
tled frantically between Mr Sharon and Mr 
Arafat. His tone and tenor with the Pal- 
estinians were markedly more rancorous 
than Mr Arafat is accustomed to hearing 
from European statesmen. 

After Mr Arafat had made his promise, 
he sought approval from the leaders of his 
own Fatah movement and the other Pal- 
estinian factions, including Hamas and Is- 


lamic Jihad. He got, or so it seemed, a yes 





for a ceasefire, if only to avert further Is- 
raeli attacks on his regime (though a no to 
any talk of ending the intifada). The cease- 
fire would mean, say Fatah people, an end 
to all military attacks, suicide or otherwise, 
inside Israel proper, and no more shooting 
at soldiers or settlers from within Palestin- 
ian-controlled areas. But later in the week 
this commitment appeared to have begun 
to unravel. “There is no change in our pre- 
vious policy,” said Mahmoud Zahar, Ha- 
mas’s spokesman in Gaza. “We will resist 
Israeli attacks everywhere and by all 
means. There is no ceasefire.” 


Packing them into prison 

Even harder for Mr Arafat is Israel’s insis- 
tence that the Palestinian Authority 
should rearrest the 100 or so Hamas and Is- 
lamic Jihad prisoners freed from PA jails 
during the past eight months of fighting. It 
is also insisting on the imprisonment of 
another 200 Palestinians, including mem- 
bers of Fatah and officers in the PA’s own 
security forces, who Israel says have been 
responsible for killing Israelis, whether in 
Israel or the occupied territories. 

There is broad Palestinian consensus 
that Mr Arafat cannot meet this demand, 
save perhaps for the arrest of those Pal- 
estinians specifically involved in the sui- 
cide-bombings. “How can Arafat arrest 
Hamas people for ‘violence’ when every- 
body knows that Fatah people led the ‘vio- 
lence’?” asks a Hamas leader in Gaza. “If 
he moves against Fatah, he will fall on his 
neck.” Perhaps this—which is what Israel’s 
right-wing has called for—is the intention. 

Before the Tel Aviv blast, Mr Arafat had 
made any ceasefire conditional on Israel 
publicly embracing the other recommen- 
dations made by the Mitchell commission 
last month, including a freeze on all settle- 
ment-building. After the bombing, he 
made the ceasefire unconditional (as de- 
manded in the report). But, say Palestin- 
ians, the basic equation still holds: no 
ceasefire will be sustainable if Mr Arafat 
cannot offer some tangible political relief 
to his people. 

Logic points to the ceasefire leading to 
the implementation of the Mitchell re- 
port’s call for “the resumption of full and 
meaningful [peace] negotiations”. But here 
the broad base of Israel’s national-unity 
government~—which gave the country the 
strength to do nothing after the suicide- 
bomb—begins to collapse. The hawks say 
they will topple Mr Sharon if he gives way 
over settlements; the doves threaten to 
bring him down if he does not negotiate 
“meaningfully”. Mr Sharon rises above 
both by insisting that he will be there “for 
many years to come”, apparently ready to 
implement the Mitchell plan on a comfort- 
ably gradual timetable. The Palestinians, 
with dreadful decades of Israeli gradual- 
ism behind them, see things differently. m 









os. 


[4 

h 
> re Aas - 
PES “E 2s *-4z oe a. oe ye 


Central African Republic 


An old coup hand 


BANGUI 
The aftermath of an attempted coup is 
bloody and divisive 


LTHOUGH the presidential guard suc- 
cessfully foiled a coup on May 28th, 
fighting continued this week in the Central 
African Republic’s capital, Bangui, and the 
total death toll is likely to be far more than 
the official figure of 32.Thousands of peo- 
ple have fled their homes, and govern- 
ment troops have been executing both 
suspected rebels and civilians who defy 
the curfew. The deserted streets are strewn 
with decomposing bodies, and residents 
huddle in churches for safety. 

President Ange-Félix Patassé has 
turned down the peace talks proposed by 
the French government, and seems deter- 
mined to stamp out the rebellion. But, as 
yet, his troops have been unable to secure 
the capital, and rebels hold the radio sta- 
tions. Amadou Toumani Touré, an ex-pres- 
ident of Mali who helped bring peace to 
the CAR after army mutinies in 1996, has 
been dispatched to the scene by Kofi An- 
nan, the UN’s secretary-general. 

The coup appears to have been 
mounted by General André Kolingba, the 
country’s military ruler between 1981 and 
1993, when he lost an election to Mr Pa- 
tassé. Many of the soldiers remained loyal 
to him, and there have been several muti- 
nies. This week he admitted that he was in- 
volved in the attack on the presidential 
palace, but denied that it was an attempted 
coup. The government responded by strip- 
ping him of his medals, and demoting him 
to private. It put a bounty worth $38,000 
on his head, dead or alive. 

Mr Patassé does not have to rely en- 
tirely on the dubious loyalty of his own 
troops. His 500-strong presidential guard 
has been bolstered by two planeloads of 
Libyan troops and armoured vehicles. Un- 
til a few years ago, a single Libyan soldier 
in French-speaking Africa might have 
been enough to bring the French Foreign 
Legion in. During the 1996 mutiny, when 
the CAR still contained France's biggest 
base in Africa, the French came to Mr Pa- 
tassé’s rescue. But the base was closed in 
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1998, and the French have lost interest. 

The president is now a firm ally of Col- 
onel Muammar Qaddafi’s. So far, the Liby- 
ans have been restricted to guarding the 
presidential palace and ministers’ homes, 
but they have set up a new radio station 
called Peace and Liberty. Mr Patassé has 
also been helped by Chadian troops and 
by fighters from Jean-Pierre Bemba’s rebel 
movement in Congo, which has bases 
across the Ubangi river. This aid, however, 
is notentirely one-sided: the Congolese are 
reported to be filling dugout canoes with 
sofas and other looted household goods 
and sailing them back home. 

The trade unions brought the country 
to a standstill in January in a series of 
strikes. But the latest trouble came as a sur- 
prise, even though the government had 
failed to pay its civil servants and, more 
foolishly, its soldiers. The main cause 
seems to have been General Kolingba’s 
simple desire to rule once more. 

The violence has again divided the 
country along ethnic lines, pitting south- 
erners (loyal to the general) against north- 
erners (loyal to the president). The army 
has been traditionally dominated by 
southerners: a UN peacekeeping force, 
which came in after the 1996 mutiny, had 
begun to restructure it to include all the 
ethnic groups. But the peacekeepers left 
last year—perhaps too soon. @ 


Nigerian tourism 


Holidays for 
masochists 


LAGOS 
The governor of Lagos wants to develop 
tourism. Make the place habitable first 


HEN a journalist tried to sneak into 

Nigeria as a tourist because the mili- 
tary regime was refusing visas to the for- 
eign press, the immigration officer did not 
believe him. “No one comes to Nigeria for 
tourism,” he snapped, refusing the visa. 
But last week some 30 black mayors from 
American cities came to Lagos for the Black 
Heritage Festival, a carnival parade fol- 
lowed by some traditional culture and a 
visit to Badagry, a former slave-exporting 
port. The governor of Lagos, Bola Tinubu, 
then appealed to the mayors for advice on 
how to attract African-American tourists 
to the country from which their forebears 
were once taken in chains. 

The mayors may be willing to help, but 
creating a tourist industry is an uphill task. 
Nigeria's greatest living novelist, Chinua 
Achebe, was scathing: “It is a measure of 
our self-delusion”, he wrote in his book 
“The Trouble with Nigeria”, “that we can 
talk about developing tourism....[Nigeria] is 
one of the most corrupt, insensitive, inef- 
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Whipping tourists into line 


ficient places under the sun...It is dirty, cal- 
lous, noisy, dishonest and vulgar...Only a 
masochist with an exuberant taste for self- 
violence will pick Nigeria for a holiday.” 

That was almost 20 years ago, but little 
has changed. Other West African coun- 
tries from the Gambia to Ghana have de- 
veloped strong tourist industries, but 
Nigeria’s prospects may have worsened. 
Its own bluff president, Olusegun Oba- 
sanjo, told an international conference re- 
cently that Lagos, Nigeria’s commercial 
centre, was so disturbing and violent that 
no sane person could choose to live in it. 

Home to 120m people on the malarial 
west coast of Africa, Nigeria is best known 
for corruption, military regimes and out- 
bursts of sickening violence. Crime is over- 
familiar: even the wash-basins in its run- 
down hotels have “Hotel property. Do not 
remove” painted on them. 

But Nigeria is also home to the greatest 
range of languages, art and culture on the 
continent. It has given birth to some of Af- 
rica’s greatest writers and musicians, 
though years of debilitating military rule 
have stripped writing and music of their 
vibrancy. The country’s first culture minis- 
ter was appointed two years ago, but the 
ministry produces few ideas about how to 
save, let alone promote, Nigeria’s heritage. 

The ancient walled cities of Benin, in 
the south, and Kano, in the north, are in a 
pitiable state of decay. Not far from Lagos, 
an ancient wall and moat built 1,000 years 
ago around the Ijebu-Ode kingdom now 
rot unattended in a forest. Most of Nige- 
ria’s best artefacts—those that were not 
carted off by British imperialists—have 
been sold since independence, often ille- 
gally, and shipped out of the country. 
What is now left in museums is a sorry re- 
minder of just how much is missing. & 


—! 


iin || 


A wakeup call for 


MBA 
(Warwick) 


It’s not the letters after your name, 


anybody who thought 
the Internet was 


going to be some nice, 


it’s the name after your letters. 


big, cozy, group hug. 


Our name matters, your location needn't with the 
Warwick MBA available worldwide by 
Distance Learning. 


Tel:+44 (0)24 7652 4100 


Fax:+44 (0)24 7652 4411 WARWICK 


Email dimbainf@wbs.warwick.ac.uk BU ECE C 0 
http://dimba.wbs.warwick.ac.uk USINESS SCHOO! 


if 
ji 
ji 
ii 
ji 
if 
fi 
ff 
ff 
ff 
fi 





- THOMAS KOULOPOULOS 
NATHANIEL PALMER 





“The first in-depth explanation of 
the new world of e-commerce, 
and how the emerging phenomenon 
of Internet exchanges is 
changing the rules of business.” 
Lester Craft, Editor-in-Chief, LineS6 
Go to etexere.com or etexere.co.uk 






Finding top executives to drive your 
business is a time-consuming, costly and 
frustrating exercise. Experienced 
managers who understand the relevant 
markets are difficult to find and 
competition to secure top-rated individuals is intense. 


Identifying the best headhunting firm for your business 
and knowing how to get the best out of them is crucial. 
Executive search in Asia and Australasia provides you 
with just that knowledge and looks at the trends we expect 
to see in this key region in the coming years. 





Price: £195/US$320 Report No: RHHO06 ISBN: O 86218 162 3 


Order today, call us on: 
London: (44.20) 7830 1007 | 


TEXERE | US: Toll Free (1.800) 938 4685 or (1.212) 554 0643 
j 








HK: (852) 2802 7288 
Please quote the code 2CBIjA 


TPH SSAA SSI SSI ESRI H 


The Economist Ju 





The EU’s summit in Gothenburg 


Enlargement ahoy? 


BRUSSELS 


The Swedes may have managed to nudge negotiations to bring eastern newcomers 


into the EU further than expected 


HE Gothenburg summit of the Euro- 

pean Union that starts on June 14th is 
being viewed by its Swedish hosts with ex- 
citement tinged with a faint sense of fore- 
boding. After their six months of presiding 
over the EU and setting its agenda, the 
Swedes can point to some solid progress in 
the area they have chosen to emphasise: 
the negotiations to bring as many as a 
dozen new members into the Union. They 
will also have the honour of playing host 
to the first summit between the Eu and the 
United States since George Bush became 
president (see pages 27-29). 

But the presence of so many heads of 
state will also mean hordes of demonstra- 
tors—greens, anarchists, socialists—de- 
scending on Gothenburg. To the Swedes, 
who pride themselves on informality and 
openness, this presents a dilemma. “The 
last thing we want to do”, says an official, 
“is seal the city off and disappear into a 
bunker.” In a perhaps quixotic attempt to 
head off trouble, Goran Persson, Sweden's 
prime minister, will meet the protesters 
the day before his vip guests arrive. 

The Swedes may not be able to ward off 
disorder on the streets. But events in the 
conference chamber may be a lot calmer 
than seemed likely a couple of weeks ago. 
That is because a looming row over EU en- 
largement has been put off, at least for a 
while. The Union’s enlargement negotia- 
tions are beginning to touch on some of 
the most sensitive issues. How soon, for in- 
stance, will Poles and others automatically 
be allowed to work in the West? How 
quickly will westerners be allowed to buy 
land in the countries that join? How fast 
will the EU switch its regional aid from 
countries like Spain and Portugal to the 
poorer newcomers? 

In the approach to the Gothenburg 
meeting, the Spaniards were threatening 
to prevent the EU from adopting a com- 
mon position on the free movement of la- 
bour in an enlarged EU unless they got 
guarantees about regional aid. But vehe- 
ment objections from other EU countries 
caused the Spaniards to back off. They will 
no longer block the EU’s proposals, made 
in deference to German and Austrian fears 
of being flooded by cheap labour from the 
east, to impose a transition period of up to 
seven years on the newcomers before 
completely free movement of labour is al- 
lowed within an enlarged Union. 

The Spaniards have been fobbed off 


with the promise of a political declaration 
that “takes note” of their concern that en- 
largement, by lowering EU countries’ aver- 
age wealth, will disqualify most Spanish 
regions from aid programmes. The EU’s 15 
existing members are still haggling over 
the declaration’s wording; the row could 
still flare up at Gothenburg. But, now that 
the link with the free movement of labour 
has been broken, the dispute is much less 
likely to get out of hand. 

In the past fortnight another tricky pro- 
blem to do with enlargement has come 
closer to resolution: sales of land. Many of 
the applicant countries are worried that 
when they join the EU rich foreigners will 
come in and buy up large tracts. This obvi- 
ous echo of the Austro-German fear of 
cheap labour from the east has led the Eu 
to make a symmetrical offer: to allow a 
seven-year pause before the new countries 
are obliged to let anyone from anywhere, 
including big western agri-businesses, buy 
up their land. 

Rather to the surprise of the existing EU 
members, the Czechs have already shaken 
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hands on this proposal, though the Poles 
and Hungarians are still unhappy. Indeed, 
there is a growing feeling that the Poles, 
hamstrung in part by a general election ex- 
pected in the autumn, are slightly flagging 
in the race to get into the club. 

So the Swedes can justly feel that they 
have made good on their aim to crack on 
with the enlargement negotiations. They 
are particularly pleased with progress on 
another awkward topic—the environ- 
ment—which will entail the candidates 
making costly changes to comply with 
strict EU rules. Despite worries that this 
would be a sticking-point, deals have al- 
ready been struck with Hungary, Slovenia, 
the Czech Republic and Estonia. 


When’s the magic day, then? 

The Swedes hope to crown their success at 
Gothenburg by setting a firm date for con- 
cluding the entry procedure. This has been 
a long-standing demand of the candidates, 
who fear that otherwise they may get 
sucked into a never-ending tunnel. But the 
EU's negotiators in Brussels reckon that 
trying to set a firm date could be a mistake: 
it could lock the Eu into a promise it re- 
grets, prompt new fights among the exist- 
ing members, and risk taking pressure off 
the applicants. The Swedes, however, re- 
main hopeful. “Political leaders may be ca- 
pable of a bold declaration that 
professional negotiators can’t make,” says 
one of those involved. 

Still, though the summit is likely to con- 
centrate on enlargement, with nods at 
environmental and social issues, there is 
always a chance that other matters—more 
violence in the Middle East, for instance— 
may intrude. If the Irish in their referen- 
dum on June 7th were to have unex- 
pectedly rejected the Nice treaty so 
painfully negotiated at the EU’s grand 
summit last December, Europe’s leaders 
would have a horrible problem on their 
hands. If Tony Blair were to have lost the 
British general election on the same day, 
Europe’s leaders would face a recalcitrant 
new British prime minister in the form of 
William Hague. And there is always the 
possibility of a squadron of pigs flying 
over the Swedish conference hall. = 






Muddy water 


PRAGUE 


Poland and the Czech Republic are still struggling with unresolved claims for 


property restitution 


ORE than ten years after the end of 

communism in Central Europe, the 
restitution of property grabbed after the 
second world war is still a hot potato 
among Czechs and Poles. The Czech gov- 
ernmentis at odds with the Roman Catho- 
lic church, which has been trying to get 
back over 200,000 hectares (770 square 
miles) of land. Earlier this year the Poles’ 
sickly right-wing government at last 
passed a restitution bill, but the country’s 
ex-communist president, Alexander Kwas- 
niewski, vetoed it in March. 

Unsurprisingly, many claimants to 
property in Poland have run out of pa- 
tience and taken their cases to court, both 
in Poland and America. A National Co- 
alition of Organisations for Restitution 
may be planning to bring as many as 
40,000 cases to Polish courts. Jewish 
claimants are having a class-action suit 
against the Polish government heard in 
New York—and have lobbied hard to get 
George Bush, the American president, to 
bring up the thorny topic when he meets 
Mr Kwasniewski next week. 

Outstanding restitution claims have 
come back to bug the Czech and Polish 
governments because foreigners in par- 
ticular are wary of investing in property 
whose ownership is uncertain. The Czechs 
are in less of a muddle, as their govern- 
ment passed restitution laws some ten 
years ago, when the country was part of 
Czechoslovakia. But the Poles still have no 
laws governing the return of private prop- 
erty. It remains unclear, for instance, who 
owns many buildings in Warsaw. Indeed, 
a family of Poles claims the land on which 
the American embassy sits. 

The first round of confiscation in 
Czechoslovakia began within months of 
the war’s end, in 1945, under laws pushed 
through by a non-communist president, 
Edvard Benes. The Benes decrees, as they 
were called, were aimed particularly at the 
country’s 3m Sudeten Germans, many of 
whom had cheered the Nazi invasion in 
1938. When the Communists ousted Benes 
in 1948, they nationalised vast swathes of 
the economy with another batch of laws 
that went much further. 

In 1990 and 1991, after the “velvet revo- 
lution” had ended communism in Czecho- 
slovakia, the new government passed 
laws on restitution. But their generosity 
was limited. Only those who still held a 
Czechoslovak passport and whose prop- 
erty had been confiscated between Febru- 


ary 25th 1948 (the day the Communists 
took power) and January ist 1990 could 
claim. That excluded Jews who had lost 
land or property after the Nazi invasion in 
1938. It also ruled out Germans whose as- 
sets had been expropriated under the Be- 
nes decrees, even if they had never 
collaborated with the Nazis. 

Moreover, the government set a tight 
deadline for the claims. Many of these ag- 
grieved people have given up. Still, the 
government says that over 1.2m hectares 
of arable land, nearly a third of the coun- 
try’s total, has been given back to private 
owners. Claims had to be filed by May 
25th, ten years after the law was promul- 
gated; it will now be almost impossible for 
non-Czech citizens to reclaim property. 

Polish restitution, for reasons of geogra- 
phy and history, is trickier still. The coun- 
try’s borders shifted several hundred 
kilometres west after the war. The Poles’ 
former communist party, now revamped 
as a social democratic one, is again the 
strongest in the land. And, compared with 
the Czech claims, a much larger portion of 
claimants are Jewish. 

The Koppenheim case illustrates the 
complexity. Peter Koppenheim, chairman 
of the Holocaust Restitution Trust in Brit- 


France’s prime minister 





The Czechs gave this shack back 


ain, was born a German citizen in Breslau. 
He says that, among other property, a 
block of flats in the heart of what is now 
the Polish city of Wroclaw is his. In 1939 
the Nazis forced his family to sell its prop- 
erty cheaply to Germans. After the war the 
communists nabbed it. The first post-com- 
munist government returned the block to 
the descendants of the German family, 
who then sold it to Thyssen, the German 
steelmaking company. Mr Koppenheim is 
one of the class-action claimants in the suit 
being heard in New York. 

Despite Mr Kwasniewski’s veto of the 
restitution bill, his government may well 
get more such suits. The bill he turned 
down might have cost the government 
$11.75 billion, compensating successful 
claimants to the tune of half the property's 
present value—provided they held a Polish 
passport. “Now we're going for 100% com- 
pensation,” says Mr Koppenheim. @ 


He just trotted along 


PARIS 


The revelations of Lionel Jospin’s far-left past are less harmful than his previous 


efforts to cover it up 


HOCK, horror, hold the presses—or, 

rather, run more copies. It seems that 
Lionel Jospin, France’s Socialist prime 
minister for the past four years, was once a 
member of a hardline Trotskyite move- 
ment, the Internationalist Communist 
Organisation (Oc1). Worse still, his as- 
signed role, as a student at the Ecole Na- 
tionale d'Administration (ENA) that trains 
the country’s governing elite, was to infil- 
trate the establishment. Worst of all, if his 
links with the Trotskyites, begun in the 
1960s, really did last until 1987, he may 
have been an extremist mole within the 
Socialist Party, of which he was first secre- 
tary from 1981 to 1988. In other words, 
some may soon speculate, perhaps Mr Jos- 


pin is even now plotting to undermine 
France—second-biggest economy in the 
euro-zone, independent-minded pillar of 
NATO, permanent member of the UN Se- 
curity Council, and so on—from within. 

But back to amore mundane version of 
reality. Reacting to revelations by Le Nou- 
vel Observateur and Le Monde, Mr Jospin 
(or “Michel”, as he was known to his revo- 
lutionary comrades) told parliament on 
June 5th that he had indeed “formed links” 
with a Trotskyite group in the past, but it 
was “a matter of a personal journey, intel- 
lectual and political, of which I have noth- 
ing to be ashamed.” 

Fair enough. After all, there are plenty 
of generally respected politicians (think of »» 






> Germany’s foreign minister, Joschka Fi- 


scher) whose youthful enthusiasms 
pushed them to the far left. Indeed, Mr Fi- 
scher’s politics involved him in street bat- 
tles, in one of which he clobbered a 
policeman. Moreover, for Mr Jospin, son 
of left-wing parents, the Trotskyites doubt- 
less seemed an honourable alternative 
both to the Socialists, tainted by their sup- 
port for French colonialism, and to the 
Communists, blind to Russia’s brutality at 
home and abroad. Boris Fraenkel, a state- 
less Jewish refugee who recruited Mr Jos- 
pin to the oct, was just the sort of rigorous 
intellectual to appeal to Mr Jospin. As the 
prime minister told parliament, on his po- 
litical journey he “met some remarkable 
men—which helped my education.” 

So is this week’s furore merely silly-sea- 
son froth? Not quite. In the past Mr Jospin 
has resolutely denied rumours of a Trots- 
kyite past. In 1995 he told Le Monde that he 
had “never been a Trotskyite” and that the 
rumour-mongers were confusing him 
with his older brother, Olivier (codename 
“Camus”), a leading member of the oc1's 
central committee. So why the denial? Mr 
Jospin lamely explained to parliament this 
week that he thought it was no one else’s 
business: having ideas and freedom of 
thought go together, “and I didn’t see why I 
should have to render an account.” 

Perhaps the voters will agree, not least 
because the popular assumption is that all 
politicians lie. The problem for Mr Jospin, 
however, is that he has created a public im- 
age of honesty, and with only a year to go 
before the presidential election, in which 
he is set to oppose the conservative incum- 
bent, Jacques Chirac, he can hardly afford 
to let that image be sullied. After all, an 
opinion poll taken just before Mr Jospin 
admitted to his Trotskyite past put him 
closely behind Mr Chirac—even though 
Mr Chirac’s own image is more tarnished 
than most. m 





A younger Jospin, in denial 


Crisis in Berlin 


All change? 


BERLIN 
Berlin’s city-state governmentisina 
financial hole. An election? Probably 


HE supposed dazzling showpiece of a 

newly self-confident united Germany, 
Berlin is sinking into a financial mire. Be- 
hind the resplendent facades of the new 
federal government buildings and gleam- 
ing commercial centres, the city’s local 
government is staggering under spiralling 
debts, fleeing businesses, vanishing jobs 
and a property-market collapse. The long- 
awaited boom in the city, readopted as the 
national government's seat in 1999, has 
not arrived. And now the Social Demo- 
crats have decided to pull out of the Chris- 
tian Democrat-led “grand coalition” that 
has ruled the city-state since 1991. 

Berlin’s economic growth is the lowest 
of any of Germany's 16 Lander. Its tax reve- 
nue, also the lowest per person, covers 
barely 40% of its spending. The rest has to 
be financed through handouts from the 
federal government, transfers from the 
richer states, privatisation and borrowing. 
Since Germany was united in 1990, the 
city government's debts have risen five- 
fold to DMé65 billion ($28 billion), 
DM20,000 or so apiece for each of its 3.4m 
inhabitants—double the average for the 
other Lander. Interest payments gobble up 
a tenth of the city’s DM4o billion annual 
budget. And public borrowing now looks 
set to leap another DMio billion. 

Less than a month after the official 
opening of Chancellor Gerhard Schréder's 
palatial new offices in the capital, costing a 
cool DM465m, Berlin’s local political 
bosses were sent reeling by the revelation 
that Bankgesellschaft Berlin, the country’s 
tenth-largest bank, in which the city has a 
57% stake, was on the verge of collapse. 
Desperate to save the biggest non-govern- 
ment employer in a city where 16% of the 
workforce is jobless, the Christian Demo- 
cratic mayor, Eberhard Diepgen, who had 
already planned to borrow DM4 billion to 
meet this year’s budget deficit, has prom- 
ised to borrow another DM6 billion to 
keep the bank afloat. 

For some four decades after the second 
world war, West Berlin was an island of 
democracy in a communist sea. Its local 
administration lived happily off fat subsi- 
dies from the West German governmentin 
Bonn. These met half its spending. But 
after unification, they were drastically 
slimmed. Since the mid-1990s, a few local 
politicians have made valiant efforts to 
tidy up Berlin's chaotic accounts, cutting 
public spending, axing city-government 
jobs (down by a third since 1995) and sell- 


ing property. But whenever a hiccup oc- 
curred, party bosses invariably went cap 
in hand to the federal government. 

This year, no exception. The city’s lead- 
ers plead that because of its past division, 
rich Prussian cultural heritage and re- 
newed status as the national capital, Berlin 
has special needs. But the federal govern- 
ment, run since 1998 by Mr Schréder's So- 
cial Democrats, has at last had enough of 
bailing out a city dominated for all buttwo 
of the past 20 years by their main rivals; 
Berlin must put its own house in order. 

The stench of political scandal, mis- 
management and corruption that for years 
has dogged Berlin’s Christian Democrats 
does little to stimulate sympathy or indul- 
gence. Last month Klaus Landowsky, 
leader of their forces in the city-state’s par- 
liament, was obliged to step down. For a 
score of years he has been the power be- 
hind Mr Diepgen. But he had admitted to 
having accepted illegal donations to his 
party in the mid-1990s from two property 
developers who had been granted a loan 
worth DMé6oom by Berlin Hyp, a subsid- 
iary of Bankgesellschaft Berlin headed at 
the time by Mr Landowsky himself. A 
criminal investigation is under way. But 
Mr Diepgen has continued to cling to his 
former eminence grise, getting him elected 
as deputy party chairman in the city. 

So the Social Democrats have at last de- 
cided that enough is enough. For months, 
the opposition Greens, with whom they 
share power in the federal government, 
and the ex-communist Democratic Social- 
ists, who scooped up 40% of the vote in for- 
merly communist east Berlin in the last 
city elections in 1999, have been pressing 
them to pull out of the ruling coalition in 
Berlin, force an election, and fight it along- 
side them. At first, the Social Democrats re- 
sisted, fearing a repeat of the debacle in 
1999, when their share of the vote col- 
lapsed to a post-war low of 22%. But faced 
with the Landowsky scandal, the mount- 
ing financial crisis and the slide in support 
for the Christian Democrats, they are 
poised to take the plunge. Despite a last- 
ditch effort by Mr Diepgen to save his gov- 
ernment with a new austerity package in- 
volving further spending cuts of 
DM800m, the Social Democrats on June 
7th announced they were jumping ship. 
They want to see elections for a new Berlin 
assembly in September. 

If current opinion polls hold good, the 
Social Democrats should then win enough 
votes to form a new coalition to run the 
city with the Greens and the Democratic 
Socialists. Mr Schréder no longer objects 
in principle to his party chumming up 
with the ex-communists; it has already 
done so in the eastern state of Mecklen- 
burg-West Pomerania. Still, he would 
rather have avoided exposing himself to 
attack on that flank so soon before next 
year’s general election. m 





Russia and its oligarchs 


Who’s next? 


MOSCOW 
Vladimir Putin is flexing his muscles. 
But biffing is easier than building 


NTOUCHABILITY is not what it was. 

In the past few weeks three more rich 
and powerful men, all emblems of the 
chaotic and greedy years of Russia’s recent 
history, have felt the cold breath of official 
displeasure. 

The first was Rem Vyakhirev, the for- 
mer boss of Gazprom, the grossly misman- 
aged national gas company, and probably 
the single most powerful businessman in 
the country. A single swift move from Mr 
Putin last week, and the company board 
booted him out and putin a Putin trusty. 

Just as remarkable, if less conclusive, 
was the questioning by prosecutors a few 
days earlier of Roman Abramovich, a ty- 
coon and a former top courtier of ex-Presi- 
dent Boris Yeltsin. The authorities are 
interested in theft and fraud at Sibneft, an 
oil company he controls. 

The third, lesser, victim is Andrei Vavi- 
lov, a former deputy finance minister who 
used to handle negotiations over Russia’s 
external debt. He is now accused of 
embezzlement. All three men have 
strongly denied any wrongdoing. 

The stamp of Kremlin involvement is 
plain. Where the rich and powerful are 
concerned, Russia’s legal system is a politi- 
cal weapon, not a dispenser of justice. 
Likewise, state shareholdings in compa- 
nies like Gazprom are mainly for politics, 
not profits. The demise of the latest three 
big guns follows Mr Putin’s whacking of 
two other troublesome tycoons: Vladimir 
Gusinsky, a media baron, and the most 
manipulative of the lot, Boris Berezovsky. 
Both are now abroad (see table). In Febru- 
ary, the Kremlin also forced the resigna- 
tion of Yevgeny Nazdratenko, governor of 








the notoriously ill-run Maritime Territory 
in Russia’s far east. 

The simplest reason for all this is good 
housekeeping. Mr Putin prizes efficiency, 
respectability, discipline—words rarely as- 
sociated with any of the six victims or in- 
deed with the country’s disorderly past. 

Two big questions remain unanswered, 
though. Why these three now, and what 
about all the others? For all his faults as a 
manager, Mr Vyakhirev co-operated when 
the Kremlin needed to bankrupt Mr Gusin- 
sky’s media empire; Gazprom obliged by 
suddenly calling in its previously forgotten 
debts. Mr Abramovich has been a model 
of adaptability, taking over the governor- 
ship of Chukotka, a destitute far-eastern 
province, supposedly to show the new car- 





ing face of Russian capitalism. Mr Vavilov 
had long been out of the public eye. 

Second, business elsewhere still runs 
much as usual. The country’s electricity 
monopoly, headed by Anatoly Chubais, 
has fought off attempts to make it more 
open and investor-friendly. The central 
bank, and the national savings bank it con- 
trols, are still scandalously badly run and 
unaccountable. Mr Nazdratenko has a nice 
new job running Russia’s lucrative and 
mismanaged fisheries. The railways minis- 
ter, Nikolai Aksyonenko, is creating an 
opaque intermediary company under the 
unconvincing guise of reform. There is still 
much murk at the top in industries such as 
aluminium, arms and telecoms. And the 
Kremlin’s own property empire itself still 
seems to be run very much on the lines of 
the past. 

One theory is that it is mainly a ques- 
tion of time. Even if Mr Putin had replace- 
ments to hand, he cannot remove all the 
barons at once. Loyalty to the people who 
put him in power has stayed his hand 
against some of their chums, like Mr Abra- 
movich. Still an intelligence officer at heart, 
he may just like to keep his foes guessing. 

All that would be grounds for opti- 
mism, at least in the long run. The state is 
certainly stronger than it was. But it is not 
better run. The evidence so far points to 
control, rather than reform, as the Krem- 
lin’s top priority. Mr Putin has yet to prove 
that he is willing or able to change funda- 
mentally the system that created the peo- 
ple he is now so impressively biffing. m 
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SS PRM 
Snap and snarl 


BRATISLAVA 
Dogfights as this EU applicant prepares 
for an election 


OPULISM is the name of today's game 

in Slovakian politics. Three populists 
are now muscling in on next year’s general 
election, snapping and snarling at allega- 
tions of government corruption, which re- 
cently led the European Union to suspend, 
temporarily, some payments to Slovakia. 

The most established of the three is 
Vladimir Meciar, the main inspirer of the 
break-up in 1993 of Czechoslovakia. He 


Slovakia 


jeers at the fractious governing coalition of 
the centre-right, which was formed specifi- 
cally to keep him out of office. But Slovaks 
recall how he drove the country into the 
ground during his years as prime minister 
from 1993 to 1998. Pollsters say 25% of the 
vote is the best he can hope for—not bad in 
itself, but he has no chance of building a 
solid coalition. Only the racist Slovak 
Nationalist Party, backed by about 8% of 
voters, wants anything to do with him. 
What about Robert Fico, a slick 37-year- 
old who is now the country’s most trusted 
politician? He is keen on law and order. 
Crime has exploded, he says, and he is just 
the man to bring the Gypsies, sorry, the 
criminals, to their knees. The headquarters 
of his party, Smer (Direction), attest to his 
common touch. They sit “where the real 
people are”, in the heart of a working-class 


s-shore? Slo-what? 


BRATISLAVA 


Its people themselves are not quite sure of their own identity 


_ AS THE poorer half of ex-Czechoslo- 
vakia, Slovakia has an identity pro- 

blem. Few citizens of the European 
Union know anything about their pros- 

_pective fellow member. George Bush 
once confused it with Slovenia. Ask Slo- 
vaks who is their most famous living 
compatriot, and you can hardly fault 
America’s new president. 

The question is easy for those who 
follow (North American) ice-hockey: Pe- 
ter Bondra, of the Washington Capitals, 
for instance. But Martina Hingis (as in 
Hingisova)? A famous tennis-player, no 
doubt, but is she from Slovakia? She was 
born there, of a Slovak father. But her 
Czech mother whisked her off to Swit- 
zerland as a toddler. Or the late Andy 
Warhol (Warhola)? Artsy Slovaks love to 
go on about him, and his mother was in- 
deed from Medzilaborce, a dreary town 
in eastern Slovakia. But she belonged to 
the Ruthenian minority. 

Magda Vasaryova, a film star turned 
diplomat, is some Slovaks’ choice. Cor- 
nered at a gallery opening in Bratislava, 
she patiently explains her country’s 
plight. After all, it was a poor province of 
Austria-Hungary for 800 years, she says, 
whose best brains left for Vienna, Prague 
and Budapest. 

“Dubcek,” suggests a politician, re- 
calling the Communist leader whose 
reformism in 1968 provoked the Soviet 
invasion—but that was of Czechoslo- 
vakia, before people made much of their 
Slovak identity. Besides, he’s dead. “Paul 
Newman is half-Slovak,” says someone. 
“That wrestler from Minnesota,” the 
politician tries again, meaning Governor 





Jesse Ventura. “His parents are Slovak.” 
At last another politician comes up with 
a real, live, notable Slovak: supermodel 
Adriana Sklenarikova (above). Very no- 
table, in fact: “The longest legs in the 
world,” beams Ivan Miklos, deputy 
prime minister of a country that has not 
yet exchanged Soviet slavery for that of 
political correctness. 

A country? Yes, but of peasant stock, 
young (eight years old) and small (5m 
citizens), say some Slovaks defensively. 
Getting an identity takes time. More tell- 
ingly, many say it should never have 
become a country in the first place. “If 
Czechoslovakia hadn't split,” laments 
one, “at least we'd have Vaclav Havel.” 






Bratislava housing estate. Inside, all is 
glossy and professional; Smer is a party 
run by the young for the young. Comput- 
ers abound; Mr Fico reckons people on the 
net are the sort most likely to support him. 

Few doubt his ability. He qualified as a 
lawyer at an early age, and represented 
Slovakia at the European Court of Human 
Rights in Strasbourg. Substance is another 
matter. In Communist days, he was a party 
member, but only, he says coldly, out of 
ambition. He split with the ruling co- 
alition’s socialist bit in 1999; nowadays, he 
is a pragmatist. He railed against NATO 
when it bombed Belgrade. Now, with the 
public mood towards the alliance soften- 
ing, he is a NATO supporter. Opinion polls 
give Smer around 20%. If the election does 
the same, the present ruling coalition 
would need its support. 

The price might be high. Mr Fico has 
made no secret of wanting to be prime 
minister. Nationalists see him as a possible 
ally. Mr Fico publicly dimisses this, but 
hints that ethnic-Hungarian parties would 
not be welcome in his government. 

For those who like their populists 
rough and ready, there is a third contender, 
Pavol Rusko, a young television magnate 
with an admiration for Italy’s new prime 
minister, Silvio Berlusconi. Mr Rusko built 
up TV Markiza, Slovakia’s biggest station, 
with American money—proof, he says, 
that his allegedly close links to Russia are a 
myth. He got his start from Mr Meciar, but 
split with him the moment it became bad 
for business, and switched to backing the 
ruling coalition. 

In April he launched his own party, 
Ano (Yes), with a chunk of his own 
money—though he promises not to use his 
television station to the same end. The 
pitch was a tired one: Slovakia’s politics 
needs new faces, as long as they are Mr 
Rusko’s pals in business and sport. He 
hopes to poach 10% of the vote from the 
ruling coalition, the nationalists and espe- 
cially Mr Fico. But the professional politi- 
cians are running rings round him. 

Such a professional is the prime minis- 
ter, Mikulas Dzurinda. As he sees it, the 
populist vote is not growing but splinter- 
ing. Anyway, he says, Messrs Fico and 
Rusko, both keen on EU membership, can- 
not be likened to authoritarian Mr Meciar. 
Too bad for Mr Dzurinda, then, that his 
own vote is splintering. Now the country’s 
least-liked politician, he heads a party that 
scores barely 10% in the opinion polls. 

Just proof that the government's pain- 
ful reforms are working, Mr Dzurinda 
chirpily responds. There are indeed some 
hopeful signs: Slovakia was recently ad- 
mitted to the OECD, the economy is grow- 
ing, foreign investment is rising. But with 
unemployment stuck above 20% in much 
of the country, wages pitiable and a health 
system near collapse, there is plenty more 
for the populists to get their teeth into. m 


' 
2 


P a 


Innovation m 


o meet a single goal. 


Innovation in Corporate and Investment Banking means 


seamlessly integrating diverse expertise to create a 

USD 700 million Project Finance transaction for EDF. In a 
volatile market, SG combined strengths in areas spanning 
advisory, private placement, lead arranging and interest rate 
derivatives—enabling us to structure and execute the largest 
power deal and one of the first ever private placements in 
Egypt. This blend of insight and experience is behind our 
ranking as the #2 Global Arranger in Project Finance. 
Combining vision with precision is what Innovation Banking 

is all about. www.sg-ib.com 
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Charlemagne Simeon of Bulgaria 


Bulgaria’s would-be ruler, one of Europe’s resurgent royals 








cér TODAY I declare my goal: to found and lead a movement 

in the name of new ethics in politics, new economic deci- 
sions, new ideas and new leaders. With this address, I declare 
the birth of the Simeon II National Movement.” At last, a mod- 
erniser for Bulgaria and its democracy: God save Simeon Bori- 
sov Saxe-Coburggotski! He declares himself worried by poverty 
in his country, and by the contrasting opulence of its leaders. 
His movement, set up in April, hopes, in alliance with a 
women’s party, for “overwhelming” support in Bulgaria’s gen- 
eral election on June 17th. But this bearded, Madrid-based busi- 
nessman of 63, fond of brown jerseys and cigarillos, is not quite 
your average modern democrat. He is a king. 

To be exact, an ex-king: unluckily for him, Bulgaria is a repub- 
lic. Worse, he has spent little time in it. He left his then Soviet- 
satellite country at the age of nine, in flight first to Egypt, then to 
Spain (where he became, among other things, a pilot), making 
his first visit back only in 1996. Yet thousands of Bulgarians wel- 
comed him. Earlier this year, however, the country’s electoral 
commission torpedoed his plan to run for president: he had not 
lived long enough in Bulgaria. Indeed, the commission only 
grudgingly let his alliance field candidates in the general elec- 
tion: Bulgaria’s Supreme Court had earlier ruled that the 
ex-king’s control of his supporters was, well, too monarchical. 

Even so, his movement, campaigning against corruption and 
favouring more privatisation, may yet have a sniff at power. A 
woman politician is in nominal charge, and Mr Borisov—as 
hard-left critics jeer at the late King Boris’s son—avers that he 
wants accountable leaders. He denies any attempt to regain his 
throne: “At this historic moment, the only reason for me to be a 
leader is to work for the good of all in Bulgaria.” Many believe 
him: his movement is far ahead, say the pollsters. One of them, 
a few weeks ago, found that 43% of voters would plump for it. 


After Bulgaria, where next? 

Royalist sentiment got a fillip last year when Russia’s Orthodox 
church canonised the last tsar, Nicholas II, murdered by Bolshe- 
viks in 1918. Now Bulgaria's regal emotions may encourage 
others—and there is quite a list of exiled royals from eastern and 
southern Europe. Romania’s ex-king, Michael I, was sent pack- 
ing by its first post-communist president, Ion Iliescu, when he 


tried to return in 1990. But his citizenship was restored in 1997 
and Romania's Senate has agreed that he (and other ex-heads of 
state) should be paid a salary equal to half the president's, plus a 
residence and a special guard. Though his home is still in Swit- 
zerland, he recently visited his country again, at the invitation of 
Mr Iliescu, who won back the presidency last year. 

Several other exiled royals have tried to edge their way 
home, making the most of their countries’ renewed nationalism. 
Within days of Slobodan Milosevic’s downfall last year, Yugo- 
slavia’s new leader, Vojislav Kostunica, had a visit from “Crown 
Prince” Alexander, a fervent supporter of his opposition move- 
ment. Like other returning royals, Alexander attracts welcoming 
crowds when he steps on home soil. And he too fancies a state A 
role. During the Kosovo war, the heir to the former throne of 
Montenegro (Serbia's partner in what is left of Yugoslavia), 
Prince Nikola Petrovic-Njegos, a Paris architect, said he would 
like to go back to the royal palace in the former capital, Cetinje, if 
Montenegrins wanted him. Albanian royalists, too, can make a 
little noise. In April, on the 40th anniversary of the death of 
King Zog, family fans gathered in a Paris cemetery to condemn 
extremists and appeal for peace in Macedonia. Zog’s son Leka, 
who lives in South Africa, still fancies getting the throne back. 


Unseemly father, underwear, unwed mother, pot 
Though monarchies will not be restored any time soon in the 
ex-communist east, any swing that way is in contrast to the rest 
of Europe. Two world wars, Lenin and then Stalin finished off 
many thrones. Monarchs reign in only seven countries: Belgium, 
Britain, Denmark, the Netherlands, Norway, Spain and Sweden. 
Luxembourg has its grand duke, the mini-states of Liechtenstein 
and Monaco have princes. And doubts, in some, are growing. 
Family rows and divorces have shaken the British throne for 
years. Dutch eyebrows were raised recently at Crown Prince 
Willem Alexander's plans to wed the daughter of aman who 
had been a minister (for agriculture) in Argentina in its days of 
military rule. Spaniards this spring were shocked by stories that 
Crown Prince Felipe had similar plans for a Norwegian model, 
no less, who, even worse, had posed in her underwear (in, not 
out of, it, but decent Spanish girls go clad head to foot in chadors, 
don’t they?). The intended of Norway’s Crown Prince Haakon 
is—wait for it—a single mother, and his sister goes out with a 
man who has smoked cannabis. Why, ask Norwegians, have a 
royal family if it behaves like an ordinary one? One poll suggests 
that half of them would like a referendum on the monarchy. 
Nor will the republics go the other way. France’s monarchists 
are, deservedly, a joke. Greece’s ex-King Constantine, who fled 
after a coup in 1967, last year won a promise of compensation 
for his confiscated palaces, but no offer of his crown, abolished 
after a referendum in 1975. Italy’s House of Savoy, booted out in 
1946, is fighting a constitutional ban on any male member's re- 
turn home. Italy’s prime minister-elect, Silvio Berlusconi, hints 
that the Savoyards may be back soon, if they eschew politics. 
The one weighty figure in this gallimaufry is Otto von Habs- a 
burg, heir (though not claimant) to a weighty ex-throne, that of 
Austro-Hungary. Now 88, this lifelong pan-European is a politi- 
cal scientist who was for many years, in Bavaria’s interest, a 
Euro-MP. His elder son Karl has been a Euro-mp too—for Austria; 
his younger one, Georg, is a high-flying diplomat—for Hungary. 
With or without crowns on their head, once-or-future royals can 
do admirable things yet—as Mr Borisov hopes soon to prove. @ 





Britain 


The second term 





Tony’s big ambitions 


If Tony Blair is to achieve his ambitions for the second term, he will have to make 


choices—and enemies 


HIS time it really is “historic”. No previ- 

ous Labour prime minister has been re- 
elected with a majority big enough to 
carry him through a full second term. From 
the moment of his 1997 victory, Mr Blair 
was haunted by this history of failure and 
determined not to repeat it. This made him 
cautious; and the caution made him puz- 
zling. He has admitted that the first phase 
of New Labour was designed to reassure 
voters that Labour would not again make 
its old mistakes: trade unions could expect 
no special favours; there would be no old- 
style tax and spend; business would be 
welcomed as a partner. The precious sec- 
ond term allows him at last to show his 
true colours. But what are they? 

To some, Mr Blair is Bill Clinton minus 
the complications (and minus the cha- 
risma, too). But David Marquand, a former 
Labour MP and now an Oxford don, draws 
a parallel with Margaret Thatcher. Like 
Lady Thatcher, Mr Blair’s political genius 
lies in having reached across familiar ideo- 
logical boundaries to the core constitu- 
ency of his opponents. Both have a 
rootless quality. She was cut off by sex and 
he is cut off by upbringing from the cul- 
tures of their respective parties. Mr Blair 
calls this a strength: he is proud not to fit 


into the conventional political categories. 
It may also be his weakness: according to 
Mr Marquand, Mr Blair differs from Lady 
Thatcher in that he has not yet found a dis- 
tinctive ideology of his own. 


The things he did 
You do not need an ideology in order to be 
busy. After 18 years out of office, Labour 
burst back in 1997 like a cork popping from 
a champagne bottle. Mr Blair freed the 
Bank of England and rewrote much of the 
British constitution. He half-repaired rela- 
tions with the European Union by signing 
the “social chapter”, promoting a more in- 
dependent European defence policy and 
promising—pending a referendum—to join 
the euro. He pushed Britain to the forefront 
of NATO's Kosovo war and negotiated a 
half-peace in Northern Ireland. He 
launched a “New Deal” for the young un- 
employed and imposed a minimum wage. 
He also made mistakes—and showed a 
rare ability to recover from them. The Mil- 
lennium Dome became a symbol of in- 
competence. A protest against fuel taxes 
brought Britain to a standstill. Mr Blair was 
forced—twice—to sack his friend Peter 
Mandelson from the cabinet. But none of 
this damaged the government for long. On 
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balance, and especially given Gordon 
Brown’s successful management of the 
economy, it was a successful first term. 

This does not make it a reliable pointer 
to the second. Now that he has reassured 
Britain, Mr Blair wants to transform it, not 
just run it competently the way it is. This 
puts him squarely in the Labour tradition— 
except for one complication. Winning 
power entailed creating New Labour, 
which in turn meant throwing away the 
tools—state ownership and planning, 
crude redistribution—that previous La- 
bour prime ministers relied on. What can 
he do without them? 

Through the cloud of speeches, three 
ambitions stand out. Mr Blair wants to 
change Britain’s position in the world, to 
“modernise” its politics and to re-engineer 
the welfare state. With a renewed man- 
date, plus all the political capital he 
hoarded during the first term, he can be for- 
given for fancying his chances. But he 
might still fail. 


Britain in the world 

Mr Blair is no “declinist”. He believes that 
Britain can lead in Europe, not just take its 
place as a loyal member of the Union. Nor 
does he accept that leading in Europe im- 
plies weakening Britain’s bond with 
America. He argues that Britain has a “piv- 
otal” role in world politics by virtue of its 
seat on the Security Council, closeness to 
the United States, membership of the 
European Union and the G7, the credibil- 
ity of its armed forces and the power of the 
English language. Mr Blair has relished cut- 
ting a dash on the world scene as an evan- 
gelist for his “third way”, saviour of >» 


> Kosovo and the first western leader to be- 
friend Russia’s President Putin. 

The second term could bring this 
world-bestriding statesman down to earth 
with a bump. In some foreign eyes, traffic 
jams, stalled trains and pyres of burning 
cows have turned Cool Britannia back into 
the sick man of Europe. Mr Blair is not go- 
ing to be able to re-create with George 
Bush, his ideological opposite, the affinity 
he had with Bill Clinton. Gerhard 
Schréder, the German chancellor who 
seemed for a while to defer to the more ex- 
perienced British prime minister, shows 
declining interest in Britain's third way. 
Lionel Jospin was never a fan. When Mr 
Blair told the French parliament that 
“what matters is what works”, the French 
prime minister was unimpressed. A mar- 
ket economy was all very well, he said 
later, but not the “market society” which 
French Socialists suspect Mr Blair of trying 
to foist on Europe. 

Besides, to change Britain’s position in 
the world, Mr Blair has to change Britain's 
attitude to Europe. This a harder job than it 
may sound in the immediate afterglow of 
re-election. He says that he wants to re- 
solve British ambivalence towards the 
mainland “once and for all”, but the oppo- 
site has happened on his watch so far. 
Since 1997, the British have become more 
suspicious of the EU, not less. More than 
seven out of ten oppose joining the euro, 
almost half favour leaving the Ev itself 
and most of those who would like to stay 
would also like to trim the EU’s powers. 

This is a fragile base from which to win 
the euro referendum he has promised to 
call when the five economic tests for entry 
laid down by Mr Brown have been met. Mr 
Blair promises to pronounce on these tests 
within two years, which gives him pre- 
cious little time to turn opinion in favour 
of the euro even if he could be confident 
that developments on the mainland 
would buttress his arguments for joining. 
The chances are that they will not. 

Lady Thatcher said in Bruges 13 years 
ago that she had not rolled back the fron- 
tiers of the state in Britain only in order to 
see them re-imposed from Brussels by a 
European super-state. Mr Blair offers two 
answers to this. First, he dismisses as “the- 
ology” the possibility of the EU becoming 
a super-state. At last December’s Nice sum- 
mit, Mr Blair infuriated some of his Euro- 
pean partners by blocking some of their 
steps towards “ever closer union”. Second, 
he claims that Britain is winning the econ- 
omic argument inside Europe. His prize ex- 
hibit here is the Lisbon summit of March 
2000, after which he boasted that the Eu 
had moved decisively from the main- 
land’s “old social model” towards a less 
regulated and more open economy. 

Really? The “theology” of the super- 
state still has believers on the mainland. 
The German chancellor and foreign minis- 


ter are more (in the case of Joschka Fischer, 
the foreign minister) or less (in the case of 
Mr Schréder) frank advocates of turning 
the EU into something akin to such a state. 
Mr Jospin talked a fortnight ago about the 
need for a European “economic govern- 
ment”. As for winning Europe’s economic 
argument, this claim is premature. After 
Lisbon, a summit this year in Stockholm 
was a flop. Plenty of mainland politicians 
continue to say that the Eu’s job is, pre- 
cisely, to protect Europe’s social model 
from the cold winds of globalisation. 

Mr Blair claims that Britain has no need 
to choose between America and Europe. 
The closer Britain is to each, he says, the 
greater its value to both. But here, too, the 
matter is not quite settled. During the Ko- 
sovo war Britain was a bridge, if a wobbly 
one, between the two halves of the Atlan- 
tic alliance. It may be harder in the second 
term for Mr Blair to bridge the gap between 
the EU and an American administration 
with uncongenial views on climate 
change, missile defence, China and the 
Middle East. Mr Blair insists that the EU’s 
defence initiative poses no threat to the pri- 
macy of NATO. Some in the French gov- 
ernment hope it will do just that. 


Anew politics 

“Are you a pluralist or a control freak?”, 
Paddy Ashdown, the former leader of the 
Liberal Democrats, asked Mr Blair. The an- 
swer is still pending. Mr Blair protests that 
no control freak would have complicated 
his own life by devolving power to new 
parliaments and assemblies in Scotland, 
Wales, Northern Ireland and London. But 
far from proving that Mr Blair is a pluralist 
at heart, his reforms have persuaded many 
people of the opposite. The disappointed 
constitutional reformers of Charter 88, a 
pressure group that was thrilled by La- 
bour’s election in 1997, ran an advertising 


campaign during this one depicting the 
prime minister as a Pinocchio, with a fib- 
ber’s nose to match. 

It is possible that Mr Blair is genuine 
when he says that one of his ambitions is 
to “reconnect” people with politics. But he 
does not appear to see constitutional 
change as the instrument. His first-term re- 
forms, inherited in the main from John 
Smith, the former party leader, were not 
conceived with pluralism in mind. Scottish 
devolution was a way to head off the Scot- 
tish Nationalists’ demand for indepen- 
dence, and the Welsh assembly was 
offered because Wales would otherwise 
have resented Scotland's Parliament. The 
Northern Ireland Assembly was part of an 
attempt to end the province’s civil war—a 
virtuous aim in itself but not evidence of a 
general preference for spreading power 
from the centre. 

If Mr Blair had really believed in that, 
he would not have tried in both Wales and 
London to override local preferences by 
putting his own lieutenants in charge of 
the new power centres; nor neutered his 
own government's Freedom of Informa- 
tion Act; nor ruled out, as Labour’s mani- 
festo seems to, turning the House of Lords 
into an all-elected chamber. He could have 
pushed devolution further in England, 
and called the referendum on voting re- 
form which he promised both to Mr Ash- 
down and to the voters of 1997. But on the 
eve of this week's poll he mused about the 
disproportionate power proportional 
representation tends to give small parties. 
In retrospect, the lofty talk of using voting 
reform to herald a “progressive” realign- 
ment in British politics seems to have been 
so much flannel intended to keep the third 
party sweet in case he needed it. 

Will Mr Blair use the second term to 
make amends? Further reform of the 
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Q. I am now going to read out a list of policies that a new Labour government might carry out. 


Please tell me whether you support or oppose each. 
% of voterswho WE support 


lm oppose mm don't know 





Bring railways back into public ownership es = — 
Have more NHS patients treated in private hospitals es 8 80Sttill) 
Require companies to give fathers paid time off when children bom 
Increase income tax to 50% for highest earners es 8=—s(lll 


Put up to £800 of taxpayers’ money into an account for every baby INN =r 


Join the European single currency 


Source: MORI. sample of 1,010 adults (June sth-Sth 2001), interviewed by telephone 


& » look at proportional representation make 


cautious appearances in Labour’s mani- 
festo. If, as some argue, Mr Blair is the true 
heir of Gladstone, valuing diversity for its 
own sake, he will seize these opportunities 
to weaken the power of the over-mighty 
centre. But as Vernon Bogdanor, a profes- 
sor of government at Oxford University, 
points out, this would mark a break with 
Labour’s past. A party intent on engineer- 
ing equal social outcomes, across regions 
as well as classes, is bound to think that 
doing so requires a centralised state. Mr 
Blair is no socialist, and not much of an 
egalitarian either (he believes in “equal 
worth”, not equality). But he is no less keen 
than his Labour predecessors were on us- 
ing the state to engineer desired outcomes. 
This is the idea at the heart of his third way. 


Anew welfare state 
Mr Blair talks of imposing a third post-war 
“settlement” on Britain, one that will com- 
bine and transcend Attlee’s creation of the 
welfare state after 1945 and Lady 
Thatcher’s pro-market reforms after 1979. 
The linking of opposites is to be achieved 
by the third way, the main idea of which is 
to make the state cleverer and more entre- 
preneurial, helping citizens to help them- 
selves rather than spooning out 
“bog-standard” (as Mr Blair’s spokesman 
called comprehensive schools) services 
through unimaginative bureaucracies. 

This vision does not entail shrinking 
the state, as Thatcherism tried to. Mr Blair 
resents nothing more than being labelleda 
softer sort of Tory. He continues to believe 
in the power of government to make the 
lives of people better, even to make them 
better people. He sees the need for a “post- 
Thatcherite revitalisation and renewal of 
collective provision”. Whereas Lady 
Thatcher deliberately lowered citizens’ 
expectations of what the state could do for 
them, Mr Blair spent his first term—and 
this election—raising expectations. 

He will not be able to meet them just by 
spending more on public services, though 


there will be a lot more cash for a while. 
Having built up big surpluses for its first 
two years, the government is to increase 
spending over the next three years by al- 
most 4% a year, with rises of 6% for health 
and education, and 11% for transport. But 
the relief will be temporary. Since this is 
faster than the growth rate of the econ- 
omy, it cannot go on indefinitely without 
raising taxes. The Institute for Fiscal Stud- 
ies reckons that Mr Blair would need to in- 
crease taxation by £5 billion ($7 billion) a 
year if he wanted to extend his spending 
spree beyond three years. 

Mr Blair’s hope is that the extra money 
will strip public-service providers of their 
excuse to resist his big reforms. Labour 
promises in the second term to “hit the 
ground running”. Immediate ideas in- 
clude streamlining the machinery of gov- 
ernment, for example by bringing 
employment and social security under 
one roof in anew ministry of work and the 
family, and creating a “policy-delivery 
unit” in Downing Street. 

Tinkering with the machinery of gov- 
ernment will be easier than finding a for- 
mula to rejuvenate Britain's public 
services. So far, the nearest thing to a big 
idea is a proposal to make greater use of 
the private sector and sweep away out- 
dated demarcations. What does it matter, 
asks Mr Blair, whether a particular hospi- 
tal is private, so long as the service is free at 
the point of use? But public-service unions 
from Unison to the British Medical Associ- 
ation have already voiced dismay at what 
they call this “back-door privatisation”. 
Polls suggest that wider opinion is hostile 
to running public services at a profit. If this 
is his big idea for the second term, Mr Blair 
will have to overcome widespread preju- 
dices as well as vested interests. 

That would be a fight worth having, if 
the prize were indeed the transformation 
of public services. But Mr Blair's thinking 
on this is still a study in vagueness. There is 
no great merit in using private money to fi- 
nance public services: quite often, this 


merely raises the cost to taxpayers with no 
offsetting benefit, apart from hiding that 
long-term consequence for a decade or 
two if the money is borrowed. Nor is there 
much point in Mr Blair turning to private 
providers if he will not embrace the heresy 
that users of public services have a better 
understanding of their requirements than 
Whitehall does. If he grasped this, Mr Blair 
would introduce real competition into 
public services so that schools and hospi- 
tals could fight it out for publicly funded 
clients, with the government concentrat- 
ing on ensuring that everyone, regardless 
of income, has the means to get better ser- 
vices and make his preferences count. 


Time to make choices, and enemies 
Behind Mr Blair’s blokeish manner is a 
compulsive competitor. His tennis part- 
ners say that he cannot bear to lose. But he 
also hates confrontation. He showed in Ko- 
sovo that he can be daring, but his watch- 
word is caution. He would sooner bring a 
convert inside his big tent than make an 
unnecessary enemy. His biographer, John 
Rentoul, says he likes to string people 
along and keep options open, while wait- 
ing to see what falls into his lap. 

The second term will provide fewer 
opportunities for prevarication and more 
for making enemies. A MORI poll this 
week for The Economist (see chart) sug- 
gests that he will face pressure to do things 
he has ruled out (such as renationalising 
the railways and increasing income-tax 
rates) and opposition to the things he 
wants to do (joining the euro, letting priv- 
ate companies run state schools, increas- 
ing school selection). 

What of his three big ambitions? If Mr 
Blair’s destiny is to settle Britain in Europe 
“once and for all”, he cannot use Mr 
Brown’s five tests to keep his euro-options 
open indefinitely, even if closing them 
means conflict with his chancellor. If he is 
really to modernise British politics, the 
pluralist in him will have to drive out the 
control freak, even if this makes his other 
aims harder to achieve. If he is to trans- 
form the public services, he will have to be 
bolder about competition, even if this 
means war with the unions. The danger 
otherwise is of stepping on to the familiar 
treadmill of higher spending and taxes, 
followed by disappointed expectations, 
followed by higher spending and taxes. 

Like Lady Thatcher, Mr Blair does not 
want for self-belief: this is what they ad- 
mire in one another. She had her “wets”; 
he is hemmed in by the Labour move- 
ment’s own forces of conservatism. The 
difference is that she was fortified by a 
clear ideology which everybody in her ad- 
ministration could understand, and which 
gave them a sense of direction. If Mr Blair 
has an ideology, it is to run with the hare 
and hunt with the hounds. Only he knows 
exactly which way he is heading. m 
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IS not definite enough to be a rumour. Perhaps you could call 

it a sentiment. Whatever the right word, the factis that at some 
point in the past few months the name David Blunkett and the 
phrase “future prime minister” have for the first time begun to 
crop up in the same paragraph of Britain’s political conversation. 
This is peculiar. For a start, the job is not vacant: Tony Blair made 
it plainer than ever during the election that he intended to serve 
a full second term. And if Mr Blair does have an heir apparent, it 
is surely his next-door neighbour, the brooding, brilliant Gordon 
Brown. It is widely reported, and it may even be true, that Mr 
Brown made Mr Blair promise him the succession at the dinner 
in Islington at which he agreed to give his friend a clear run at 
the Labour leadership after John Smith’s death. Since then, Mr 
Brown has fulfilled his part of the putative bargain. As chancel- 
lor of the exchequer he has given Labour an invaluable 
reputation for economic competence. He organised the cam- 
paign that has just landed the unprecedented second term. How 
did that interloper Blunkett butt into the narrative? 

The first part of the answer is that if politics is a game of mo- 
mentum, Mr Blunkett has it and Mr Brown does not. Mr Brown’s 
second-best job in life is the one he has right now, at the centre 
of things at the Treasury. He will go nowhere voluntarily, unless 
it is to Number 10. Mr Blunkett, by contrast, is upwardly mobile. 
For several months the prime minister has been telling whoever 
would listen that Mr Blunkett had done a “brilliant” job as edu- 
cation secretary—and education, remember, is Mr Blair's 
thrice-hallowed priority in government. Word that Mr Blunkett 
would receive his just reward by becoming home secretary in 
place of Jack Straw was one of the few pre-reshuffle rumours 
that everybody believed. 

Such a move, marking Mr Blunkett’s ascent from the engine 
room of Blairdom to the bridge itself, was enough on its own to 
start the gossips going. But news that Mr Blunkett intends to 
publish a book in the autumn summing up his political philoso- 
phy has added to the intrigue. He is being helped by Tom 
Bentley, his former researcher and now head of Demos, Mr 
Blair's favourite think-tank. As it happens, Mr Brown is ru- 
moured to be writing such a book too. Why would busy men at 
the very top of the government bother if they did not see these 


Tony Blair is back, amid fresh speculation about who will eventually succeed him 


books as rival manifestos in a future leadership contest? Report- 
ers who ask Mr Blunkett straight get the usual brush-off: there is 
no vacancy for prime minister. He sometimes adds a less usual 
one: that he cannot foresee Britain accepting the idea of a blind 
prime minister in the near future. Funny, that. When Margaret 
Thatcher was education secretary, she said that Britain was 
probably not ready for a female prime minister. 

Whatever people think of his politics, Mr Blunkett is univer- 
sally admired for his personal odyssey. Born almost completely 
blind, at the age of four he was taken from home in a bus and 
deposited in a special boarding school on the far side of Shef- 
field, where the boys in his dormitory cried themselves to sleep 
at night. He was still a child when his father died a slow and 
painful death, after falling into a vat of boiling water at a gas- 
works. A headstone was beyond the family’s means so he was 
buried in an unmarked grave. All the misery of those years 
made the young Blunkett “very angry”. At 16, he says, he began 
to see that history was a struggle between those with power and 
wealth and those who had neither. This was 1963, when Harold 
Wilson’s talk about using the white heat of technology to create 
a better world inspired a new optimism. His college offered to 
train him as a piano tuner, a lathe operator or a Braille short- 
hand typist. He chose the Braille—but he also joined the Labour 
Party. By 22 he was the (youngest ever) member of Sheffield 
council, which he was to go on to lead. 


Too good to come true? 

Education secretary, home secretary—and prime minister hereaf- 
ter? To complete the fairytale, Mr Blunkett would need to 
surmount formidable obstacles. Unable to read the papers in his 
red boxes, Mr Blunkett has had to spend long hours as education 
secretary listening to tapes, and his workload will probably 

have to rise at the Home Office. The premiership might stretch 
even his stamina too far, though he has a legendary facility for 
storing an encyclopaedia of facts and arguments in his head. 

Mr Blunkett’s boosters call him the outstanding success of the 
first term, a minister who really managed to “deliver”: higher 
standards in primary schools, for example, and performance-re- 
lated pay for teachers. They praise a supple intellect that has let 
him evolve as a politician without being gulled by the latest fad. 
As a municipal socialist when Thatcherism was rampant, he 
came to understand the limitations of the old left. This made 
him a genuine Blairite, but a plain-speaking, practical one, less 
given than his master to abstract rhetorical flourishes. Though 
not much favoured yet as a future leader—a MORI poll for The 
Economist has him running a poor third behind Mr Brown and 
John Prescott—much could change when he is home secretary. 

All in all, a lovely story—though naturally, since the leader- 
ship is at issue, another version is doing the rounds. In this one, 
Mr Blunkett’s record at education is said to have been mixed: the 
few ideas that worked were inherited from the Conservatives, 
and the rest were forced on him from Downing Street. His child- 
hood miseries have made him hard, incapable of accepting 
poverty as an excuse for failure. The supple political intellect ad- 
mired by his supporters boils down to a social authoritarianism 
that will make him an even less liberal home secretary than Mr 
Straw. Some unkind souls go so far as to suggest that Mr Blun- 
kett’s chief virtue is not being Mr Brown, whose brilliance is 
acknowledged but whose succession is feared. The second term 
may turn out to be more intriguing than expected. m 
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Business 


Corporate restructuring 


Japan Inc on the treadmill 


TOKYO 


Japanese companies are finding new ways to boost their profitability—although 
too many are still avoiding whatis really needed 


AST year, corporate Japan was cutting 
costs mainly by shifting production to 
cheaper locations overseas and by shaking 
up traditional networks of suppliers. Nis- 
san, for example, severed its ties with sup- 
pliers that could not offer it lower prices. 
This year, companies have, belatedly, 
been switching their attention to ways of 
reorganising their entire operations. 

Some are shedding unprofitable divi- 
sions or product lines so that they can fo- 
cus on their “core” businesses. The most 
striking example is Sega, which ditched its 
loss-making Dreamcast games console 
earlier this year in order to concentrate on 
making software for rivals’ consoles. But 
Sega is an exceptional case, says Garry Ev- 
ans, a strategist at HSBC Securities. Few 
companies have done anything quite so 
radical. For the most part, they are closing 
peripheral, not flagship, divisions. Typical 
is Denso, a car-parts manufacturer and 
subsidiary of Toyota, which recently an- 
nounced that it will stop making mobile 
phones by the end of the year. 

Companies are also putting their profit- 
able non-core divisions to one side by 
means of strategic carve-outs and partial 
mergers, says Shintaro Hori, North Asian 
managing director of Bain 8 Company, a 
consultancy. These allow them, for exam- 
ple, to pool R&D resources and to consoli- 
date overlapping operations. Hitachi and 
Matsushita, which announced an alliance 
on May 23rd, will share their expertise in 
developing new digital appliances. Stodg- 


ier businesses are also linking up. Kawa- 
saki Heavy Industries and Ishikawajima- 
Harima Heavy Industries are hoping to 
fend off competition from South Korean ri- 
vals by merging their shipbuilding arms. 

Outsourcing of production is also prov- 
ing popular. Consumer-electronics firms, 
led by Sony, are selling their plants to inde- 
pendent electronics-manufacturing ser- 
vice (EMS) companies and then buying the 
products made in their former factories. 
Sony sold two of its plants to Solectron, an 
American EMS firm, earlier this year, and 
NEC wants to hand over some of its high- 
tech and phone-equipment plants to EMS 
firms. Other companies are even outsourc- 
ing to competitors. Nissan Diesel, a lorry 
maker, recently announced thatit will stop 
making diesel motors for its four-tonne 
trucks and outsource them to the market 
leader, Hino Motors. 

Manufacturers are also trying to make 
their production processes more efficient 
by installing supply-chain management 
(SCM) systems. Sharp, a consumer-elec- 
tronics company, set up an SCM system at 
its Osaka factory in 1999. Since then it has 
raised the rate at which it fulfils orders in- 
stantly from 77% to 88%, and it has cutits in- 
ventory by one-third. Hundreds of firms 
have followed suit. Hitachi, Shiseido, a cos- 
metics group, and Ito-Yokado, a supermar- 
ket chain, are among those now installing 
SCM systems. The market for scm soft- 
ware in Japan doubled in size last year, ac- 
cording to the Yano Research Institute. 
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Although still in its infancy, electronic 
procurement is also starting to take off, 
with companies such as Canon and Fuji 
Xerox shifting their procurement to the In- 
ternet. Fuji Xerox, which now buys only 3% 
of its supplies online, reckons that number 
will jump to 80% once its new system is in- 
stalled in July. 

All of this suggests that corporate Japan 
has come a long way from the days when 
restructuring was merely about squeezing 
costs. But it still has a lot to do. In the first 
place, improvements in manufacturing 
have disguised the lack of basic restructur- 
ing in other, less competitive industries 
such as construction and retail. The sickly 
construction industry is still trying to get 
rid of the massive debts and dud property 
that it collected during the market's bubble 
years—not helped by its failure to kill its 
own lame ducks. Despite falling orders, 
the number of construction companies 
has increased by some 15% over the past 
decade, and is now ata record high. 

The retail industry is also suffering from 
overcapacity. Although retail sales have 
fallen steadily since the mid-1990s, the to- 
tal floor space available has risen. The 
opening of new stores has rapidly out- 
paced the closure of old ones. New stores 
are, however, cheaper, since land prices 
have dropped and there are now more 
low-cost, part-time workers to man them. 


Labour pains 
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For all the restructuring done so far, cor- 


porate Japan has yet to tackle its excess la- 
bour. Kathy Matsui, a strategist at 
Goldman Sachs, points out that labour’s 
share of national income has gone up 
since the peak of Japan’s economic bubble 
in 1989. Companies’ attempts to reduce la- 
bour costs have been feeble. Those that 
have cut their workforce—such as Nissan 
and Isuzu, which last month said it would 


shed 9,700 workers over the next three » 


> years—often find it easier because they 
have big foreign shareholders. Renault 
owns 37% of Nissan and GM almost half of 
Isuzu. Japanese-owned companies, if they 
do anything, still stick to early retirement 
schemes and a freeze on new hires. 

There are several reasons why they find 
it hard to prune staff. One is that redun- 
dancy packages are a hefty expense that 
many weaker companies simply cannot 
afford. Another is that in Japan’s keiretsu 
system of cross-shareholdings, many 
shareholders are corporate buddies facing 
similar dilemmas. They are unwilling to 
push for painful cuts in case they get the 
same treatment. Banks too are large share- 
holders, and they fear that redundancy 
costs might force firms into the red, exacer- 
bating the banks’ bad-debt problems. 

But companies will not be able to enjoy 
the fruits of restructuring until the banks 
stop propping up corporate cadavers. 
Many of Japan’s over-populated indus- 
tries are mature, and the stronger compa- 
nies in them can expand only at the 
expense of the weaker ones. Although 
bankruptcies have been rising, they have 
not been rising fast enough to give these 
stronger firms space to breathe. Around 
20,000 companies went bust last year. 
This number will have to go up, maybe 
even to 1m, according to Katsuyuki Kuma- 
gai, a manager at Teikoku Databank, a re- 
search institute, before corporate Japan is 
freed of its suffocating excess capacity. = 


3G telecoms 
Think thin and 
crispy 


How much can 3G operators reduce the 
cost of building their networks? 


OR the European firms building “third- 

generation” (3G) mobile-phone net- 
works, hobbled by huge debts and techni- 
cal problems, there was at last some good 
news this week. On June 5th Regrp, Ger- 
many’s telecoms regulator, clarified the 
rules governing network-sharing, making 
it clear that 3G operators would be al- 
lowed to share parts of their network infra- 
structure. Operators hope to save as much 
as 40% of the cost of building their Ger- 
man networks as a result of the decision. 

Network-sharing is controversial be- 
cause of its potential to restrict compe- 
tition. Two operators that build a network 
together are likely to compete less vigor- 
ously against each other than they would 
against other operators. Another worry is 
that, by allowing sharing, regulators will, 
in effect, rewrite the terms of the 3G li- 
cences granted for billions of euros 
through a series of auctions last year. 


Changing the rules retrospectively would 
set a dangerous precedent. 

Fortunately, RegTP’s ruling avoids both 
these pitfalls. Network operators will be al- 
lowed to share only certain bits of equip- 
ment, such as towers and antennae; some 
of these things are already shared on to- 
day’s 2G networks. Each operator will still 
have to build its own “backbone” network 
linking base stations together. And sharing 
is permitted only in such a way that, if one 
operator's network malfunctions or is shut 
down, other operators are not affected. 

Sharing towers and antennae might 
not seem to provide much scope for sav- 
ings. But these physical items account for a 
big chunk of overall costs, and sharing 
them can lead to savings of 20-40%. Since 
blanketing Europe with 3G coverage is ex- 
pected to cost around $100 billion, this is 
serious money. 

The German decision occupies the 
pragmatic middle ground between the 
Dutch, who have banned sharing alto- 
gether, and the Swedes, who have allowed 
even closer co-operation. The German 
compromise may well be adopted in other 
countries, such as Britain and possibly It- 
aly, where a decision on sharing is ex- 
pected soon. As a result, equipment 
manufacturers, such as Nokia, are already 
making base-station kit that is explicitly 
designed for shared networks. 

Meanwhile, 3G is under attack on an- 
other front. “The 3G Squeeze”, a recent re- 
port by Merrill Lynch, says that 3G is in 
danger of being squeezed between so- 
called 2.5G technologies (essentially, 2G 
networks upgraded to handle data, but 
slower than 3G networks) and wireless 
computer-networking technologies such 
as 802.11b, which links laptop computers 
to office networks at high speeds. John 
Roy, one of the report’s authors, points out 
that the high data rates promised by 3G op- 
erators are designed for video, which users 
are unlikely to want to watch on the move. 
Lower-speed 2.5G networks may, in other 
words, be good enough on their own. 

Does this mean that 3G networks will 
be entirely unnecessary? No, because 2.5G 
networks need more radio bandwidth 
than older 2G ones, and the required addi- 
tional bandwidth has already been ear- 
marked and sold to 3G operators. Besides, 
most operators plan to offer 3G services in 
densely populated areas at first, and to 
give customers hybrid handsets that can 
switch to 2.5G elsewhere. 

According to Michael Minzlaff of Ana- 
lysys, a telecoms consultancy, operators 
will start with these “thin and crispy” 3G 
networks, and then upgrade their capacity 
later. This means that, if the demand for 
high-bandwidth services fails to material- 
ise, the upgrades will be unnecessary, and 
the bill need not come to $100 billion after 
all. 3G operators are in a hole, but the hole 
may not be quite as deep asit looks. m 


South American airlines 
Don’t fly with me, 
Argentina 


BUENOS AIRES 
Argentina’s flag-carrier is struggling to 
stay airborne. So are many of its rivals 


HEN aircraft were invented, people 

marvelled at how they seemed to 
defy the law of gravity. These days, it is re- 
markable how some of South America’s 
airlines defy the laws of economics, stay- 
ing airborne despite apparently crippling 
debts. Aerolineas Argentinas has been per- 
forming the trick for years, burning up re- 
peated capital injections and leaving 
behind a trail of red ink (see chart). But 
now the airline’s struggle to stay aloft may 
be close to an end. 

Talks to try to rescue Aerolineas ended 
in deadlock late last month. These in- 
volved the governments of Spain (which 
owns 92% of the airline through sEP1, its 
state holding company) and Argentina 
(which owns 5%), as well as represen- 
tatives of the staff (who hold 3%). SEPI says 
it will refuel Aerolineas with $350m of 
new capital only if allits seven unions sign 
new labour contracts involving pay cuts of 
up to 20%. Two unions are refusing. The cri- 
sis has caused a rift in the hitherto friendly 
relations between the two countries. On 
June 5th, Argentina demanded that sEPI 
(ie, Spain) try harder to seek a solution. But 
Spain’s prime minister, Jose Maria Aznar, 
signalled that his government was pre- 
pared to walk away, saying that it had al- 
ready invested over $1.5 billion in an» 
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Investment in Saudi Arabia 


Old flames rekindled 


RIYADH 


The kingdom is once again becoming fertile territory for foreign companies 


AAIR of a century ago, Saudi Ara- 
bia divorced the foreign firms that had 
helped to build its oil industry, gaining full 
custody of the world’s richest oilfields. 
Now, squeezed by the cost of a growing 
population, the kingdom is welcoming 
some old partners back. Agreements 
signed on June 3rd will open three Ireland- 
sized chunks of virgin desert to interna- 
tional consortia, allowing them to tap and 
use whatever natural gas they find. 

The deals are not only big, with invest- 
ment costs expected to top $25 billion over 
ten years. They also put a giant foot 
through several doors at once. The up- 
stream development of hydrocarbons had 
been a jealously guarded preserve of the 
nationalised monopoly, Saudi Aramco. 
The state firm will still control the Saudi oil 
reserves, a quarter of the world’s total, in- 
cluding any that may be found in the new 
areas. But the international groups, two 
headed by ExxonMobil and one by Royal 
Dutch/Shell, will now take the lead in de- 
veloping the kingdom’s natural-gas re- 
serves, which at an estimated 220 trillion 
cubic feet are thought to rank only behind 
those of Russia, Iran and Qatar. 

Just as important, the agreements com- 
mit the foreigners to developing down- 
stream uses over a 30-year period. In the 
most promising of the ventures, the South 
Ghawar field, won by a consortium of Ex- 
xonMobil, BP, Shell and Phillips Petro- 
leum, plans call for building power, 
desalination and petrochemical plants. 

Yet the gas initiative represents only the 
biggest, so far, of what may prove to be a 
bonanza of opportunities for private in- 
vestors. Saudi officials put the price tag for 
upgrading basic services alone at $200 bil- 
lion over the next decade. Demand for 
electricity, for instance, is expected to grow 
by 250% between now and 2020. 

Perhaps more significant, unemploy- 
ment, now 14% for male Saudis, is rising 
fast. The pressure will not let up soon, 
given a population (half of it under 18) that 
is growing at 3% a year. This surge in num- 
bers, coupled with oil revenues that are re- 
stricted by OPEC quotas, has led to a slide 
in personal wealth. GDP per head, equal to 
America’s 20 years ago, has slumped to a 
quarter of the American level. 

These facts have forced the Saudi gov- 
ernment away from state planning and to- 
wards active courtship of private capital. 
The momentum for change, stalled until 
the mid-1990s, is now accelerating fast. A 


slew of fresh legislation, including an in- 
vestment law passed last year that allows 
100% foreign ownership and tax breaks, is 
shaking up what had been a virtually 
closed economy. The government recently 
cut most import tariffs from 12% to 5%, and 
introduced a regulatory agency to oversee 
the telecoms sector. 

The new attitude has already brought 
rewards. Foreign direct investment has 
doubled in the past year to reach $9 billion. 
Two projects, a $2.3 billion desalination 


plant built and operated wie Japan's Sumi- 
tomo and a $3.4 billion contract to build 
and run 3,000 schools won by an Ameri- 
can consortium, account for much of the 
jump. The gas deals will boost these 
gains—so much so that a local economist 
predicts they will add one percentage 
point a year to Saudi Arabia’s GDP growth. 

Yet the picture is not entirely rosy for 
outsiders. Uniquely among the Arab Gulf 
states, Saudi Arabia has so far been denied 
a seat at the WTO. The main sticking-point 
is internal trade, where Saudi distributors 
and retailers enjoy cosy market domina- 
tion. The more serious, but vaguely de- 
fined, obstacle is simply the nature of the 
kingdom. The state makes up two-thirds of 
the economy, but its accounts are far from 
transparent. The application of laws can 
be patchy, inconsistent and brutal. Sooner 
or later, the pressure of Saudi need and for- 
eign greed will change all this, too. = 


Is Baghdad bluffing? 


OPEC needs to keep Iraq from destabilising the world’s oil market 


OULD Saddam Hussein really throw 

the world’s oil markets into turmoil? 
That is the burning question among en- 
ergy pundits, given the latest scare 
tactics deployed by the moustachioed 
marauder of Iraq. In response to yet an- 
other round of sanctions by the United 
Nations, he has cut off his country’s oil 
exports again. 

Taken at face value, this is serious. Oil 
markets are highly sensitive to supply 
disruptions, and Iraq is a big producer 
(see chart). If it really does withhold its 
exports of about 2.2m barrels a day for 
long, prices would skyrocket—and con- 
sumers would suffer. 

Even OPEC would be hurt badly. 
That is why the ministers of the oil car- 
tel, who met on June 5th in Vienna, said 
they stand ready to replace all the oil 
that Iraq takes off the market. Ali Naimi, 
Saudi Arabia’s oil minister, made clear 
his readiness to tap his country’s vast 
spare capacity (of 2.5m barrels a day) if it 
is needed to stabilise prices. The cartel 
took no immediate action, however; but 
it agreed to review the situation on July 
3rd. That is because it has been messed 
around by Iraq before: it will act only if 
the export freeze proves to be more than 
the short-term bluffs of the past. 

The reason for OPEC's curiously pro- 
consumer stance is that it knows Iraq 
could kill the goose that lays its golden 
eggs. A big supply disruption or pro- 
longed high prices could plunge 
consuming economies into turmoil—and 
history has shown that oil shocks hurt 
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oil producers as much as oil consumers. 
What is more, the cartel is worried 
about a threat even bigger than Iraq’s 
belligerence: global economic down- 
turn. America’s economy is struggling. 
Europe and Asia are in better shape, but 
the strong dollar (the currency in which 
oil is priced) has made their petroleum 
dearer, and so depressed consumption. 
OPEC is also troubled by the sharp 
build-up in stocks in recent weeks—a 
dramatic reversal of the tightness of last 
year. Figures released this week, for ex- 
ample, showed unexpectedly strong 
increases in crude oil, gasoline and distil- 
late supplies. That is good news for 
gas-guzzlers as America heads into its 
summer “driving season”, but bad news 
for OPEC ministers trying | to trump the 


latest card played by their wayward 
brother. 






Regulating the Internet 


Tied up in knots 


Negotiators from 50 countries are meeting to formulate rules for governing 
cross-border lawsuits. These could have a profound effect on e-commerce 


HE Internet's ability to span borders, 

destroy distance and unite the world’s 
computer networks into a seamless whole 
looks wonderfully elegant to engineers, 
but awfully messy to lawyers. Previously 
cut-and-dried questions of legal jurisdic- 
tion—such as what country a particular 
transaction took place in—have now be- 
come horribly murky. Buy something in a 
shop, and you are clearly bound by the 
laws of the country where the shop is 
physically situated. But make a purchase 
from the same shop over the Internet from 
a foreign country, and it is not at all clear 
whose laws apply. 

Untangling this legal Gordian knot is 
the unenviable goal of a treaty called the 
Hague Convention on Jurisdiction and 
Foreign Judgments. It is being discussed by 
delegates from 50 countries who met in 
The Hague on June 6th for two weeks of 
formal negotiations. 

Much is at stake. The treaty covers com- 
mercial law, and it is intended to harmo- 
nise the rules for cross-border litigation 
between private parties. This includes dis- 
putes over patents, intellectual property, 
libel and defamation. Simply put, it would 
require the signatory countries to agree to 
enforce legal judgments handed down in 
other countries. This sounds fine in princi- 
ple; indeed, a similar arrangement, the 
Brussels Convention, already covers EU 
countries. 

But the Hague Convention would go 
much further, because it would cover a far 
larger number of countries, some of which 
have very different laws. Activists in the 
United States worry that, if the convention 
is agreed and ratified, American courts 
would end up having to enforce judg- 
ments against people whose actions were 
entirely legal under local laws. Such fears 
have been heightened by a French court's 
ruling last year that Yahoo!, a web portal, 
could not sell Nazi memorabilia through 
any of its international auction sites to us- 
ers in France. Rather than attempt to filter 
its sites for users in different countries, Ya- 
hoo! banned such material from all its 
sites. The French ruling has thus, in effect, 
been imposed on citizens of other coun- 
tries. The Hague Convention would for- 
malise and grant international legitimacy 
to rulings of this kind. 

For opponents of the convention, other 
nightmare scenarios abound. An Ameri- 
can citizen could, for example, post some- 
thing on the Internet and be sued for libel 


by somebody in another country where 
free speech is not protected. Or what if 
your invention or business model is stolen 
and patented by a rival in a foreign country 
with a lax patent regime? You could then 
be sued for patent violations in that coun- 
try, and the judgments could be enforced 
against you at home. 

To complicate matters further, different 
interest groups within each country 
would like the convention to be modified 
in different ways. Consumer groups want 
local laws to apply to consumers who buy 
things online, on the grounds that they 
cannot be expected to understand how 
laws might vary from place to place. But 
companies that wish to do business online 
do not want to get involved with myriad 
sets of regulations either. They would 
prefer to be able to impose “click-through” 
agreements on their websites, requiring 
customers to agree that transactions will 
be subject to the laws of the country in 
which the company is based. 

It gets worse. In general, companies 
that export goods want their home laws to 
apply to the transactions; but so do firms 








that import goods. Clearly, you cannot 
have both. This means that, in some cases, 
there is disagreement within single orga- 
nisations about how the convention 
should be worded. 

The danger is that the convention may 


undermine e-commerce. Companies 
might choose to block users in particular 
countries from accessing their sites, rather 
than be subject to those countries’ laws, or 
decide against doing business online alto- 
gether. The implications for free speech are 
just as ominous. “The result could be that 
the Internet is reduced to the lowest com- 
mon denominator, where websites avoid 
any but the safest content for fear of of- 
fending someone and being hauled into 
court,” said Barbara Wellbery, a Washing- 
ton lawyer and former e-commerce ad- 
viser to the Commerce Department, 
during a congressional hearing on the sub- 
ject on May 22nd. 

Telecoms firms and Internet-access pro- 
viders are concerned that, under some 
countries’ laws, they would be liable for 
content travelling over their networks and 
so would have to start monitoring and fil- 
tering it. One suggestion, supported by te- 
lecoms firms, consumer groups and 
Internet activists, is that the section cover- 
ing intellectual property should be ex- 
cluded from the convention, so that the 
agreement applies only to disputes over 
the sale of goods and services. 

This idea has been strongly opposed by 
publishers, record companies and other 
rights holders, however. They see the con- 
vention as a means of strengthening their 
ability to protect intellectual property in 
countries where it is currently difficult to 
make legal judgments stick—and are there- 
fore about the only people with a kind 
word to say about the convention. It 
would, for example, make it easier to shut 
down websites containing pirated mate- 
rial, or to sue pirates in foreign countries 
for damages. 

The negotiators meeting in The Hague 
face a near-impossible task in reconciling 
these different views. The idea is that final 
tweaks will be applied at another meeting 
early in 2002, at which point the treaty will 
be ready for ratification. But the previous 
attempt to finalise the convention’s word- 
ing ended in 1999 without agreement, and 
the same thing may well happen again. 

Part of the problem is that negotiation 
of the convention began in 1992, and the 
sudden explosion of the Internet in the 
mid-1990s undermined much of the work 
that had already been done. The conven- 
tion was initiated by the Americans, who 
argued that, although their courts gener- 
ally enforce the rulings of foreign courts, 
other countries do not always reciprocate. 
Ironically, itis now also in America, which 
has the most to lose from restrictions on e- 
commerce, that opposition to the conven- 
tion is strongest. W 
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Face val 


Harry Stonecipher is the tough outsider who is driving change at Boeing 





HEN Boeing took over McDonnell 

Douglas four years ago, it acquired a 
huge military-aerospace business and 
overtook Lockheed Martin as the world’s 
biggest aerospace group. It also got Harry 
Stonecipher, McDonnell’s boss, who be- 
came president and chief operating 
officer of the merged company. He is now 
vice-chairman—and he is staying on a 
year beyond normal retirement to com- 
plete the revolution that he inspired, 
symbolised most recently by the an- 
nouncement that Boeing’s head office is 
to move from Seattle to Chicago. Boeing 
wants to show that it offers more than jets 
and rockets, by expanding its new ser- 
vices businesses. 

Mr Stonecipher’s influence at this no- 
toriously inbred company is plain. At the 
Paris Air Show later this month, Boeing’s 
front man will not be its affable chairman 
and chief executive, Phil Condit, but Mr 
Stonecipher, an altogether different char- 
acter. He is adept at schmoozing airline 
bosses and Pentagon colonels. But within 
Boeing he plays the hard cop to Mr Con- 
dit’s soft cop. So it was when he first took 
over the day-to-day running of Boeing 
after the merger. What Mr Stonecipher 
saw horrified him. Boeing’s civil-jet busi- 
ness was a mess. Ron Woodard, the 
ebullient salesman who ran the division, 
had started a price war to block the rise of 
Airbus, Boeing's European rival, in a 
booming market. 

Boeing quickly got into difficulties, its 
factories choked with half-finished air- 
craft because suppliers could not keep up 
with production. In the autumn of 1997, 
the production lines had to be stopped so 
as to catch up. Airbus continued to ad- 
vance, and the price-war policy proved a 
costly shambles. As the civil-jet division 
continued to struggle and Boeing’s shares 
dived, Mr Stonecipher nudged Mr Condit 
to get rid of Mr Woodard, if only to signal 
a change. Mr Condit understood the case, 
and Mr Woodard duly left. The dismissal 


shattered Boeing’s old executive culture, 
which had ensured that bosses were 
never fired, just shuffled. 

Mr Stonecipher was also shocked by 
how little Boeing managers understood 
the bottom line. In a culture dominated 
by engineers, profit was seldom men- 
tioned. Mr Stonecipher asked the 
company’s finance director how he com- 
municated with Wall Street. He said he 
did not. So Mr Stonecipher brought in 
Deborah Hopkins, a high-flyer from Gen- 
eral Motors, as chief financial officer, with 
a brief to forge stronger links to the mar- 
kets and to educate Boeing managers 
about profits. 

One of the first to get the point was 
Alan Mulally, Mr Woodard’s successor, 
who rapidly put the commercial-aircraft 
division back into profit. Mr Stonecipher 
claims some of the credit. “When I ar- 
rived, Alan was a great engineer and team 
leader,” he says. “Now he is a fine busi- 
nessman as well.” Unsurprisingly, Mr 
Stonecipher was asked to stay on until 
next May because of his crucial role in 
helping Mr Condit transform Boeing into 
a services conglomerate. 

Until Airbus ate its lunch, Boeing was 
a proud American icon, the country’s big- 
gest exporter and leader in its field—but 
also a rather dozy place. A world where 
the European group had half the market 
looked bleak for Boeing’s prospects, since 
aircraft sales are expanding by only 5% a 
year. With the immediate profit problems 
solved, it was time for wider horizons. “If 
you can’t grow your revenues fast 
enough,” says Mr Stonecipher, “you have 
to do something else.” 

This week brought two dramatic ex- 
amples of what, for Boeing, that 
something will be. On June 4th, it wona 
$4 billion order from the us Air Force, not 
for aircraft, but to upgrade the avionics on 
500 veteran military transport aircraft. 
The model in question, the C-130, is actu- 
ally made by Lockheed Martin. Boeing 
only moved into the aircraft-services 
business two years ago, seeing it as an 
area with big growth prospects. 

Two days later, the company unveiled 
its blueprint for air-traffic management, 
which it hopes to develop with the Fed- 
eral Aviation Administration as part of 
the agency’s ten-year plan to overhaul 
America’s creaking air-traffic control sys- 
tem. Boeing proposes using satellites to 
guide aircraft, with the ground controller 
reduced to a monitoring role. The com- 





pany thinks this market could be worth 
$70 billion a year, some $20 billion more 
than the total market for jetliners. 

There are other service markets to- 
wards which Mr Stonecipher is steering 
Boeing. One is broadband communica- 
tions, offering passengers live television 
and high-speed data links. Boeing is hop- 
ing to announce its first customer in Paris, 
but there have been problems agreeing 
on how to share the revenues with the 
airlines. This week, Boeing also an- 
nounced the opening in Dublin of the 
European head office of its financing com- 
pany, Boeing Capital. 


The Welch way 

If this is all beginning to ring bells, it is 
not surprising. Before he became boss of 
McDonnell Douglas, Mr Stonecipher 
spent 27 years at General Electric, rising to 
become head of its aero-engine business 
in the mid-1980s. GE’s boss, Jack Welch, 
famously revived the company’s fortunes 
20 years ago by bolting services on to the 
company’s hardware. 

Mr Stonecipher openly acknowledges 
the debt, and has even copied one of GE's 
ideas, the leadership centre for company 
executives. The centre he set up in Mc- 
Donnell Douglas now serves the whole 
of Boeing; he and Mr Condit teach there 
once a month. That, not his part in the 
turnaround, is his biggest source of pride. 
Normally rather taciturn, Mr Stonecipher 
warms up when he talks about develop- 
ing leaders. The hard man, it seems, really 
does care after all. m 
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Special report Agricultural trade 


Patches of light 


Any progress in liberalising agricultural trade at the next round of global trade talks 
depends on the groundwork being done today 


ROGRESS on agriculture is long over- 

due. Over the past half-century, global 
trade in farm products has been liberalised 
only slowly. While tariffs on manufac- 
tured goods have dropped from averages 
of 40% to 4%, agricultural tariffs have 
stayed in the 40-50% range. Over the same 
period, the volume of trade in manufac- 
tured goods has ballooned nearly 17 times, 
compared with less than six times for agri- 
culture. 

There is today, though, a growing en- 
thusiasm for change. At this week’s Asia- 
Pacific Economic Co-operation meeting in 
Shanghai, China inched closer to agreeing 
with its trading partners on a level of farm 
subsidies that would be compatible with 
membership of the World Trade Organisa- 
tion (WTO), which it is seeking. In Wash- 
ington and Brussels, agricultural reform 
looms large on the programmes of new 
legislation. And the wro in Geneva has 
been tidying up the many loose ends left 
by the last (Uruguay) round of trade talks, 
completed in 1994, in preparation for what 
is expected to be an agriculture-heavy next 
round. The planning for those negotia- 
tions, to be launched in November, will 
begin in July. 

The end of the Uruguay Round brought 
promises of enhanced market access for 


the crops of rich and poor countries alike. 
Tariffs were broadly frozen, and only lib- 
eralising changes were expected by the 
members of the soon-to-be-born WTO. 
But the reality has been one of unkept 
promises. Until recently, even the poorest 
countries still faced largely unchanged 
high tariffs and low quotas when trading 
with the world’s economic powerhouses. 

Japan is one of the most egregious of- 
fenders; for instance, its duties on most 
grains average about 63%, but a tariff on 
rice installed last winter was closer to 
1,000%. Even when their tariffs have been 
reduced, rich countries have developed 
ever more complex non-tariff barriers 
(NTBs) and domestic farm subsidies in or- 
der to frustrate imports. 

This has gradually eroded poor coun- 
tries’ trust in the global trading system and 
was at least partly responsible for the glob- 
ally publicised collapse of the wTo's 
meeting in Seattle in 1999. Early last year, 
the WTO Set out to restore some of the 
poor countries’ lost trust by initiating a se- 
ries of behind-the-scenes discussions to 
set the agricultural agenda for the new 
round of trade talks. Comprehensive pro- 
posals came, as expected, from such 
heavyweights as America and the Euro- 
pean Union (Ev). But they also came from 


The Economist June ot! 





up-and-coming economies such as Egypt, 
Poland, Turkey and, most recently, Nigeria. 
Delegates have stayed in camera into the 
night to discuss ideas from traders as small 
as Mauritius. 

The atmosphere at these meetings has 
been far more egalitarian than it ever was 
during the Uruguay Round. Now, having 
collected some 35 proposals from its mem- 
bers, the WTO is ready to begin drawing 
up a concrete draft agreement. Almost for 
the first time, the agricultural trade negoti- 
ations have real momentum—but will it be 
enough? 


Distortion begins at home 

Agricultural trade’s most fundamental 
problems lie at the domestic level. Within 
the OECD, annual state payments to the 
agricultural sector exceed Africa’s entire 
GDP. And domestic support in America, 
Europe and Japan accounts for about 80% 
of the world’s total. 

The usual rationale for these payments 
is that agriculture provides social benefits 
not valued by the market: environmental 
protection, food security and the mainte- 
nance of rural communities, for example. 
The most important (and the least cited) 
factor, however, may be psychological. Ja- 
pan’s ambassador to the wTo, Koichi Ha- 
raguchi, says he realises that Japan's 
agriculture is less than efficient; other 
countries have natural advantages in pro- 
duction that could, if unrestrained by ta- 
riffs and domestic support, put Japan's 
farmers out of business. But the Japanese 
want to maintain their farms almost re- 
gardless. “Because they cherish their own 
agriculture, they are prepared to pay for it,” 
says Mr Haraguchi. 





The warm feeling gleaned by consum- 
ers from knowing that compatriots are out 
tilling the fields in the traditional way is an 
extra benefit of farming, like food security 
or a clean environment. But because the 
value of these benefits is not included in 
crop prices—so the theoretical argument 
goes—the industry must be subsidised. 
That line of reasoning has justified a slew 
of domestic support systems, with the 
most extensive and complex being in rich 
countries. It has also motivated a 64-page 
paper insisting on “the need to treat agri- 
culture separately”, submitted to the wTO 
and signed by virtually all West European 
countries plus Japan, South Korea and 
some other emerging economies. 

In America, the justification for domes- 
tic support is less touchy-feely and more 
combative, less grass-roots and more cor- 
porate: the government must protect farm- 
ers against what Ann Veneman, the new 
agriculture secretary, calls “unfair and un- 
competitive markets”. Of course, consum- 
ers who pay to protect their farmers (be 
they American, European or Japanese) re- 
ceive no protection from the higher food 
prices that result. In the Eu, for example, 
the prices of lamb, butter and sugar are all 
more than twice the world market price. 

Most farm support falls into one of two 
categories: price-related subsidies and di- 
rect payments to farmers. The former tend 
to be counter-cyclical, rising when market 
prices fall. That makes them distort mar- 
kets even more, since domestic producers’ 
competitiveness with the world’s export- 
ers is artificially enhanced. Direct pay- 
ments, by contrast, do not change relative 
prices instantaneously. But they can still 
distort markets in the long term. Farmers 
who receive lump sums use some of the 
money to invest in capital, which en- 
hances their productive capacity and 
pushes down the prices at which they can 
sell in the future. 

In the past five years, economic wis- 
dom (and pressure from their trading part- 
ners) has persuaded rich countries to 
move from price-related subsidies to direct 
payments. America’s 1996 farm bill and 
Europe’s reform of the Common Agricul- 
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tural Policy (CAP) have both taken steps in 
this direction. 

Japan has chosen a different path: it 
now devotes most of its support to buying 
farmers’ stockpiles of crops; its actual pay- 
ments to farmers are falling. Before these 
changes were introduced, more than half 
of Europe’s and Japan’s support was con- 
sidered trade-distorting (see chart 2), and 
reductions were required under the 
WTO's existing agreements. 

But even as price-related subsidies and 
purchases of surplus crops have been cut, 
governments have found other ways to 
protect their farmers from the supposed 
ravages of global trade. For example, 
America’s loan-rate guarantees, by which 
the government refunds the interest on 
farmers’ loans when prices fall, clearly in- 
vite farmers to over-produce. And Amer- 
ica’s so-called “emergency” assistance, 
designed to shield farmers from unex- 
pected market fluctuations, rose from $1.8 
billion in 1998 to $7.6 billion in 2000. 

Europe has also shown a willingness to 
rescue farmers from adverse market condi- 
tions, something it does not do for any 
other industry. It has funnelled close to €1 
billion ($850m) to them in order to pay for 
the destruction of their herds brought 
about by the outbreaks of BSE (“mad-cow 
disease”). And now hundreds of millions 
more are going to finance the eradication 
of foot-and-mouth disease through the 
mass slaughter of livestock. 

The funds needed for these payments 
were built into the budget of the agricul- 
ture directorate of the European Commis- 
sion. In any other industry, companies 
would have to rely on insurance or credit 
to cover the costs of comparable external 
shocks to their business. The two epidem- 
ics threaten, however, to generate a back- 
lash in favour of non-intensive and 
organic farming, with a consequent shift 
of CAP subsidies away from production 
and towards rural beautification. 

Not all domestic support occurs in rich 
countries. In emerging economies, though, 
its rationale is generally different. India’s 
recent proposal to the wTO recommends 
that any support aimed at alleviating pov- 
erty, rural development or the diversifica- 
tion of agricultural products be exempted 
from WTO-sponsored commitments to re- 
duce domestic support. However, virtu- 
ally any programme that gives money to 
farmers can be justified on these grounds. 
The same is true of Europe’s claims for 
environmental protection and Japan’s de- 
sire to prolong its agricultural tradition. 

Most developing countries’ negotiating 
proposals ask for considerable conces- 
sions from their wealthier trading part- 
ners, with special treatment still reserved 
for their own support systems. Their case 
is strengthened by the fact that the market 
access they were promised after the Uru- 
guay Round has not materialised. Even Jo- 
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seph Glauber, the American agriculture 
department’s deputy chief economist, 
readily acknowledges that “the real pay- 
off from the Uruguay Round just hasn't 
happened”. In Europe, for example, some 
of the products that emerging economies 
are best equipped to export suffer the most 
distorted prices (see chart 3 on next page). 
If rich countries were to remove the subsi- 
dies that create these price differences, 
poor countries would benefit by more 
than three times the amount of all the 
overseas development assistance they re- 
ceive each year. 

Somewhere between domestic sup- 
port, export policy and special treatment 
for poor countries lies food aid—the rich 
countries’ habit of buying up crops when 
prices fall and then sending them to poor 
countries as aid. This is potentially the 
thorniest issue in the forthcoming negotia- 
tions. The EU’s proposal on export compe- 
tition calls food aid “a disgrace”, its point 
being that poor countries need aid most 
when prices are high, not low. But from the 
standpoint of economic efficiency, their 
need must be balanced with the donors’ 
ability to give. Countries can most afford to 
dispense such aid when prices are low, so 
it is hard to argue that their donations 
should be completely insensitive to prices. 


Transparent tariffs 

The wTo’s members are still keen to keep 
domestic matters to themselves, so farm 
support enters the organisation's negotiat- 
ing agenda only peripherally. Market ac- 
cess continues to dominate discussions, 
with emerging economies pushing for cuts 
in rich countries’ protections. 

While holding back the biggest plums 
of market access, rich countries have of- 
fered some concessions in the past few 
years. Their emphasis has been on “tariffi- 
cation”—on replacing non-tariff barriers 
(such as anti-dumping measures, rules-of- 
origin restrictions, quotas and quality 
standards) with tariffs. Such efforts boost 
transparency as the volume of trade 
comes to depend more on the tariff rates 
than on hazy bureaucratic decisions. But 
switching from non-tariff barriers to tariffs 
can go only so far to promote agricultural 
trade. 

Most countries agree that tariffs must »» 
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March 2001 March 2000 : 
Sales € 3684 m € 2924 m + 26 % 
Operating profit € 712m € 534 m + 33% l 
Attributable profit i; 
~ parent and subsidiaries € 528 m € 358 m + 47% 
~ share of associated companies € 440 m € 425 m 4% 
~ the Group € 968 m € 783 m + 24% 
Earnings per unit ~ fully diluted basis € 171.44 € 137.04 + 25% 
Dividend per unit € 30.00 € 24.00 + 25% 


The results presented above exclude the effects of goodwill amortisation and exceptional items from both years. 





® Sales increased by 26 per cent to € 3 684 million. All main product categories 
showed substantial growth with jewellery sales increasing by 31 per cent 
and watch sales by 28 per cent. 





Operating profit grew by 33 per cent to € 712 million. 


The acquisition of Jaeger-LeCoultre, IWC and A. Lange & Söhne was 
completed in December 2000, the three brands contributing to the Group’s 
results in the final quarter of the financial year. 








@ Attributable profit of the Richemont’s luxury goods businesses grew by 
47 per cent. 








@ The Group’s share of the results of associated companies, principally | 
British American Tobacco, increased by 4 per cent to € 440 million. 4 


@ Fully diluted earnings per unit grew by 25 per cent to € 171.44. 








@ The proposed dividend, at € 30.00, reflects an increase of 25 per cent over | 
the prior year’s level. of 
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> fall further, and that the wTo must clarify 
its rules for tariff-rate quotas, which allow 
duties to rise after a certain volume of spe- 
cific products has been imported. For ex- 
ample, the Eu allowed 650,000 cubic 
metres of plywood to be imported tariff- 
free last year, on a first-come, first-served 
_ basis. But because of the difference in sea- 
sons between northern and southern 
hemispheres, almost all the quota—which 
was filled by May—came from Brazil. 
American exporters, who came on stream 
later in the year, had to pay tariffs of up to 
10%. They saw the quota as discrimina- 
tory, but had no wro rules to help them. 

Automatically triggered anti-dumping 
and “safeguard” measures in rich coun- 
tries also distort imports. These trade regu- 
lations block imports, respectively, when 
world prices fall below a pre-set threshold 
and when imports exceed expectations. 
Even in its recent initiative to abolish tariffs 
on exports from the world’s 48 poorest 
countries, Europe retained safeguards 
against floods of imported bananas, rice 
and sugar. 

Likewise, America’s extension of duty- 
free status to sub-Saharan African export- 
ers, signed into law last May, allows the 
Commerce Department to step in if im- 
ports of clothing and textiles could cause 
“the threat of serious damage” to Ameri- 
can competitors. The Cairns Group, an 
association of agriculture-exporting coun- 
tries in the Americas and Oceania, wants 
to abolish such safeguard mechanisms en- 
tirely. But Europe and Japan insist on their 
continued existence. 

Preferences are another sore point. The 
Association of South-East Asian Nations 
wants to ban programmes such as the EU’s 
system favouring the African, Caribbean 
and Pacific group (ACP), basically a collec- 
tion of its former colonies. An ACP-EU 
agreement signed in June 2000 includes 
an eight-year extension of preferences cov- 
ered hitherto by a waiver from the wTo, 
but a renewal may not be forthcoming. 

There is also a debate about the wTO’s 
institutionalised system of preferences for 
developing countries, known as “special 
and differential treatment”. Since the days 
of the wTo’s predecessor, the General 
Agreement on Tariffs and Trade, rich coun- 
tries have been required to give preference 
to imports that were deemed “of special 
interest to developing countries”. Any new 
agriculture agreement, however, might 
switch the focus of these preferences away 
from specific products and towards spe- 
cific countries instead. 

But assigning preferences to countries 
comes with its own problems, according to 
David Roberts, the deputy head of the 
European Commission’s agriculture direc- 
torate. South Korea has an advanced in- 
dustrial sector but its agriculture looks like 
that of a developing country; Argentina is 
the exact opposite. Which of them should 
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be called “developing” for the purposes of 
the WTO's system of preferences? 

More immediate political concerns 
also threaten to block the road to a deal. For 
a Start, the less than enthusiastic attitude 
of Japan is a cause for worry. Its delegation 
has been reluctant to define the details of 
an agreement whose scope and timeframe 
may be open-ended. In addition, the Japa- 
nese, who are the world’s biggest net im- 
porters of farm products, believe that they 
will gain little in return for cutting tariffs on 
staples such as rice. They would rather tie 
agricultural concessions to progress in 
other sectors, in the context of a wider 





Sweet and sour 
EU prices, % of world prices 


Bananas 
Maize 08 = 
Tomatoes SE 


Citrus fruit W 


100 140 180 220 260 
Sources: EU; Eurostat; OECD 


round of trade talks. South Korea takes a 
similar position. 

Europe’s comprehensive negotiating 
proposal includes two especially contro- 
versial points. First, it calls for import stan- 
dards for meat products to be based on the 
treatment of animals in exporting coun- 
tries. Many developing nations see this 
provision as protectionist, but non-gov- 
ernmental organisations’ fierce promotion 
of the issue has persuaded a majority of 
EU member countries in favour. Compro- 
misers want Europe merely to label well- 
bred sides of beef. Anything more might 
be an irresistible invitation to introduce 
politically popular protection. 

Secondly, the EU has imposed some 
conditions on its willingness to negotiate. 
“We put everything on the table,” says the 
Commission's Mr Roberts. But export sub- 





sidies, which now amount to about 9% of 
the agriculture directorate’s budget of 
€42.8 billion, may be a sticking point. Eu- 
rope’s spending on these subsidies has 
fallen from 55% of the value of exports in 
1992 to 9.4% in 1998. All the same, they re- 
main a contentious issue—so contentious 
that Maeve Doran-Schiratti, who deals 
with trade issues for Europe’s agriculture 
commissioner, says negotiators would be 
better off without them. Nevertheless, Eu- 
rope will only consider reducing the subsi- 
dies further if America, India and other big 
traders are ready to cut their export-credit 
guarantees (ECGs). 

And that is unlikely to happen. In 
America’s case, ECGs smooth the way for 
exports to developing countries; the gov- 
ernment guarantees American bank fi- 
nance for exports to markets where credit 
may be hard to come by. Last year, over 
$5.4 billion of agricultural sales were un- 
derwritten in this way, roughly 10% of all 
America’s farm exports. Terms for farmers’ 
repayments of the loans are limited to 
three years in most cases, but $188m- 
worth had terms of up to ten years. 

With that long to pay back the money 
owed, ECGs begin to look a lot like subsi- 
dies. America insists, however, that it is 
merely facilitating exports, and that ECGs 
should not count against its commitment 
to reduce export-related subsidies. So far 
the wTo has agreed withit. 


There’s something about a field 

Poor countries’ economies rely on agricul- 
ture; and rich countries, though fully in- 
dustrialised, still cherish it. None of them 
wants to make substantial, unilateral cuts 
to their systems of protection. Concerns 
about hurting consumers by hampering 
trade have long taken a back seat to the 
wishes of the vocal domestic farm lobby. 
Mr Glauber’s boss, Keith Collins, recalls 
the attitude of congressmen writing Amer- 
ica’s 1996 farm bill as, “We're not going to 
have this farm bill written in Geneva.” But 
now, with more domestic support pro- 
grammes potentially involved in interna- 
tional trade talks, reforms at the WTO and 
in its members’ capitals will have to be 
more closely synchronised. 

In the meantime, market factors can 
only intensify the pressure to reduce pro- 
tection. Mr Glauber predicts that oversup- 
plies in maize, rice, wheat and other crops, 
as well as increases in farm productivity, 
will persist for the next few years. That 
combination will lead prices lower, and 
consumers will doubtless want to reap 
some of the benefits—even in rich coun- 
tries. Mr Haraguchi believes that produc- 
tive agriculture and protected agriculture 
can continue to co-exist. But he also admits 
that pressure from world markets will 
force countries like Japan to make their 
own farms more efficient, which would be 
no bad thing. m 
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Capital cushion fight 


Proposed capital charges for operational risk are exercising banks and their 


regulators alike 


NTERNATIONAL banks, and their regu- 

lators, are wrangling over the level of ad- 
ditional capital that banks should be made 
to carry, as a cushion, against so-called 
“operational risk” that might damage a 
bank’s health or even the financial system. 
Operational risk includes anything from 
computer failure and postal strikes to fraud 
and cock-ups of Baring-style proportions. 
Insurance companies, which you might 
think would steer well clear of this debate, 
have joined the fray, offering to replace 
bank capital with new-fangled insurance 
cover. They were in Washington this week 
trying to sell the idea to bank regulators 
from the Group of Ten countries. 

Under present rules, banks carry capi- 
tal against the credit and market risks that 
they run. Bold proposals by the Basel 
Committee of bank supervisors now seek 
to refine the charges for credit risk, as well 
as to add new charges for operational risk. 
The banks’ responses to “Basel 2”, which 
had to be in by May 31st, are almost all criti- 
cal of the proposals for operational risk. 
Few agree even with the committee's defi- 
nition of such risk: “the risk of direct or in- 
direct loss resulting from inadequate or 
failed internal processes, people and sys- 
tems, or from external events.” Many dis- 
pute the inclusion of indirect loss, since itis 


so hard to quantify. Some say that “strate- 
gic” and “reputational” risks should be 
added. And that is just for starters, before 
even getting to the level of charges. 

The committee has suggested that oper- 
ational risk should account for roughly 
20% of a bank’s regulatory capital. Since it 
has also said that the overall capital charge 
should stay about the same, banks have 
been looking for a 20% reduction in 
charges for credit risk. In vain. Hong Kong 
complains that its banks will face a capital 
charge 2.5 percentage points higher if the 
Basel proposals are applied in their crud- 
est form—with most of the increase being 
for operational risk. 

Privately, regulators agree that the 20% 
figure is too high and will come down, but 
by less than the banks would like. The 
horse-trading can be followed on the Basel 
Committee’s website (at www.bis.org), 
where many bank responses are posted. 

The banks’ biggest beef with the charge 
for operational risk is that the levels, by the 
most basic method, are set according to a 
bank's gross income. What kind of incen- 
tive is it that rewards banks for reducing 
their income? The proposal offers three 
further levels of sophistication in measur- 
ing operational risk, all of which the banks 
find either flawed or too complex. A “stan- 
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dardised approach” would rely on indus- 
try-wide loss data divided by business 
lines—such as corporate finance, trading or 
retail banking—providing a standard factor 
by which a bank’s volume or gross income 
in that business would be multiplied to ar- 
rive at a capital charge. Then there is an “in- 
ternal measurement” approach, using a 
bank’s own loss data, multiplied by a for- 
mula for “expected loss” and by a factor for 
how the supervisor rates the bank's risk 
controls. Finally there is a “loss distribu- 
tion” approach, which allows the bank to 
use its own probability analysis, although 
neither supervisors nor banks think the 
technique can be used yet. 

The big problem is insufficient data. 
There are plenty on so-called “expected” 
losses, such as predictable levels of credit- 
card abuse, failed trades, even petty fraud. 
But the aim of the charge for operational 
risk is to cover the unexpected, such as a 
bomb blast or big losses by a rogue trader. 
How many events like that have there 
been over the past decade? How statisti- 
cally relevant is a decade-old event? 

All the same, data collection and data- 
pooling are going ahead. There are even 
some commercial databases on offer. One 
comes from NetRisk. It is based on data 
that Bankers Trust, an American bank now 
owned by Deutsche Bank, began to collect 
in 1993. That is being added to by the 
MORE consortium, a joint effort by a dozen 
big banks, and by PricewaterhouseCoop- 
ers, an accounting firm. The other offering 


comes from a subsidiary of Zurich Insur- 
ance, called Zurich 1c Squared, which of- 


fers a ten-year database online. The source 
of its early data is, once again, Bankers 
Trust. Supervisors find themselves using 
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> the same data too. 

Banks worry that some operational risk 
will be double-counted as credit or market 
events—for example, bad documentation 
that leads to credit failure. There is also a 
debate about where to put reputation risk, 
since a blow to reputation can sink a bank. 
The regulators exclude reputation risk, 
Says an insurer, because it happens slowly, 
and a bank can be unwound or sold—as in 
the case of NatWest, a British bank sold to 
Royal Bank of Scotland. 

The debate on this and other topics 
could run for years; the banks, certainly, 
want more time for consultation. Yet dead- 
lines loom. A framework for Basel 2 and its 
equivalent in the European Union, a draft 
capital-adequacy directive, is meant to be 
ready by the end of the year, in order to be 
implemented in 2004. Banks and supervi- 
sors will need at least that time to prepare 
themselves, once they know what to pre- 
pare for. 

A debate with the insurance industry 
has only just got serious. Insurers do not 
normally lobby together, but two lobby 
groups, BAIWG and pcitwG (do not ask 
what they stand for) are presenting bank 
regulators with ideas for lightening the 
capital charge that banks must bear for op- 
erational risk. Big chunks of banks’ opera- 
tional risk, such as professional liability 
and computer fraud, are already insured. 
Regulators agree that this already merits 
some offset against a capital charge. If 
insurers can concoct insurance cover for a 
wider range of risks, then the capital offset 
would be bigger. 

For that to happen, regulators want to 
be satisfied that there would be immediate 
payouts (not a hallmark of insurers), and 
that there would be legal certainty, with 
no weasel clauses to let insurers off the 
hook. Insurers must be satisfied that they 
will not be left as a lender of last resort in a 
systemic crisis. At the discussions in Wash- 
ington, the very definition of operational 
risk was still a sticking-point. 

On the fringes, but maybe destined 
some time to take centre stage, are ideas to 
let the market impose discipline on the 
banks, at least as far as operational risk is 
concerned. Catastrophe bonds linked to 
earthquake and storm risk have been sold 
to investors, and so has contingent capital, 
in the form of callable equity. Adriana Cro- 
nin of Blanch Crawley Warren, an insur- 
ance-broking firm, would like to see an 
“opbond”, based on a portfolio of opera- 
tional risk covering the combined risks for 
a number of banks. Rating agencies would 
be needed to analyse and rate the portfolio 
backing the bond. 

Most insurers think a capital-markets 
solution for operational risk is a distant 
goal. The nearer one is to bring their centu- 
ries of actuarial skills to bear to help banks 
Save capital, and so to tap a rich new mar- 
ket of, potentially, 30,000 banks. = 


Rating agencies 
Reluctant 


watchdogs 


NEW YORK 
Shunning a regulatory role 


ATING agencies ought, by rights, to be 

thrilled that their services may be 
needed to set bank-capital requirements 
worldwide. Yet the two biggest firms, Stan- 
dard & Poor’s (s®p) and Moody’s, are 
alarmed by proposals by the Basel Com- 
mittee to use their credit ratings to set how 
much capital banks must put aside for 
each loan. 

Ratings embodied in regulation might 
be seen to be influenced by regulators, says 
s&p’s president, Leo O'Neill. “The fran- 
chise would be lost. It would be self-de- 
feating.” The move, says Moody’s in a note 
to the Basel Committee, “could erode rat- 
ing-agency objectivity.” And that could de- 
base what the agencies see as their greatest 
asset, that is, “reputation capital”. 

Rating agencies are hardly strangers to 
conflicts of interest. For decades, they have 
received most of their fees from the com- 
panies they rate. They even have a creep- 
ing regulatory role already. In America, for 
example, the Securities and Exchange 
Commission (SEC) requires that the bulk 
of the trillions of dollars stuffed into 
money-market funds, savings vehicles not 
guaranteed by the government, carry top 
or near top ratings from at least two of 
three sEC-approved agencies (Moody’s, 
s&p and Fitch). 

These issues were raised again at a con- 
ference on June ist at New York Univer- 
sity’s Stern School of Business. A paper by 
Richard Sylla (entitled “A Historical Primer 
on the Business of Credit Rating”) 
summarised the most recent research and 
suggested that, although the rating agen- 
cies are far from perfect, over long periods 
they have acquitted themselves pretty 
well. Default rates rise as bond ratings de- 
cline, That is an indication that agencies 
have a pretty good idea which securities 
are vulnerable. 

With most of the banks under threat 
from a ratings-based capital charge, the 
agencies would prefer to see charges based 
on the internal ratings of the banks them- 
selves. But for less sophisticated banks and 
markets, that is not yet an option. External 
ratings will be wanted in parts where the 
big agencies do not reach. 

In its own submission, s&p says that 
the Basel Committee should caution 
against using rating agencies in a way that 
could influence their rating methods. In- 
consistent rating regimes could encourage 
“rate-shopping” by borrowers and lend- 
ers, Moody's says. @ 
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Banking in ea 
From Mormon to 


mammon 


SALT LAKE CITY 
Utah is fast becoming a financial centre, 
thanks to a convenient loophole 


6Cr TT HERE is more to Salt Lake City than 

Mormons,” says Mayor Rocky An- 
derson. He hopes that next year’s Winter 
Olympics will demonstrate this to outsid- 
ers, especially if his efforts to make it easier 
to buy alcohol in the city succeed. More ap- 
propriate than sozzled tourists, in the 
home of that hugely wealthy institution, 
the Church of Jesus Christ of the Latter- 
day Saints, is Utah’s rapid emergence as a 
financial centre. It is an emergence, more- 
over, that bothers the Federal Reserve and 
its chairman, Alan Greenspan. 

Utah is home to a curious sort of finan- 
cial institution known as an “industrial 
loan corporation” (ILC). Such corporations 
have been around since the 1920s, when 
they provided the sort of low-quality, high 
interest-rate industrial loans that ordinary 
banks shunned. In 1986, following some 
embarrassing and costly failures, ILCS 
were required to be insured with the Fed- 
eral Deposit Insurance Commission 
(FDIC). In 1987 the ILCs survived congres- 
sional legislation designed to shut down 
“non-bank banks”, thanks to a loophole 
introduced by an opportunistic senator 
from Utah. Since then, they have flour- 
ished, as a way for non-banking compa- 
nies to own a bank insured by the FDIC 
and regulated by neither the Federal Re- 
serve nor the Office of the Comptroller of 
the Currency. This is something that 
America’s other banking laws have ex- 
pressly sought to prevent. 


Assets under management in Utah » 


Gold under them thar hills 
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> have risen from $2.9 billion at the end of 
1995 to $59 billion in September 2000, and 
to $82 billion in March. This has prompted 
regulators in California to reform its legis- 
lation so that “thrift and loan” companies 
there can compete for the business. 

However, according to Lou Callister, a 
lawyer in Salt Lake City, the quantity of 
red tape in California means that Utah re- 
mains a friendlier place to do business. 
There are few restrictions on the banking 
activities of an 11c—unlike “credit-card 
banks”, offered by some states, that are 
more constrained. ILCs can operate in 
nearly all 50 states by direct mail, charging 
whatever interest rates they choose. 

Amex runs the second-largest ILc, with 
assets of $17 billion, ahead of the likes of 
General Electric, Pitney Bowes and BMw. 
In May, Volkswagen applied to open its 
own ILC. There are rumours of interest 
from two giants, Microsoft and Wal-Mart, 
the kind of threat to prompt a lobbying ef- 
fort by America’s small independent 
banks to get the loophole closed. Already, 
Wal-Mart has been stopped from getting a 
federal savings-bank charter, for fear that 
the giant retailer might do to local banks 
what it has done to local stores. 

What has grabbed the Federal Re- 
serve’s attention is the growing use of ILCs 
by financial firms, with the result that they 
escape Fed oversight. Easily the biggest ILC 
is run by Merrill Lynch, with assets of $54 
billion in March, up sharply from $31 bil- 
lion six months earlier, and less than $1 bil- 
lion in December 1998. Merrill is now 
pushing much of the cash held by its stock- 
broking clients into accounts in its ILC. 
These pay roughly the same interest rate as 
the money-market accounts it previously 
used, but offer the benefit of federal de- 
posit insurance. 

Merrill was one of the leading cam- 
paigners for the abolition of the Glass- 
Steagall act that kept investment banks out 
of commercial banking. Yet, although 
Glass-Steagall was scrapped last year, Mer- 
rill has not formed a bank-holding com- 
pany, regulated by the Federal Reserve, 
which the replacement Gramm-Leach-Bli- 
ley act allows. Instead, according to Peter 
Hagan, who runs Merrill Lynch Bank usa, 
Merrill has quietly become, in effect, the 
tenth-biggest bank by deposits in America, 
in large part thanks to its ILC. 

Using an ILC is much cheaper than set- 
ting up a bank-holding company, Mr Ha- 
gan says. He insists that Merrill is simply 
“executing a strategy that has been in place 
for four years, before Glass-Steagall was 
scrapped, which we won't change unless 
we are forced to.” Other investment banks 
are starting to follow suit. There is no sug- 
gestion that ILCs are shoddily run. But the 
Fed does not look fondly on the way that 
some of the world’s leading financial firms 
are getting into banking unscrutinised by 
its regulators. W 





Malaysia 
Dr Mahathir’s 
one-man show 


KUALA LUMPUR 
Daim Zainuddin goes as Malaysia’s 
finance minister 


NCE more, Malaysia's prime minister 
has taken the reins at the finance min- 
istry. In September 1998, Mahathir Moha- 
mad snatched them away from his then 
deputy prime minister, Anwar Ibrahim, 
who is now in prison, and slapped capital 
controls in place to cope with regional tur- 
moil. He eventually handed the job to 
Daim Zainuddin, a wealthy power-broker 
and long-time ally who had helped to de- 
vise the controls as part of a wider recov- 
ery plan. Malaysia's economy outpaced 
most of its neighbours in 1999 and 2000, 
defying predictions. Now the economy is 
back in trouble. And on June 5th Dr Ma- 
hathir announced that he would, tempo- 
rarily, take over the finance job again, 
following Mr Daim’s departure. 
This time, however, a sharp change in 
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policy seems unlikely. Whatever his differ- 
ences with Mr Daim—and rumours of a rift 
began circulating a year ago—Dr Mahathir 
has given no hint that he might question 
parts of Malaysia’s macroeconomic game- 
plan, such as its fixed exchange rate or its 
effort to prime the fiscal pump. More im- 
portantly, although the country’s struc- 
tural policies, and in particular its cosy 
brand of capitalism, did indeed drive a 
wedge between the two men, the differ- 
ences appear to be largely ones of public 
relations. Several big bail-outs in recent 
months, of businessmen close to Mr Daim 
and the ruling party, have drawn ferocious 
public criticism. But, although Mr Daim’s 
departure will take off some of the heat, it 
would be surprising if Dr Mahathir fol- 
lowed this up with real reforms. 

Start with the macroeconomic pro- 
blems. A worldwide slowdown has hurt 
Malaysia more than its neighbours, be- 


cause of its dependence on exports of elec- 
tronic goods, especially to America. After 
expanding by 8.3% last year, GDP grew by 
only 3.2% in the first quarter, with manu- 
facturing output braking sharply. That will 
weigh on corporate balance sheets, many 
of which were never set in order after the 
region’s financial crisis of 1997-98. 

Falling regional currencies are also 
eroding Malaysia’s edge. After fixing its ex- 
change rate at 3.80 ringgit to the dollar in 
September 1998, it gained a competitive 
boost over its floating neighbours as the re- 
gion recovered; but now that process has 
gone into reverse. The government is no 
longer relying on capital controls to prop 
up the currency, having removed all but 
the last barriers only a few weeks ago. But 
it dismisses any suggestion that it should 
abandon the fixed exchange rate, arguing 
that economic stability will outweigh any 
loss of competitiveness. 

Now Malaysia is feeling the tug that 
dragged down so many fixed currencies 
before it. After posting impressive gains in 
1999 and early 2000, the stockmarket has 
fallen by 36% over the past 12 months; it 
has been the worst-performing index in 
Asia this year. The slide has been driven 
partly by fears of a devaluation—and if it 
continues, it could help to make one neces- 
sary. A recent report by Deutsche Bank 
points to the repatriation of profits by mul- 
tinationals and to private and other capital 
outflows. Pressure on the currency is likely 
to increase. 

Dr Mahathir's government continues 
to coddle businesses with historic links to 
the ruling party, and has done little to en- 
courage firms to use capital more judi- 
ciously. Last December, the government 
paid an associate of Mr Daim twice the 
market price for his 29% stake in Malaysian 
Airlines. In February, three government- 
run funds, including the state’s central pen- 
sion fund, snapped up stakes in Timedot- 
Com, a telecoms firm controlled by 
another of Mr Daim’s associates, after re- 
tail investors shunned its public offering. 
The subsequent losses led even Malaysia’s 
docile trade unions to pipe up. 

The bail-outs do not inspire investors, 
particularly overseas ones, to plunk their 
money on Malaysia. But the resulting pub- 
lic outcry has also added political risk to 
the equation. After two decades in power, 
Dr Mahathir has said that he will step 
down before the next elections, due by 
2004. Many Malaysians do not believe 
him, however, and for others it will not be 
soon enough. Most troubling for Dr Ma- 
hathir is the strength of the backlash from 
members of his own party, the United Ma- 
lay National Organisation (UMNO). But 
given UMNO’s historic links to so many 
businesses, things could get even more in- 
teresting when Dr Mahathir fills another 
of the posts that Mr Daim has vacated: 
party treasurer. @ 





ceandeconomics 


Preparing for 
take-off 


FRANKFURT 
The introduction of euro notes and 
coins brings predictions of disaster 


WKWARD times continue for the Euro- 
pean Central Bank (ECB). Although 
euro-area growth is slowing, inflation is 
rising and the euro has weakened again. 
Nobody was surprised when the Ecs held 
interest rates at 4.5% on June 7th. But the 
ECB has more than monetary policy on its 
mind. The euro is by far the biggest cur- 
rency never to have had a physical mani- 
festation. Until now, most of the 
euro-area’s 300m people have had little to 
do with it, carrying on with p-marks, 
francs or lire as if nothing had changed; 
without notes and coins, the euro doesn’t 
seem real. However, on January 1st 2002, 
euro money is due to arrive. By the end of 
February, the notes and coins of the area's 
12 countries will be gone. 

The changeover demands a logistical 
feat. It has spawned an industry of gosh- 
did-you-know statistics: in case you care, 
the total weight of new coins will be 24 
times that of the Eiffel Tower. It has also 
produced apocalyptic warnings of a wave 
of robberies (think of a till with two lots of 
cash) and of economic paralysis (shops, on 
the other hand, may run out of euros). A re- 
run of the empty millennium-bug scare, 
perhaps? Oris Europe heading for chaos? 

One worry is widespread ignorance 
about the euro. According to the European 
Commission, in January 2001 one person 
in four thought that euros must be issued 
within one euro-area country to be legal 
tender there, missing the whole point of a 
single currency. On average, people 


thought that national notes and coins 
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would stay in circulation for six months: 
the right answer is two at most. Conver- 
sion from old money to new is not always 
simple: while Germans can reckon on a bit 
less than DM2 to the euro, the French have 
to wrestle with FFr6.56. 

Some European parliamentarians have 
been among the critics of the EcB’s plans 
for distributing euros. Notes and coins will 
be “front-loaded” to banks. They will pass 
some on to retailers. Members of the pub- 
lic can buy packs of coins from mid-De- 
cember. They will not get notes till the new 
year, from bank machines or counters. 

Some say this courts trouble. It would 
be far better, says a committee of Euro- 
MPS, to give the public small-denomina- 
tion notes before January 1st. Shops would 
then have to hold fewer notes, making 
them less attractive to robbers. There 
would be less risk of a shortage of cash in 
the first few days, and less need to rely on 
bank machines. People would also have a 
chance to get used to the new money. That 
might lead to speedier service in shops, 
and less confusion and rage: how much 
change is due from a DM50 note for goods 
worth €12.16? 

Among the direst scenarios, a study for 
the Dutch national railways reckoned that 
the queue at Amsterdam’s central station 
on new year’s day could run to 1,200 peo- 
ple. In reality, says the report, people 
would travel without paying. Well, yes. Or 
they might find something better to do 
than waiting for a day return to Utrecht. 

Other worries also sound overdone. In 
January, say the commission and the Euro- 
MPS, “only” 15% knew the exact conver- 
sion rates from national currencies to 
euros. But these are numbers with six sig- 
nificant figures (eg, DM1.95583). Much 
more encouraging, more than half knew 
the rate within 1% and almost three-quar- 
ters within 5%. The Euro-Mps are also con- 
cerned that “only” one person in five has 
“tried to memorise certain prices in euros”. 
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With months still to go, it is surprising that 
so many have bothered. 

The EcBis sanguine. It says, a shade un- 
convincingly, that giving notes to the pub- 
lic would only confuse them. Stronger 
arguments are that the packs of coins will 
contain €10 or so, more change than most 
people normally carry; that national notes 
will still be acceptable; and that a lot of 
goods and services are paid for with plas- 
tic in any case. Information campaigns 
will build up during the year. 

Too sanguine? Until it is too late to 
make a difference, it is hard to say. But one 
thing is sure. Success or failure, the euro is 
unlikely to be greeted with the outpouring 
of joy that European policymakers think 
fitting. An opinion poll this week found 
that Germans would still rather not have 
the euro at all, and that most expect it to 
lead to higher prices. A big majority 
thought that the new money would make 
European holidays easier. Some advice, 
then: travel in January, by all means—but 
don’t forget your credit cards. m 


Takeovers in Europe 


Sugaring the pill 


BRUSSELS 
An unexpected reprieve for Europe’s 
takeover directive 


HEN Vodafone, a British telecoms 

company, staged a successful €195 
billion ($190 billion) hostile takeover of 
Mannesmann, a German rival, last year, 
the deal was hailed as a watershed. “An- 
glo-Saxon capitalism” was to make in- 
roads into the more consensual culture of 
continental Europe. Combined with the 
effect of the euro, a wave of mergers was 
expected, leading to the restructuring of 
European industry. 

The chances of all this happening have 
been strengthened by an unexpected 
agreement this week on an EU-wide take- 
over code, which will make it harder for 
companies to use “poison pill” defences to 
ward off takeovers. Such poison-pills—eg, 
the pre-emptive sale of part of acompany, 
or issuing new shares to friendly parties— 
will now be legal only if a company’s man- 
agement gets the prior agreement of exist- 
ing shareholders. This provision should 
prevent managers putting their own inter- 
ests ahead of those of shareholders, who 
might be more willing to sell out. 

The takeover directive has been 12 
years in the making. It has been opposed 
by large parts of German industry, and 
lately by both the German government 
and German Euro-mps. They argue that 
American companies can use various 
forms of poison-pill defence, and that it is »» 





> unfair to prevent Europeans from doing 
the same. Volkswagen, for example, fears 
that it could become a takeover target as 
the world car industry consolidates. There 
has also been opposition from the Ger- 
man chemical industry. 

German opposition had been expected 
to kill the directive. Yet at the last moment, 
in the early hours of June 6th, a concilia- 
tion committee composed of a parliamen- 
tary delegation, the commission and the 
council presidency agreed on a text for the 
directive. Just as important, from the view- 
point of the pro-takeover lobby, the text 
made relatively minor concessions to the 
German position. It agreed only that na- 
tional governments could now have five 
years, rather than three, to put the directive 
into force, and also made it obligatory for 
hostile bidders to inform workers about 
potential job losses from restructuring. 

Even so, celebrations about the success 
of the directive could prove premature. It 


Insuring art 


A nice little earner 


must still get through a vote of the whole 
parliament in July, as well as being ap- 
proved by the full Council of Ministers. 
Euro-MPs are deeply split over the take- 
over directive. The parliamentary team ne- 
gotiating with the commission on the 
directive’s text agreed to accept the com- 
promise only after an internal 8-6 vote, 
with all four Germans against, and all five 
Britons in favour. The opponents of the di- 
rective may now rally support for a last 
stand. Two years ago an EU directive on 
biotechnology fell at the last hurdle in a 
similar situation. 

Even if the directive survives July's 
vote—and the chances are that it will-the 
hoped-for surge in European takeover ac- 
tivity may take time. The continent's cor- 
porate culture is still mostly against hostile 
bids. And in countries such as Germany 
and Italy it is common for single share- 
holders to hold large chunks of big compa- 
nies, which makes them harder to buy. & 


Artinsurance is a niche market with different rules 


S RISKS go, insurers think of fine art as 
an attractive one. Transport is the big- 
gest risk, theft the most glamorous. The 
first can be reduced by expertly packing 
and shipping sculptures or paintings. The 
second is limited by the problems in fenc- 
ing a famous Picasso or Monet. In addi- 
tion, few connoisseurs think of damaging 
a work of art—as opposed to, say, their 
spouse—purely for the insurance claim. 

Even so, insuring art has its pitfalls. In- 
surance losses are rare, but they can be ex- 
pensive. This is particularly true when an 
insurance policy is to compensate works at 
their current market value rather than at a 
pre-agreed value. The art market has viol- 
ent swings, but values have largely headed 
up over the past decade. Two paintings by 
Turner were stolen in 1994 when on loan 
in Germany. The claim made to Hiscox, a 
British insurer, was for £24m ($37m), man- 
ageable for a biggish insurer. Three large 
companies, Hiscox, Chubb in America and 
Axa Nordstern, a subsidiary of France's 
Axa that insures only fine art, underwrite 
the lion’s share of insurance policies in the 
international market, estimated at around 
$500m in premiums last year. 

At present, the art-insurance market is 
still “soft”, insurance-speak for low rates 
and profitability. But things are looking up. 
The market for property and casualty 
(pP&c) insurance is recovering, after hitting 
rock bottom. Fine-art insurance tends to 


follow general trends in p&c. In particular, 
says Charles Dupplin at Hiscox, the rates 
for transit between museums are going up. 
Transporting works of art across countries 
and continents is still a risky undertaking. 
Standards of safety and care vary consider- 
ably, say, between America and the for- 
mer Soviet block. 

Who buys art insurance? Museums, 
auction houses, art dealers and private in- 
dividuals get cover for their works of art. 
Auction houses have their in-house insur- 
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ance policies for art that they sell off. Soth- 
eby’s, an auction house, even teamed up 
with a single brokerage, Marsh & McLen- 
nan, to offer insurance to its clients. Muse- 
ums tend to insure for the largest sums, 
because of the size of their art collection. 
But insurers such as Hiscox and Axa Nord- 
stern focus on private clients, because this 
is where the money is to be made. Rich 
private collectors buy more than half the 
policies written by Axa Nordstern, muse- 
ums only 15%. 

Art museums buy lessinsurance than is 
widely believed. In many countries they 
do not get government help to insure their 
collections, so some do not insure at all; or 
else they insure only part of their collec- 
tion. Edvard Munch’s “The Scream” (pic- 
tured), for instance, was not insured when 
it was stolen in 1994 from the National Gal- 
lery in Oslo. It was later recovered. Na- 
tional museums in Britain may not buy 
insurance. They are “self-insured”, which 
means they must settle claims out of al- 
ready overstretched budgets. In case of 
theft, a museum could be left with an 
empty space on its walls, or, put more po- 
litely, with a “loss to the nation”. 

Independent museums in Britain may 
buy insurance. Yet a report by the Muse- 
ums and Galleries Commission found that 
a large proportion are inadequately in- 
sured, partly because they are inexperi- 
enced in risk management, and partly 
because of lack of funds. 

To help insure, at the very least, loans of 
art and temporary exhibitions, Britain, 
America and Australia have put in place 
an indemnity scheme. The British govern- 
ment insures exhibits from other coun- 
tries; in some cases loans by British 
museums to museums abroad; and even 
loans by national museums to indepen- 
dent museums in Britain. The American 
government sponsors a programme run 
by the National Endowment for the Arts 
that indemnifies (that is, insures) both ex- 
hibitions from abroad and exhibitions 
from America in other countries. The 
maximum sum for any individual exhibit 
is $500m, an apparently large sum, but 
only part of the cover for blockbuster 
shows these days. Unlike national muse- 
ums in Britain, which are largely state- 
funded, American museums can (and do) 
buy insurance. 

In the case of theft or damage, insurers 
have two main options. A loss adjuster is 
called in to handle the claim as fairly as 
possible. And they can make use of data- 
bases of stolen art, such as the Art Loss 
Register in London and the International 
Foundation for Art Research in New York. 
Until now, these databases have been 
only mildly successful in recovering works 
of art, but they have made dealing in sto- 
len art harder. Enough, says Huntington 
Block, a pioneer in art insurance, for an art 
thief to think about a different career. m 





Economics focus Still broken 


At the Nice summit in December, leaders of the European Union set out to improve 
the Union’s decision-making rules. They seem to have made them worse 


HE impending enlargement of the 

European Union, it is acknowledged, 
will place heavy demands on the Ev'’s in- 
stitutional design. A particular worry is 
that the present system of qualified ma- 
jority voting (QMv) in the Council of 
Ministers will become a formula for 
deadlock once membership expands, as 
intended, from 15 to 20 and later to 27. 
The existing OMv rules give big countries 
extra votes, and then set the threshold for 
approving a measure at around 70% of 
the votes cast. Applying this formula as 
new members join makes it harder to get 
anything done—because, in effect, the 
number of possible majorities capable of 
blocking a given initiative grows faster 
than the number capable of approving it. 

Dealing with this problem was 
deemed a top priority at the Nice summit, 
and new rules on OMvV were indeed 
agreed to in the Treaty of Nice. They are 
due to take effect, subject to the treaty’s 
ratification, in 2005. There is just one pro- 
blem. The remedy adopted at Nice, far 
from making deadlock less likely, will 
leave the Union after enlargement even 
less able to act than it would have been 
under the existing rules. 

An objective measure of “ability to 
act” is not an easy thing to produce. But in 
our economics focus of November 25th 
last year we described the work of a team 
of economists who had applied the prin- 
ciples of game theory, and some 
number-crunching, to the question. 

They measured ability to act as the 
“passage probability” for some randomly 
chosen initiative—that is, the number of 
winning coalitions, given the voting 
rules, divided by the number of all possi- 
ble coalitions. (The problem is 
arithmetically demanding. An Eu of 15 
members has 32,768 possible coalitions; 
an EU of 27 has 130m.) The absolute value 
of this probability means little. But 
changes in it are a revealing measure of 
the extent to which friction has been 
added or subtracted. 

In a new report* for the Centre for 
Economic Policy Research (CEPR), Richard 
Baldwin and his colleagues have applied 
their earlier method to the new treaty. 
Unreformed, the existing OMv rules give 
a passage probability of 7.8% for a Union 
of 15 members; in an EU of 27, again un- 
der existing QMvV rules, the passage 
probability falls to 2.5%. With the Nice re- 
forms, the passage probability in an EU of 
15 rises, fractionally, to 8.2%; but the re- 


forms actually reduce the passage 
probability in an EU of 27, to 2.1%. 

Compare this with passage probabil- 
ity under the simple dual-majority 
system favoured by the European Com- 
mission (as well as by The Economist). If 
passage had required support from (a) a 
majority of nations, representing (b) a 
majority of the EU population, the pas- 
sage probability would have been 25%, no 
matter whether the Union had 15 mem- 
bers or 27. 

As well as failing to improve the Un- 
ion’s ability to act, the Nice rules make 
the system far more complicated, and 
therefore harder to explain to the Union's 
bewildered citizens. Winning majorities 
will have to satisfy three criteria: 71% of 
Council votes (rising to 74% later); a ma- 
jority of member states; and 62% or more 
of the Eu’s population. In addition, the 
allocation of votes has been tilted further 
in the direction of the big countries—thus, 
you might argue, reducing democratic le- 
gitimacy from the standpoint of the 
newcomers. So the Eu’s leaders have 
scored three out of three: they have made 
the system less efficient, more compli- 
cated and less legitimate. And people said 
it couldn’t be done. 


Show me the money 

The European Union has another equally 
important numbers problem, as Mr Bald- 
win and his colleagues again point out. 
Enlarging the Union to add first five and 
then another seven members threatens to 
render unwieldy the policymaking coun- 
cil of the European Central Bank (ECB). At 
present there are 18 votes on the council: 
one for each of the 12 central-bank gov- 
ernors and another for each of the six 
members of the executive board. This is 
already a big panel. Assuming an EU of 
27, with the newcomers all joining the 
euro, and further assuming that Britain, 
Denmark and Sweden join too, the coun- 
cil will end up with 33 members. 

Not only that, but enlargement will 
widen the economic differences among 
countries within the euro area. In particu- 
lar, many of the newcomers are likely to 
have higher inflation than the existing 
members for years to come, because of 
the so-called Balassa-Samuelson effect. 
(As productivity and incomes in the 
poorer countries catch up with those in 


* “Nice Try: Should the Treaty of Nice Be Ratified?” See 
www.cepr.org 





the rest of the Union, prices of non-traded 
goods will rise relative to traded ones.) 
So the EcB will find its job much 
harder—just as its ability to do it is being 
impaired by an overpopulated council. 
Again, the problem was acknowledged at 
Nice. In this case, nothing was done: pos- 
sibly a good thing, in view of the OMv 
reform. The CEPR team points to three 
possible solutions. Votes could rotate 
among council members, Fed-style; 
groups of countries could be represented 
by a single voting member; or voting 
could be delegated to an independent 
group, such as the executive board. En- 
trenching the independence of the Bank, 
which means discouraging decisions on 
the basis of particular national interests, 
suggests the third choice, and that is what 
Mr Baldwin and colleagues recommend. 
Despite all of the above, the econo- 
mists still want to see the treaty ratified. 
Rightly so, because without it enlarge- 
ment cannot go ahead, and bringing in 
the new members ought to be the over- 
riding priority. This does not alter the fact 
that the Eu’s “constitution” may now be 
even more badly broken than it was be- 
fore Nice. The next, and maybe last, 
opportunity to fix it will be the inter-gov- 
ernmental conference of 2004. 
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E-strategy brief: Merrill Lynch 


A reluctant success 


In our fourth e-strategy brief, we take a look at Merrill Lynch. 
No big Wall Street firm had more to lose from the Internet, 
and none has made better use of it 


MID the current layoffs and 
cutbacks on Wall Street, 
America’s largest stockbroking 
firm can breathe a sigh of relief. 
Two years ago, Merrill Lynch 
was widely tipped to be the 
biggest casualty in the securi- 
ties industry from the In- 
ternet’s disruptive impact. But 
since then, the firm has not 
only prevailed over many 
newer competitors built 
around technology; it has also 
adopted some of their most 
useful attributes—something 
that several traditional rivals 
have failed, at great cost, to do. 
To understand Merrill's 
achievement, it is worth recall- 
ing how the industry operated 
as recently as the mid-1990s. 
Large commissions from retail 
customers could be had by of- 
fering little more than a quote 
and a trade wrapped in a force- 
ful sales pitch. Merrill Lynch 
was the king of the trade. Its 
earnest men in neat Main 
Street offices had made Ameri- 
cans feel comfortable entrust- 
ing their future to something as 
inherently unsettling, if poten- 
tially rewarding, as the stock- 
market. The strength of this 
relationship allowed Merrill to 
sail through the end of fixed 
commissions in the mid-1970s, 
a change that crushed many 
firms with more sophisticated, 
cost-conscious institutional cli- 
ents who knew enough to de- 
mand better terms. 

It was only when the In- 
ternet made the securities mar- 
kets (almost) as transparent for 
Main Street customers as they 
were for sophisticated profes- 
sionals that Merrill finally had 
to confront the full impact of 
price competition. Dozens of 
websites emerged in the late 
1990s offering free share 
quotes and cheap trades. Huge 
marketing campaigns yelled 
out the message. Inevitably, 
their point of comparison was 
Merrill Lynch. 

The numbers looked bad. 
Small trades that cost $100 at 


Merrill were advertised for less 
than $30 on the Internet, a 
crushing difference that more 
than made up for the online 
brokers’ poor execution. Be- 
tween June and December 
1998, Merrill's public image 
shifted abruptly. Its share price 
fell from $50 to $19, despite a 
roaring stockmarket that had 
prompted the entire country to 
be (as Merrill had urged 
through its advertising) “bull- 
ish on America”. 

Inside Merrill, demoralisa- 
tion was widespread. When 
the market capitalisation of the 
leading discount-cum-Internet 
stockbroker, Charles Schwab, 
exceeded Merrill’s on one of 
the last trading sessions of 
1998, it was front-page news in 
the New York Times. In its own 
inimitable way, Wall Street had 
voted on the future of Wall 
Street. Merrill was not it. 


Under siege 
Rumours of the firm’s pending 
acquisition (and even of its de- 


mise) began to circulate, a dev- 


astating blow for a firm whose 
main product relied on selling 
confidence. Merrill's leaders, 


monitoring net new money 
coming into the firm, saw it 
slow down, at the same time as 
the flow of money into online 
brokers was accelerating. But 
still they held back from intro- 
ducing an electronic product, 
mainly because of the “chan- 
nel conflict” between elec- 
tronic distribution and the 
17,000 retail brokers who con- 
stituted the core of Merrill's 
competitive effort. 

This army generated bil- 
lions of dollars in commis- 
sions. But that was only a frac- 
tion of their true worth. As part 
of the biggest single distribu- 
tion system for securities in 
America, they made Merrill a 
favoured participant in lucra- 
tive corporate and municipal 
underwritings. Merrill's bro- 
kers also sold tens of billions of 
dollars of proprietary mutual 
funds, which generated hand- 
some management fees, and 
they sold funds managed by 
other companies. These com- 
panies often returned the fa- 
vour by passing their trades 
(and the commissions on those 
trades) back through Merrill. 

The firm also had genuine 
concerns about the Internet. In 
the summer of 1998, John 
“Launny” Steffens, then head 
of Merrill's stockbroking arm, 
famously commented that “In- 
ternet trading should be re- 
garded as a serious threat to 
Americans’ financial lives.” 


Self-serving? Many saw it that 
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way at the time. A similarly 
contrarian position was held 
by the investment managers in 


Merrill's fund-management 
arm. They doggedly refused to 
pay high prices for technology 
shares and so underperformed 
during the boom. 

In retrospect, these reserva- 
tions seem more justified. Mer- 
rill confronted two different is- 
sues that appeared to be one: 
the Internet as an investment, 
which in most cases turned out 
to be a disaster, and the In- 
ternet as ameans of making an 
investment, which could be 
more of an opportunity. Re- 
sponding to the first, Merrill be- 
latedly and unwisely turned 
bullish on the Internet only 
just before the peak of the mar- 
ket. Shares of Internet compa- 
nies were sold on the back of 
in-house research, which be- 
came decidedly upbeat after 
the hiring of Henry Blodget, an 
Internet super-bull. The mu- 
tual-fund division fed the ma- 
nia by pushing out an Internet 
fund whose miserable record is 
now quietly being rubbed out 
of history. 

Damaging as this was, it 
mattered less than the way that 
Merrill responded to the sec- 
ond challenge: to capture the 
benefits of the Internet as a 
cheaper method to buy and 
sell securities. In autumn 1998, 
the firm brought in Michael 
Packer, a former senior execu- 
tive at Bankers Trust, as a tech- 
nology consultant. His first task 
was to survey existing e-com- 
merce initiatives. Surprisingly, 
more than 130 were quietly un- 
der way. Less surprisingly, 
they lacked cohesion within a 
company-wide e-strategy—for 
no such thing existed. 

In October 1998, Merrill 
hired John McKinley from 
General Electric to be their new 
head of technology and sur- 
rounded him with a group of 
half a dozen senior managers, 
including a repentant Mr Stef- 
fens. The group’s mission was 
to devise a technology-based 
strategy that did not wreck the 
company’s brand. Retail stock- 
broking was the first priority, 
with a system to be fully in 
place by the end of 1999. In the 
event, the deadline was met 
with four hours to spare. 


Merrill began by meeting its »» 


> own customers. Every mem- 
ber of the new technology 
group flew to San Francisco, 
home of the headquarters of 
Charles Schwab, where they 
met a cross-section of existing 
clients. They soon discovered 
that even the most loyal had 
“sandbox” accounts which 
they used to play with at rival 
online firms, and that those ac- 
counts were growing. Similar 
interviews in Texas, designed 
to check whether clients in San 
Francisco were more sophisti- 
cated than the average, found 
that they were not. There was 
no digital divide among inves- 
tors: all were sophisticated, 
and all were potential defec- 
tors. “A decision was made 
then never to give a customer a 
reason to leave,” declares Mr 
McKinley. 


Counter-attack 

D.E. Shaw, an innovative in- 
vestment company that had 
been badly hurt by losses on 
securities during the 1998 
bond-market crash, had dis- 
creetly launched a highly re- 
garded discount broker earlier 
in the year. In February 1999, 
Merrill acquired the entire op- 
eration, including the organisa- 
tion’s 40 original software de- 
signers, who immediately sat 
down to work on expanding 
the capacity of their site to han- 
dle millions of accounts and 
far more features. 

Several blocks away from 
Merrill’s New York headquar- 
ters in the World Financial 
Centre, the firm leased three 
open-plan floors. A conference 
room was created by placing 
masking tape on the floor; for 
decoration, the employees’ 
children dipped their hands in 
paint and made prints on the 
walls. Senior executives were 
imported from all the relevant 
departments to join the new re- 
cruits, and work began on re- 
designing Merrill’s vast busi- 
ness of providing information, 
trading and underwriting ser- 
vices to institutional clients. 
Another group, in Princeton, 
New Jersey, focused on Mer- 
rill’s $550 billion asset-man- 
agement business. 

It soon became clear that 
there were huge opportunities 
to use technology to enhance 
Merrill’s operations. Its prim- 





ary business was creating, dis- 
tributing and using informa- 
tion, and it was drowning in 
the stuff. The Internet offered a 
way to bring order and speed 
where there had been chaos. In 
the London offices of the asset- 
management operations, for 
example, 5,000 research re- 
ports arrived on the doorstep 
every Monday morning. 
Merely opening the mail had 
become a big problem. 

Merrill’s vast institutional 
business confronted similar is- 
sues, if only because the firm’s 
own 200 analysts fed the glut. 
And Merrill had, over time, de- 
veloped numerous different 
trading platforms and services 
that were delivered to clients 
through incompatible systems, 
undermining the company’s 
ability to cross-sell. 

In June 1999, Merrill un- 
veiled the first components of 
a new retail product. Called 
Unlimited Advantage, it 
charged clients annual fees 
based on the value of the assets 
that they held in Merrill ac- 
counts, not on the volume of 
their transactions. This 
avoided direct comparisons 
with pure Internet brokers, 
which charged by the trade. 

But the fee schedule was 
impenetrable and, worse still, 
it was linked to a new Internet- 
based trading product that did 
not yet exist. Heavy advertis- 
ing seemed more like an apol- 
ogy to brokers for introducing 
such a product than an appeal 
for fresh business. Wall Street 
scoffed; Merrill's shares, which 
had earlier perked up a bit, fell 
back again. 

Customers, though, were 
more impressed, perhaps be- 
cause the absolute level of fees 


was lower; perhaps because 
the cleverest clients realised 
that they could now negotiate 
even lower rates; or perhaps 
because the fee structure, in the 
right brokers’ hands, seemed 
fairer. The new system made 
no charge, for example, for 
holding shares that a client 
owned but could not sell, such 
as those in his own company. 

By October 1999, the first 
version of the new online pro- 
duct was ready; by November, 
the second version. In early De- 
cember, the new web-based 
product was released, on time. 
Better still, it was packed with 
research, provided constantly 
updated information on ac- 
counts, and was easy to use. 
For fee-based full-service cus- 
tomers, trading was free; for 
anyone else, the cost was 
$29.95 a trade, roughly match- 
ing Schwab’s charges. Gomez 
Advisers, an influential web- 
evaluation company, named it 
a top site. 

Account transfers to rival 
firms duly dried up. Between 
June and the end of the year, 
Merrill’s market valuation in- 
creased by 25%, vastly outpac- 
ing the wider stockmarket. In- 
ternally, however, there was 
still a fear that traditional Mer- 
rill clients, who had resisted us- 
ing other online services in the 
past, would now talk to their 
brokers and use Merrill’s ex- 
pensive research—but then 
take the $29.95 option to trade. 
This could have been a brutal 
form of cannibalisation, says 
Jaime Punishill, an analyst 
with Forrester Research. But it 
turned out to be a false alarm. 
People seemed ready to pay 
more for human service. Mean- 
while, the Internet-centred 
sites that Goldman and J.P. 
Morgan had designed for afflu- 
ent customers did badly. 

By mid-2000, Merrill was 
launching more than 200 soft- 
ware products a month. Its vast 
array of institutional offerings 
have now been consolidated 
into a single portal, mlx.com. A 
company backed by Merrill, 
Multex.com, creates electronic 
sites that consolidate invest- 
ment research for a number of 
Wall Street firms. There is no 
longer a reason to be deluged 
by mail. In Tokyo, London and 
Princeton, Merrill’s sprawling 





investment-management op- 
erations now collaborate mi- 
nute by minute through a com- 
mon electronic platform. 

Not every web-based offer- 
ing has been a success. An In- 
ternet shopping service pro- 
vided to account holders has 
already been dumped. But oth- 
ers have been surprisingly well 
received. To capitalise on its 
newly created Internet link 
with customers, Merrill has 
built a broadcasting studio. Ev- 
ery day it sends out two hours 
of online video featuring com- 
ments and interviews with its 
analysts. The response to this 
service has been huge. 

Could Merrill have done as 
well by doing nothing? Mr Stef- 
fens’s warnings about Internet 
trading seem less absurd than 
they did at the time. The cheap- 
est trading outfits, which of- 
fered the most radical alterna- 
tive to Merrill’s business 
model, are closing shop. Yet 
enough people are keen on a 
broad, cheap, web-based trad- 
ing product for Merrill to feel 
confident enough to open up 
in other markets. Through a 
joint venture with Britain’s 
HSBC, a bank that is often ru- 
moured to be planning to take 
over Merrill, it has begun sell- 
ing its product in Britain. 

Merrill is now in a far better 
position to provide the kind of 
services that sophisticated cli- 
ents have wanted all along. 
These include seamless trading 
across borders as well as being 
able to move painlessly 
through the process of investi- 
gating and then buying a 
share—which means that all re- 
search on a company should 
require no more than a single 
click. Another click should pro- 
vide information on the sup- 
ply and demand for every se- 
curity that the company has 
issued, and the relative merits 
of each as an investment. A fi- 
nal click should bring about a 
trade on the best terms. 

Merrill, whose share price 
has recovered to $66, can now 
do all of these. But the process 
requires some irritating re-key- 
ing of information and the en- 
try of different passwords. 
Such a bottleneck is an oppor- 
tunity for a technically innova- 
tive firm—which Merrill, belat- 
edly, now claims to be. = 
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Planetary formation 


A place like home? 


PASADENA 





Astronomers studying solar systems have reported a rare find: the very first 


stirrings of one just like the earth’s 


OMETHING is kicking up a lot of dust 

around Zeta Leporis, a star not unlike 
the sun that is located 70 light years from 
earth. According to Christine Chen and Mi- 
chael Jura of the University of California, 
Los Angeles, that makes “Zeta Lep”, as it is 
familiarly known, rather special among 
the small number of stars around which 
dust has been detected. At a meeting of the 
American Astronomical Society in Pasa- 
dena, California, last week, Dr Chen and 
Dr Jura said that they saw the dust as evi- 
dence that an asteroid belt is forming 
around the star. That could be a precursor 
to the formation of rocky planets like Mer- 
cury, Venus, Mars—and earth. 

Over the past few years about 60 plan- 
ets have been detected in orbit around 
stars other than the sun. Such planets, 
however, are all huge—some, indeed, have 
many times the mass of Jupiter, the largest 
planet in the earth's solar system. That is 
because they are detected by their gravita- 
tional effects on the stars they orbit, and 
only big planets have a strong enough 
gravity to produce an effect detectable 
from earth. 

These big planets are assumed to be 
“gas giants” similar to Jupiter and Saturn in 
composition. The evidence collected by Dr 
Chen and Dr Jura is the first to show a star 


in the act of forming a solar system that 
could contain a rocky, earthlike planet. 
The finding is made more remarkable by 
other research presented at the meeting, 
which suggests it is quite difficult for a star 
to churn out earthlike planets. 


A handful of dust 

To make such planets, a star needs solid 
material—pieces of rock interspersed with 
iron that can collide and stick together— 
and not just gas. The rock is formed out of 
coagulated dust. The dust is formed when 
suitable molecules cool and combine with 
each other. These molecules appear at the 
fringe of the cloud of gas whose gravita- 
tional collapse and subsequent heating 
signals the birth of a star. 

That, at least, is the textbook picture, ac- 
cording to John Bally of the University of 
Colorado at Boulder. What is wrong with 
it is that the textbooks pretend that the 
cloud is left undisturbed to do its textbook 
thing, whereas in reality itis likely to live in 
an environment that will nip its planetary 
aspirations in the bud. 

Dr Bally showed this by observing star- 
forming regions in the Orion nebula, and 
then studying the numbers. Nine of every 
ten stars that are born from a collapsing 
cloud, he told the meeting, find themselves 
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next to an extremely luminous “giant” star. 
The light from such giants blows away the 
outer gas and dust of their neighbours, 
leaving nothing to form planets. 

Even stars that are born far away froma 
giant are still likely to be part of a binary or 
triple star system. Whenever one of these 
companions passes close by, the pull of 
gravity causes both stars to send out jets of 
matter, again wasting the raw material of a 
possible solar system. According to Dr 
Bally, unless planetary systems form very 
quickly after a star is born, they are bound 
to be rare—occurring around only about 5% 
of stars. The results of planet-finding pro- 
grammes so far seem to bear this out. 

So it is all the more exciting to see dust 
of a special kind encircling Zeta Lep. Dr 
Chen and Dr Jura infer from the infra-red 
radiation it emits that its temperature is a 
balmy 70°C. That is so warm it suggests 
that the dustis close to Zeta Lep, andis thus 
being heated by the star. The researchers’ 
calculations place the dust in a ring 2.5 as- 
tronomical units from Zeta Lep. An as- 
tronomical unit, or AU, is the distance from 
the sun to the earth, so the position of the 
dust coincides with that of the rocky plan- 
ets of the earth’s solar system. In all other 
dust rings found so far—for instance, the 
much colder ring around the star Beta Pic- 
toris—the distance of the ring from the star 
is more like 100AU. 

The infra-red radiation emitted by the 
dust can also be used to measure the size of 
the ring directly, and this has been done 
using the Keck telescope on Mauna Kea, 
Hawaii. In visible light, all stars appear as 
points, only smeared out into a small circle 
by the atmosphere and by the optics of the 
telescope. Most stars also look like that 
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> when viewed in infra-red light, but for Zeta 
Lep the circle is bigger than expected. This 
means that, at that wavelength, it looks 
like a ball with a radius of 6Au, which 
agrees pretty well with the value arrived at 
by Dr Chen and Dr Jura. 

Double-checking the dust’s distance to 
the star is crucial, for it is on the basis of 
this value that the two astronomers build 
the rest of their conclusions. These start 
from the observation that, when con- 
fronted with starlight, dust orbiting a star 
does a weird thing. Instead of flying away 
from the star under pressure from the light, 
the dust falls towards it. 

This is called Poynting-Robertson drag, 
and it happens because light that hits a 
dust grain does not bounce off it (which 
would push the grain away from its parent 
star), but is absorbed. Once absorbed, it 
can be re-radiated in any direction. If it is 
emitted in the direction that the dust parti- 
cle is travelling, the light waves will be 
compressed to have a slightly shorter 
wavelength (this is known as the Doppler 
effect). The shorter the wavelength, the 
more energetic the light, which means the 
particle is ejecting more energy forwards 
than backwards. That slows it down like a 
retro-rocket. The result is that its orbit 
shrinks and it drifts towards the star, 
which eventually eats it. 

Poynting-Robertson drag is a powerful 
brake. Dr Chen and Dr Jura calculate that, 
in about 20,000 years, all the dust around 
Zeta Lep should have fallen into the star. 
Yet according to accepted models of star 
formation, Zeta Lep is anywhere between 
50m and 400m years old. So, either the 
astronomers were unbelievably lucky in 
catching this star during an extremely 
short phase in its existence, or there must 
be something replacing the dust. 

The most likely source of replacement 
dust is colliding asteroids. And that sug- 
gests Zeta Lep is similar to how the earth’s 
solar system must have looked when it 
first formed: a ring around the sun in 
which bits and pieces of rock are con- 
stantly bombarded by other bits and 
pieces of rock, with dust being produced 
from the collisions. 

Dr Chen and Dr Jura have only a vague 
notion of how large the “parent bodies” of 
their dust are, but objects a few metres toa 
few kilometres across—in other words, as- 
teroids—fit the bill nicely. And Mark Sykes, 
of the Steward Observatory of the Univer- 
sity of Arizona, suggested to the meeting 
that Zeta Lep’s nascent solar system could 
be more complete than that. Asteroids go- 
ing round a star in nice, circular orbits, he 
reasons, will not have much cause to col- 
lide. If collisions are what is producing the 
hot dust around Zeta Lep, then the gravity 
of a large planet must already be stirring 
things up. That makes Zeta Lep seem even 
more familiar. Give it another few billion 
years, and it might look just like home. = 


Structural genomics 


Strategic thinking 


Biochemists are vying to solve protein 
structures. They should collaborate 


OLVING the human genome was a dod- 

dle. Although itis 3 billion units long, its 
shape has no bearing on its function. The 
harder part is to analyse the structure of 
the proteins that those genes (and the 
genes of all other creatures) encode. For 
this, shape matters; and to find the shape 
of a protein, it has to be purified and either 
x-rayed to destruction orrun through anu- 
clear-magnetic resonance (NMR) machine. 
Or you can compare it with a protein 
whose structure you already know. 

That works because proteins come in 
families that share a common ancestry. 
Biochemists can thus resort to rough pre- 
dictions of protein structure based on cal- 
culations of family resemblance. 

Proteins are composed of amino-acid 
building blocks, which come in 20 variet- 
ies. If two proteins have similar sequences 
of amino acids, the chances are that they 
will look similar, too. This is because it is 
the way that the amino acids in different 
parts of the sequence interact with one an- 
other that determines a protein’s shape. A 
lot of these interactions, though, are with 
nearby amino acids, and these produce lo- 
cal structures known as domains. Once a 
known domain is identified in a new pro- 
tein, that part of its structure can be consid- 
ered understood. The more domains that 
are known, therefore, the more scientists 
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Enter my domain 


can use this short cut to build models of 
new proteins. The question is: how many 
different domains must be mapped before 
biochemists can make accurate predic- 
tions about the structure of any new pro- 
tein, without the need to x-ray or NMR it? 

Chris Sander, a researcher at the Massa- 
chusetts Institute of Technology, and his 
colleagues have tried to solve this puzzle. 
Their goal was to determine how best to go 
about obtaining a set of experimental data 
that would allow accurate models to be 
built for all imaginable proteins. 

Since knowing the structure of one 
member of a protein family lets research- 
ers guess what others will look like, the 
most efficient strategy for choosing protein 
targets should cover as wide a diversity as 
possible. That is not, unfortunately, what 
is happening. At the moment, laboratories 
are competing to work out the same pro- 
tein structures, rather than collaborating in 
the way that they did to produce the hu- 
man genome. In this month's Nature Struc- 
tural Biology, Dr Sander and his colleagues »» 





NASA, America’s National Aeronautics and Space Administration, suffered a setback to 
the aeronautics side of its remit on June 4th. It planned to test the X-43A, a prototype 
aircraft powered by a supersonic-combustion ramjet, or “scramjet” (see our issue of 
April 21st). The X-43A was designed to travel at seven times the speed of sound. 
Unfortunately, the scramjet was never even ignited. Its booster rocket went haywire and 
its controllers blew the whole thing up. Better luck next time. = 
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> put figures on the cost of this unwilling- 
ness to work together. 

Dr Sander began by assessing how well 
protein-structure prediction has worked 
until now. To do this, he surveyed the re- 
sults of a biennial contest held in Asilo- 
mar, California. In this contest, researchers 
pit their structure-prediction skills against 
one another. Judging from the winners’ 
models, reliable extrapolations could be 
made from one protein to another so long 
as the two shared at least 30% of their 
amino-acid sequences. 

The researchers then set about analys- 
ing things atthe domain level. They looked 
at the Pfam database, a repository of the 
amino-acid sequences of 260,000 protein 
domains, to find out how easily, using the 
30% figure as a guide, these could be clus- 
tered into groups that were single units 
from an analytical standpoint. This would 
mean that to find the shape of any mem- 
ber of a group, you would need to deter- 
mine it for only one member. Then, if you 
found any member of such a group of do- 
mains in a protein, you would be able to 
slot that shape into the overall model of 
what the protein looked like. 

In order to cover all the domains in 
Pfam, the researchers’ software had to 
create 17,000 groups. Modelling 90% of 
Pfam, however, required only 4,000—an 
acceptable trade-off. But the researchers 
estimate that Pfam’s proteins account for 
only a quarter of the protein families in the 
genomes that are currently known. Ex- 
trapolating from this, they calculate that 
an optimal strategy for surveying 90% of 
all protein domains would need 16,000 
carefully chosen targets. 


Impossible dreams 

In practice, marshalling the efforts of lab- 
oratories across the world to do that would 
be an impossible task. The days of happy 
collaboration over the human genome are 
gone, not least because a lot of money is 
now at stake. Proteins are drug targets, and 
some may become drugs in their own 
right. The competitiveness of the field 
means that researchers go to great efforts to 
conceal the identity of their pet proteins 
from one another. 

Yet this lack of transparency could in- 
cur a significant cost. According to Dr 
Sander and his colleagues, choosing tar- 
gets at random would mean tackling sev- 
eral times more structures than necessary. 
Without a co-ordination of effort, the au- 
thors conclude, it would require around 
50,000 experimental determinations of 
structure to map out 90% of all proteins. At 
the current rate of ten structures every 
week, it would take nearly a century to 
churn out these data. Of course, technol- 
ogy moves on, and more people may enter 
the field, so it should not take that long in 
practice. But a bit of collaboration would 
speed things up no end. @ 


Arctic pollution 


POP goes the theory 


BOSTON 





The arctic is more polluted than both science and law say it should be 


AST year, scientists discovered that 
more than 1% of the polar bears on the 
Arctic island of Svalbard, which belongs to 
Norway, are hermaphrodites—in other 
words, they possess both male and female 
reproductive organs. They attributed the 
bears’ over-endowed condition to PCBs, a 
group of environmentally persistent in- 
dustrial chemicals that disrupt animals’ 
hormone systems. 

Last month, in Stockholm, 90 countries 
took a step towards eliminating PCB pro- 
duction when they signed the United Na- 
tions Environment Programme’s global 
treaty, banning 12 of the worst persistent 
organic pollutants (pops)—a class of toxic 
chemicals that includes pcBs and many 
harmful pesticides. Now, researchers have 
come up with a new reason to put this 
treaty into effect quickly. According to a 
study presented on June ist to the Ameri- 
can Geophysical Union, in Boston, the 
transport of these chemicals to the Arctic 
may be happening far faster than was pre- 
viously thought. 

Eric Steig, a geochemist at the Univer- 
sity of Washington, along with Kathryn 
Matthews and Mark Hermanson of the 
University of Pennsylvania, have been 
looking at pcBs and other pops, including 
the notorious DDT, in ice-core samples 
taken on Svalbard. They found that al- 
though many of these pollutants had de- 
creased in concentration since they were 
banned, the chemicals that were present 
were fresher than expected. The age of 
DDT, for example, can be estimated from 
the ratio of the amount of the chemical it- 


self to the amount of its principal break- 
down product, DDE. Some of the pesticide 
turned out to have been only a few weeks 
old when it was buried. 

That is surprising, because work done 
in the Canadian Arctic suggests that POPs 
move north by what is called the “grass- 
hopper effect”. This means that they evap- 
orate in warm air and condense when the 
air cools down. Thus, over the course of 
several years, they approach the Arcticina 
series of seasonal jumps. 

The freshness of the pops in Svalbard 
suggests that the grasshopper-effect theory 
is not the whole story, at least in that part 
of the world. And, while it is possible that 
conditions in Svalbard are different 
enough from those in the Canadian Arctic 
to make this result inapplicable there, pre- 
liminary data that Dr Steig has collected in 
Greenland—which is nearer Canada—ap- 
pear to agree with the results that he ob- 
tained from Svalbard. 

What is most worrying is not merely 
the speed at which pollutants are arriving 
in the Arctic (which gives them less time to 
break down before they are preserved in 
the Arctic ice). The evidence of fresh POPs 
in the ice cores also suggests that the chem- 
icals are still being used in large quantities. 
Since most POPs are illegal in most coun- 
tries, that means somebody, somewhere, 
is breaking the rules. 

Given Svalbard’s proximity to Russia, 
that country is the most likely culprit. No 
surprise, really, given its environmental 
track record—but bad news for polar bears 
who want a normal sex life. m 
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Invitation for Expr 
of Interest in 


= Ministry of Economy 
of the Slovak — | 








Under the provision of Resolution No. 463 of 21 June 2000, 
the Government of the Slovak Republic authorised the sale of 
a 49% shareholding in TRANSPETROL, a.s. ("Transpetrol"). 


Transpetrol owns and operates 

the Slovak section, approximately 

915 km, of the crude oil transit pipeline 
"Druzba". The pipeline currently tran- 
sports crude oil from Russian oil fields 
to Central and Western European mar- 
Kets. The transportation capacity is app- 
roximately 21 million tonnes per year at 
5.9 Mpa through the Druzba pipeline. 


Connection of the Druzba pipeline to 
the Caspian oil fields is expected in late 
2001 through the Odessa oil terminal. 
Transpetrol also provides oil storage and 
mixing facilities for its transit customers 
and for the Slovak Government. 


The Ministries hereby invite preliminary 
expressions of interest from investors _ 
interested in acquiring the 49% sharehol- 
ding in Transpetrol. 


A confidential information memorandum 
relating to Transpetrol may be obtained 

on request following signing of a confi- 

dentiality agreement. 






= | and Privatisation of National _ 


| Maria Machova 
_| Minister of Administration 





Ministry of f Administration 


Property of the Slovak Republic | 









interested potential investors are 
invited to contact Deloitte & Touche, | 
financial advisers to the Government of 
the Slovak Republic, at: 

Deloitte & Touche, Bratislava Business 
Center, Prievozska 12, 821 09 
Bratislava, Slovak Republic, 

for the attention of Mr. lain Child or 

Mr. John Nicholson, 

(telephone: +421 7 58249 125; 

fax: +421 7 58 249 611), no later than. 
12” noon CET on 16 July 2001. 


and Privatisation of National Property 
of the Slovak Republic 


Lubomir Harach 
Minister of Economy 


of the Slovak Republic 


21 May 2001 





Ideas in America 


Flexible response 





How the pragmatists changed the way Americans thought 


BSTRACT argument can get surpris- 
ingly out of hand. In the fourth cen- 
tury, before scholastic debate was 
properly formalised, zealous Christians 


called Circumcellions roamed north Af- 


rica braining theological opponents with 
cudgels. Despite its menacing sound, the 
metaphysical club of Louis Menand’s title 
was not a weapon of any kind, but an in- 
formal group of young thinkers that met 
in Cambridge, Massachusetts, in 1872 to 
address the larger issues of the day, par- 
ticularly how the demands of law, ethics 
and religious faith could be reconciled 
with scientific and technical progress. 
Though the club met for less than ten 
months, it included three men who, in 
their different ways, left a lasting mark on 
American thinking in the 70 years be- 
tween the end of Reconstruction after the 
civil war and the onset of the cold war 
after 1945: Oliver Wendell Holmes Jr, Wil- 
liam James and Charles Sanders Peirce. To- 
gether with John Dewey, a younger 
member of a milieu to which Peirce gave 
the name of pragmatist, they form the core 
of Mr Menand’s detailed and fascinating 
essay on the history of American intellec- 
tual life. The sheer range and variety of its 
material makes the many themes of “The 


Metaphysical Club” at times hard to fol- 
low. But it consistently throws light on a 
question about America that has so often 
puzzled outsiders: how does it continue to 
combine such cold-eyed realism with a 
boundless, sunny confidence? 

The book opens in the shadow of a con- 
flict of principle that left 620,000 Ameri- 
can soldiers dead. The frontispiece shows 
a pencil sketch by James of his brother, 
Wilky, recovering from wounds that al- 
most killed him which he received while 
helping lead black troops in a heroic but 
costly northern assault on Fort Wagner in 
South Carolina. The text itself starts with 
the post-war disillusionment of Holmes, 
an ardent unionist, wounded three 
times—at Antietam so badly that he was 
left for dead. 

As a brilliant young lawyer in civilian 
life, Holmes turned his back on the reli- 
gious enthusiasm and political legalism 
that, as he saw it, had inflamed passions 
and clouded reason in the 1840s and 
1850s. Whatever he and his generation 


The Metaphysical Club. By Louis Menand. 
Farrar, Straus and Giroux; 558 pages; $27. 
To be published in Britain in November 
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had gone through before, theirs was now a 
less innocent, less idealistic and more goal- 
oriented world. Before long, as America’s 
pre-eminent legal theorist, Holmes de- 
veloped a theory of law which stressed, 
not codes or principles, but particular 
cases and practical results. Here, as applied 
to law, was the very mainspring of the 
pragmatists’ outlook: the meaning of a 
doctrine or theory is indistinguishable 
from the practical effects of adopting it. 
James and Peirce were, more strictly, 
the philosophers of the club, and the pair 
make a wonderful study in contrasts. 
James, a natural reconciler, was fluent and 
sought after. Perhaps his most famous 
idea—that belief is not ultimately answer- 
able to evidence but to the will—was moti- 
vated in part by a wish, in a godly nation, 
to render faith safe from rational criticism. 
From his Swedenborgian father he inher- 
ited both a comfortable income and a rest- 
less interest in everything human under 
the sun. He was quick, impatient and un- 
systematic, faults that made him such a 
gifted populariser. Though a lifelong de- 
pressive, he was both a professional suc- 
cess and an ever-ready help to his younger 
siblings—including Henry, whom he 
teased for the long-windedness of his later 
novels—as well as to his many friends. 
Psychology, James’s passion and a rea- 
son for his popularity, was for Peirce a sec- 
ondary concern, and in his human 
relations, this showed. He was a born dis- 
turber of the peace. From his astronomer 
father he acquired a feel for mathematics 
and physical science; his steadiest job, 
which he held for 30 years until sacked for 
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misconduct, was at the coastal survey. He » 
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> was arrogant, hot-tempered and difficult, the Zeitgeist or to the idea’s first known ex- 


both in person—a servant sued him for as- 
sault—and on the page. A free thinker and 
philanderer, Peirce scandalised the univer- 
sities he worked in, started businesses that 
never went anywhere and ended up beg- 
ging for charity. Of all the members of the 
metaphysical club, Peirce’s thinking was 
the most original and, in today’s eyes, the 
most modern: he put statistical reasoning 
at the centre of scientific method and 
made serious contributions to semantics 
and logic. As James’s philosophical stock 
has fallen, so Peirce’s has climbed. 


Keep it flexible 

These are large characters, whom Mr Me- 
nand catches well. In expounding particu- 
larly their social ideas, he never lets these 
float far from their context of origin or field 
of application. The world to the pragmatist 
is in flux; observation is at best approxi- 
mate; ideas are tools and all judgment is 
provisional. Everything on earth, includ- 
ing us and our minds, has evolved, so the 
best tactic for success is to be adaptable. 

It is common enough to observe that 
“keep it flexible” was a fitting outlook in a 
can-do young nation, breaking into the 
world as a new industrial superpower. 
Bertrand Russell scoffed in 1909 that, if 
pragmatism held sway, “ironclads and 
Maxim guns” would become the “arbiters 
of metaphysical truth”. His jibe, though 
not without logical bite, neglects the 
democratic thrust of pragmatism, as Mr 
Menand reminds us: not only codes and 
categories, but hierarchies and establish- 
ments were anathema to it. On the Su- 
preme Court, Holmes advocated free 
speech and restraints on business power. 
Dewey’s optimistic vision of democracy 
was all of a part with his progressive views 
on education, which stressed the needs— 
and wishes—of the individual child. 

Holmes died in 1935, Dewey in 1952. 
Once they had spread and fructified, the 
social ideas of the pragmatists came to 
seem to many Americans naive and old- 
fashioned. Having started with one war of 
ideology, Mr Menand ends with two oth- 
ers, in which calculating results gave way 
again to ideals and principle. For its com- 
bat against Soviet communism, America 
turned from pragmatism, he tells us, to a 
Protestant realism with a darker view of 
man and a stricter sense of doctrine. For its 
second civil war, the fight against segrega- 
tion in the South, it turned to preachers 
and dreamers such as Martin Luther King. 

Mr Menand offers this story as one ap- 
proach to the past, not as documented or 
demonstrable fact. There are many ways to 
practise the history of ideas, and true to the 
pluralist tenor of his subject, Mr Menand 
seems happy to employ almost all of 
them. You can let ideas unfold in their own 
space according to their own logic; you can 
tie every idea back to its social context, to 


ponent; or you can carry on as if ideas, es- 
pecially philosophical ideas, have no real 
history at all—as if the sages of the ages 
could somehow get together over dinner, 
as they used to on a TV programme hosted 
by the late Steve Allen, and chew over 
timeless conceptual chestnuts. How much 
real intellectual commerce was there be- 
tween Mr Menand’s chosen four or is the 
Cambridge club a handy narrative device? 
If there was such a thing as the spirit of late 
19th-century America, did pragmatism ex- 
press it? Does biography ever illuminate, 
let alone explain, a thinker’s ideas? 

Mr Menand, a frequent magazine 
writer as well as a professor of English, 
zestfully adopts the contemporary bio- 
graphical practice of not treating thinkers 
as disembodied intelligences. In fact, he 
describes the travails of the scholar’s life in 
such detail that it sometimes seems a mir- 
acle they got it down on paper at all. Per- 
sonal rows, the ups and downs of careers, 
the snakes and ladders of the academy (Mr 
Menand is especially good on these) are 
scrupulously noted. The body’s appetites 
and its frailties are also given full due. 

Anybody interested in modern Amer- 
ica will find rewards aplenty in “The Meta- 
physical Club”. It enlivens virtually 
everything it touches, and on its frequent 
diversions it touches many things: natural 
selection and racism; probability distribu- 
tions and disputed wills; the Pullman 
strike and the turn from laisser-faire; the 
Dartmouth case and academic freedom. If 
the rewards are not always where you ex- 
pect to find them, that only adds to the 
stimulation of an urbane and original 
book. Mr Menand tells a plausible story 
about the growth and importance of prag- 
matism in American thought—and he does 
so without knockdown arguments. m 


Architectural styles 


Fat or thin 


The Look of Architecture. By Witold 
Rybczynski. Oxford University Press; 208 
pages; $22 and £14.99 


RCHITECTS seldom like to think of 
themselves as subject to anything so 
trivial as style. It sounds frivolous and arbi- 
trary. For Witold Rybczynski, however, 
style is the visual language with which ar- 
chitecture expresses itself, a language that 
is shaped as much by an architect's cul- 
tural milieu as by his or her personal taste 
or talent. We are all inevitably of our time 
and our look shows it. 
Thus, says Mr Rybczynski in these lec- 
tures given at the New York Public Library 





The Chrysler does the Charleston 


in October 1999, people appreciate ar- 
chitecture, among other reasons, because 
it prompts them to think who they might 
have been in the past and how far re- 
moved they now may be from that age. A 
young man dressed in trainers and T-shirt 
touring Versailles is jarring when he 
sneaks into the corner of our tourist photo. 
Were he in period costume, we would feel 
differently. The same figure in James Stir- 
ling’s Neue Staatsgalerie in Stuttgart is per- 
fectly in tune with the multiculturalism 
circulating in that eclectic building. 

Such is the visual language of style. 
Mies van der Rohe’s early work in Berlin 
shouts avant-garde Europe just as the 
Chrysler Building in New York, which was 
completed in 1930, is an elegant reminder 
of the glitzy jazz age of the 1920s and 
Horace Walpole’s 18th-century Thames- 
side villa evokes the eclectic sophistication 
of the countrified lifestyle that still stirs 
nostalgia in many a would-be squire’s 
heart. 

Style does not change overnight, but is »» 
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“Mies in Berlin” is on show at the Museum of Modern Art 
in New York from June 21st to September 11th before 
moving to Berlin and then Barcelona, “Mies in America” 
is on at the Whitney Museum until September 23rd. 
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> an accumulation of collective and individ- 
ual experience. The architect is part of this 
continuous process of action and reaction 
in which each generation repudiates the 
one before to make its mark on the present. 
The look of that mark depends on the ar- 
chitect’s choice of detailing and how he or 
she relates it to the whole. A stucco or rusti- 
cated surface? A metal or wooden railing? 
Robert Venturi softened his Vanna Venturi 
House to accommodate his mother’s old- 
fashioned furniture by simply adding 
moulding. He thus left his particular stylis- 
tic mark on this high Modernist building. 

Whether it is God or the devil in the de- 
tails, those details determine the look of 
things. Quoting from Coco Chanel, Mr 
Rybezynski’s slim volume should help 
make architects feel more secure: “Fashion 
passes, style remains”. @ 


American politics 
Bush v Gore, again 


Modern Greek history 
From small acorns 


The Flame of Freedom: The Greek War of 
Independence, 1821-1833. By David 
Brewer. John Murray; 414 pages; £25 


HE violent upheaval which estab- 

lished Greece as a nation state began in 
1821, in what is now Romania, when a 
small force of expatriate Greeks unsuccess- 
fully invaded the Ottoman Empire. In the 
Peloponnese, armed bands, led by local 
clergy, attacked their Muslim neighbours, 
killing the men, enslaving the women and 
causing an exodus of refugees. The Otto- 


There is still much to learn from the dead heat of 2000 


36 Days. By correspondents of the New York 
Times. Times Books; 384 pages; $15 

SIGN at French level crossings reads, 

“Un train peut en cacher un autre”— 
one train can hide another. So with elec- 
tions, as Douglas Brinkley, a historian, 
notes in his introduction to this assem- 
blage of New York Times reports on the 
presidential contest. The long battle over 
the Florida dead heat between George 
Bush and Al Gore distracted attention 
from Congress: a 50-50 tie in the Senate 
and a razor-thin Republican margin in the 
House, the smallest in half a century. A 
better instant book would have looked at 
the 2000 federal elections as a whole. 
Florida, it is true, was a fascinating politi- 
cal story on any count. But cut and paste 
is not the best way to retell it. 


Deadlock. By the political staff of the Wash- 


ington Post. PublicAffairs; 272 pages; $23. 
Plymbridge; £16.99 

HE team from the Washington Post of- 

fers a sustained and readable narra- 
tive. Starting on “the longest day”—the 
election itself—“Deadlock” takes us 
through to the night of December 12th 
when the United States Supreme Court 
by 5 to 4 terminated the Florida recount, 
ending Mr Gore’s chances. The teams, the 
tactics and the might-have-beens are all 
here. Character sketches and good anec- 
dotes relieve an often tangled story. A 
succinct chronology also helps. 

Though an epilogue examines tactical 
what-ifs, no effort is made to say what it 
all meant, and the whole story reads 
rather like an inside view of a tight World 
Series baseball championship. Obvious 





questions—Was Mr Gore not trying to 
overturn a close but clear result? Did Jeb 
Bush, Florida’s governor, help his brother 
win? Was the Supreme Court's final call 
judicious or partisan?—are met with scru- 
pulous but unilluminating balance. That 
said, “Deadlock” is easily the best of the 
instant books on offer. 


The Miami Herald Report. By Martin Merzer 
and others. St Martin's Press; 352 pages; 
$24.95 

HIS is, in effect, a long backgrounder 

to the results of an independent re- 
count of Florida “undervotes”—votes 
read by machines as showing no mark for 
president—done for the Miami Herald. 
The results, given in full in an appendix, 
suggest that, on the generous counting 
rules the Democrats wanted, Mr Bush 





man government responded by putting to 
death the Greek patriarch, by terrorising 
the Greek populations in areas still under 
its control, and by sending troops to at- 
tempt to reassert their authority. In 1825, 
having lost one army, the Turks encour- 
aged the viceroy of Egypt to send forces to 
Greece, intending that the Peloponnese, 
once reconquered, would be resettled 
with Muslim immigrants from Africa. 
From the beginning volunteers from 
Europe and America, notably Lord Byron, 
went to Greece to assist the cause, al- 
though militarily they made little differ- 
ence. Two large commercial loans were 
raised on the London stockmarket which 
enabled the Greek insurgents to buy arms, 
including steam-driven warships, and to 


recruit foreign officers, although these ef- 


forts too were largely ineffective. However, 


would have won by around 1,600 votes— 
more than his recorded margin of 537; 
and on the strictest rules, which many Re- 
publicans favoured, Mr Gore would have 
squeaked in by three votes. The report 
further notes that other disputes and 
anomalies remain, most of which ought 
probably to be called in Mr Gore’s favour. 
The Miami Herald is yet to report on its 
count of “overvotes”, ballots showing 
two votes for president. There is a map of 
Florida’s counties and a chapter propos- 
ing solutions to vote-counting problems. 


Bush v Gore: The Court Cases and the Com- 
mentary. Edited by E.J. Dionne Jr and 
William Kristol. Brookings Institution Press; 
346 pages; $15.95 and £11.75 
66D USH v Gore” reprints Supreme 
Court and Florida opinions but not 
those of the lower federal courts, as well 
as op-ed commentaries. The Supreme 
Court’s tortured final ruling, which has 
been criticised by legal scholars left and 
right, deserves rereading—and ponder- 
ing—in full. So far the best non-specialist 
discussion, however, is not to be found 
here but in an exchange in the New York 
Review of Books (January 11th and Febru- 
ary 22nd) between two law professors, 
Ronald Dworkin, a critic, and Charles 
Fried, a defender of the conservative ma- 
jority that ruled for Mr Bush. One justice 
less, and the presidency would have been 
Mr Gore's. By an odd symmetry, an unex- 
pected change of one vote has now put 
the Democrats in charge of Senate busi- 
ness, so giving America something closer 
to the divided government that in 2000, 
as so often, it seems to have wanted. 
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Libertine turned liberator 


> just when the Egyptian troops were on the 
brink of success, the Ottoman fleet was in- 
advertently destroyed at Navarino in a bat- 
tle with the British, French and Russians. 
Since a reconquest then became impossi- 
ble, the Egyptian troops were withdrawn, 
and the allies were able to impose a settle- 
ment whereby Greece became an inde- 
pendent kingdom under their protection. 

David Brewer offers a reliable historical 
account of these complex events, sketch- 
ing the characters of the leading partici- 
pants, attempting to discern strategies and 
tracing the political shifts within Greece 
and internationally. He knows the terrain 
well, writes clearly and is familiar with 
both Greek and foreign sources. The claim 
that this is the first book in English for over 
a century to cover the full story of the war 
is, however, unfair both to predecessors 
such as Douglas Dakin and Christopher 
Woodhouse, who covered many aspects 
of the war in similar vein in the 1950s and 
1960s, and to the careful archival and 
analytical work of Richard Clogg, Dimitris 
Livanios and others, who have looked 
more critically at the inherited narrative 
which Mr Brewer retells. 

Mr Brewer takes care not to disguise the 
local communal nature of much of the vio- 
lence nor the readiness of some Greek 
leaders to make shifting local alliances 
against their co-religionists and fellow 
countrymen. Nor does he downplay the 
massacres, the expulsions and the other 
examples on both sides of what today 
would be called ethnic cleansing. How- 
ever, like Thomas Gordon and George Fin- 
lay, who had themselves taken part in the 
war and from whose sympathetic, exas- 
perated and still highly readable histories 
Mr Brewer frequently quotes, he presents 
such episodes as regrettable aberrations in 
a national liberation struggle. Although as 
an account of the events of the war, the 
book can be commended, its explanatory 
framework is therefore anachronistic and 
incomplete. m 





Ageing 
disgracefully 


The Dying Animal. By Philip Roth. Houghton 
Mifflin; 192 pages; $23. Jonathan Cape; 
£12.99 


HILIP ROTH fans will remember David 

Kepesh as the narrator-hero of two ear- 
lier novels, “The Breast” (1972) and “The 
Professor of Desire” (1977). The sex- 
obsessed pseud is back in “The Dying Ani- 
mal”. He’s pushing 70 now but his adoles- 
cent libido rages on undiminished. 
Happily for him, as a part-time college lec- 
turer and media pundit, he has no trouble 
meeting impressionable, pliant young 
bimbos. 

Eight years ago, he tells an unidentified 
interlocutor as the novel opens, he em- 
barked on an affair with a busty Cuban- 
American undergraduate called Consuela 
Castillo. When eventually Consuela 
dumps her ageing Don Juan, she manages, 
if not quite to break his heart, at least to 
bruise it a bit. Still smarting, David relates 
the course of their affair in lurid detail. This 
leads him into a breezy disquisition on the 
delights of the 1960s sexual revolution. 
(He is especially grateful for the “genera- 
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tion of that 
followed.) 

Kenny is the only child of David's short- 
lived marriage. He pops up briefly to re- 
mind his dad what a rotter he was to aban- 
don both his wife and son once the 1960s 
Started to swing. David merely finds him 
“ridiculous”. Still, Kenny is at least allowed 
to air the view that “staying in a difficult 
marriage and raising a little child and 
meeting the responsibilities of an adult” 
might have been a more admirable course 
of life than rushing around college 
campuses leaping into bed with every 
available girl. Finally, Consuela turns up 
on David's doorstep to announce that she 
has breast cancer. This has the effect of a 
bucket of iced water thrown into his lap: “I 
couldn't have slept with her”, he recalls 
with a predictable measure of sympathy. 

As usual with Mr Roth's books, “The 
Dying Animal” is fluently written and of- 
ten very funny. But David is insufferable. 
He's not a character that you love to hate. 
He’s a crashing bore. And, for all his slick 
patter and casuistry, he has nothing inter- 
esting to say about his main themes of sex, 
death and male-female relations. His typi- 
cally donnish assessment of the first few 
times he slept with Consuela might have 
served as a blurb for the novel as a whole: 
“controlled by narcissism, by exhibition- 
ism, and despite the energetic display, de- 
spite the audacity...strangely inert”. m 


astonishing fellators” 


Luciano Fabro’s “The Mirror of Italy”, below, is just one of the works in a retrospective of 
the open-ended experimental Arte Povera movement whose anti-aesthetic attitude to 
art making and materials cleared the ground for so many younger artists working today. 
Essential viewing for anyone interested in contemporary art, “Zero to Infinity: Arte 
Povera, 1962-1972” is on show at the Tate Modern in London until August 19th. It then 
goes on to Minneapolis, Los Angeles and Washington, oc. 











Contemporary art 


Anarchy and ecstasy 


TURIN 


2 


Cornelia Parker’s obsession with the past never fails to surprise. 


VER since she was a girl growing up ona 

farm in the north of England, Cornelia 
Parker has enjoyed getting her hands dirty. 
In her latest work, “The Sub-conscious of a 
Monument”, she uses dirt excavated from 
underneath the leaning tower of Pisa to 
make an earth installation in Turin’s Galle- 
ria d'Arte Moderna (GAM). “When I 
learned they were restoring the monu- 
ment by removing the earth from one side 
of the tower, I negotiated with the authori- 
ties to take some of it because I was fasci- 
nated by the idea of taking the sub-soil of 
such a monument, which hasn't seen the 
light of day for over 800 years.” 

Ms Parker loves resurrecting and recy- 
cling history, and after the Turin show 
closes she will take the dirt home to Lon- 
don and process it into other works. Like 
some mad archaeologist of material cul- 
ture, Ms Parker sifts through history’s left- 
overs in her own life as well as her art. Her 
home is a restored print works in London’s 
East End, near the local street markets. “I 
find walking around Brick Lane far more 
inspiring in terms of making art than going 
to a museum,” says the artist who has 
been nominated for the Turner prize and 
whose work hangs in the Tate Modern. “In 
a street market the objects still have lots of 
potential because they are waiting for 
someone to buy them. Everything's got a 
history, the narrative never ends.” 

Ms Parker likes to play with ideas about 
the monumental, to dig into the dark areas 
people think they know and to resurrect 


them into something new and strange and 
often beautiful: 


“I'm trying to find uncharted territory in the 
most visited spot or idea, trying to find space 
where things are the most crowded. It’s like 
going to the eye of the storm. In the shadow 
of these monuments or icons, there must be 
the most unstable things in our society, the 
things that we can't map. And as individ- 
uals, we have all that too. There are so many 
known facts about your life. But really there 
is this other subtext which is much more in- 
teresting, more undiscussable. How do you 
describe that?” 


Ms Parker shot to attention in 1995 with 
“The Maybe”, a coffin-like glass case at 
London's Serpentine gallery in which an 
actress, Tilda Swinton, slept during the 
day, lying in state like a living relic. “The 
idea of sleeping evoked the idea of life and 
death, that we're always in this limbo,” ex- 
plains Ms Parker. Ms Swinton was sur- 
rounded with relics of famous dead 
people who had become icons in an earlier 
age, including Freud, Queen Victoria and 
Charles Dickens. 

Her art often speaks of connections 
with the past, especially of the contempo- 
rary obsession with celebrity and how it 


Cornelia Parker’s work can be seen at the 
Galleria d'Arte Moderna in Turin until 
June 17th. It will also feature in 
“Anteprima Bovisa, Milano Europa 2001” 
in Milan, until September 16th. 
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confers value on seemingly meaningless 
objects. 


“I love the power of the relic. Entering an art 
work is a bit like an act of faith, a transaction 
between the viewer and the object viewed, 
and it requires a degree of belief which is en- 
tirely personal...1 want to make something 
that’s open to projection but! want to do that 
by using everyday things that we all know, 
like a dress or a doll. I’m trying to make the 
world we think we know more porous and 
less concrete.” 


Ms Parker often refers to her “very phys- 
ical upbringing doing repetitive tasks” in 
the working-class north. She loved work- 
ing with her hands and went to a local art 
school because “it seemed like an act of an- 
archy to do something so apparently use- 
less”. Now 45, her anarchy pays the bills: 
her first solo show toured America to wide 
acclaim last year and the Victoria and Al- 
bert museum has commissioned a major 
sculpture with which to inaugurate its 
new British galleries in November. 

In the work now on display at the 
GAM, she has photographed Einstein’s lec- 
ture blackboards with a microscope, blow- 
ing up his chalk scribbles into cosmic 
visions. In a work called “Shared Fate”, she 
has used the actual guillotine that be- 
headed Marie Antoinette to decapitate a 
doll, and credited Madame Tussaud’s Wax 
Museum in London, where the instrument 
is part of the chamber of horrors. She has 
fashioned earplugs out of the dust from 
the Whispering Gallery in St Paul’s Cathe- 
dral, calling them “The Negative of Whis- 
pers”. She paid $5,000 at an auction of 
celebrity memorabilia for the nighfgown 
from “Rosemary’s Baby”, Roman Polan- 
ski’s 1968 horror film, and encased it in a 
glass vitrine as if it were a holy relic. Ob- 
sessed with meteorites—“pieces of space 
dust”—she buys them on the Internet, then 
grinds them into a powder of iron ore and 
blasts them off in fireworks so that they 
can land again. “I like the idea of a shared 
fate, of a meteorite that landed in China 
500 years ago suddenly falling in our 
midst.” Her next meteorite landing can be 
seen in Milan later this summer. 

When one viewer at the GAM opening 
asked what this work was all about, she 
smiled and said: “Life, death and resurrec- 
tion—we're all experiencing the limbo be- 
tween life and death. My work is trying to 
map that in-between space between 
known and unknown, the constant hover- 
ing between two states.” This is why she 
likes to make suspended sculptures. For 
her signature piece “Cold Dark Matter”, 
one of the most popular exhibits in last 
year’s inaugural hang at Tate Modern, Ms 
Parker asked the army to blow up a garden 
shed. She pieced the debris into a spectral 
constellation suspended in mid-air that 
seems to freeze-frame the explosion (pic- 
tured above), stopping time in its tracks. 
Life, in all its past and future. & 





Pocket Accounting 





This ttle aims to demystify business and management. It 
examines the key issues concerning accounting and the role 
of accountants in the 21st century. There are clear, concise 
definitions of all the main terms and jargon used in the 
nternational world of accounting and accountants, from 
Above the line and Absorption costing to Working 
capital and Z-score 


Published October 1998. £10.99 


Pocket Advertising 





Today advertising is a billion-dollar industry which can make 
or break a product. This book is an accessible quide through 
the methods and jargon of advertising. There are concise 
essays on the digital revolution, whether there is a crisis in 
adiand and global considerations. As well as a 
comprehensive A-Z of key terms used within the industry 
there are wide-ranging appendices inciuding Statistics on 
comparative advertising expenditure, eading advertisers, 
leading advertising agencies, famous advertisements and 
recommended reading 


Published October 1998. £10.99 


Pocket Director 





Pocket Director gives a thorough explanation of corporate 
governance. if i5 aimed at directors,managers and 
shareholders in every kind of business. It contains concise 
essays on directors’ roles and duties, board Structures ang 
effectiveness and corporate governance, as well as an A-Z of 
key terms and concepts from Accountability to Zaibatsu 
There are also wide-ranging appendices including 
checklists, guidelines, case studies and sources of 


information 


New edition, published December 1999. £10.99 


Pocket Economist 





Pocket Economist covers the essentials of economics and 
ts terminology with typica 





5 Economist clarity. It explains 
the nuts and bolts of how what has been called the 

dismal science” works and, more importantly, how it 
works in practice. Introductory essays cover such topics as 
the right level of inflation, the importance of free trade, the 
rights and wrongs of fixed exchange rates and the prospect 


for growth. These are followed by an extensive A-Z of 
economic terms and jargon from Absolute 


advantage and Acid test, through Hot money and Hedging 
to Velocity of circulation and Yield gap 


New title, published September 2000. £10.99 





Pocket Employer 


Pocket Employer cuts through the complexities and jargon 


of human resources management, an area which often 
requires a careful balancing act between law and 
psychology. This publication also offers detailed essays on 
hiring and firing, the employment contract and the 
earning organisation The terms and concepts, which are 
isted from A-Z, include Ageism and Whistleblower and are 


accompanied by extensive appendices 


Published September 1997. £10.99 
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Pocket Finance 


Pocket Finance outlines the complexities of financia 
concepts and practice, through essays on fashions in finance, 
tracking savings, institutional responsibilities, the impact of 
IT on financial services and the convergence of corporate 
finance. The comprehensive A-Z of terms covers all aspects 
of finance from Accrual rate and Asset cover, to Tombstone 
and Zero-based coupon. Concise and accessible for anyone 


who wants to understand today’s financial world 


Published September 1999. £10.99 


Pocket International Business Terms 





Pocket International Business Terms defines the important 
terms used around the world in all aspects of business. These 
include accounting and finance, legal issues and negotiatior 
numan resources management and corporate governance 
marketing and distribution, sales and terms of trade, and 
technological and technical terms. More than 1,500 entries 
feature in this Compact and convenient guide: from Agent 
and Arbitrage, through Monopsony and Negotiable 
instrument to Yield curve and Zero-based budgeting 


Published September 1999. £10.99 


Pocket Internet 





Pocket Internet exolains the essentials of the Internet fron 
A-Z. It describes the forces that are driving this rapidly 
evolving phenomenon and provides valuable insight in to 
how the Internet works, where it might lead us and why it 
matters. It includes: an extensive A-Z of key terms, acronyms 
and jargon; essays on the origins of the Internet; the 
technology behind it and the way it is changing business and 
society 


New edition, published September 2000. £10.99 


Pocket Investor 


The investment business continues to become. increasingly 
sophisticated by the day as new products are created, faster ways 
of selling them are established and trading levels rise steadily 
lo anticipate the markets and profit from them now requires 
more skill and analysis than ever before. Pocket investor leads 
you through the complexities and terminology of the investment 
world, with concise essays on the subject, an A-Z of 
terms and concepts and wide-ranging appendices induding 
stockmarket returns, the performance of the major stockmarket 


the key 


indices, bond returns and investment formulae 


New edition, published September 2000. £10.99 


Pocket Law 





Pocket Law aims to demolish the mystique and in clear 
precise and irreverent terms guide the reader through 
legal jargon, Latin maxims and apparent riddles and 
complexities. Concise essays give hard practical advice 
on using lawyers, writing contracts, sett ng up a4 Dusiness 
abroad and picking a good lawyer. The A-Z section gives 
a complete listing of the chief concepts and terms used in 
law, with appendices that offer information on leading law 
firms and guidance for further reading 


Published October 1997. £10.99 
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Pocket Negotiator 


Pocket Negotiator offers clear advice on the essentials of 
negotiation: how to handle difficult negotiations, dealing 
with those among us who want something for nothing, how 
to recognise and counter ploys, and even how to effectively 
seek a pay rise. The comprehensive A-Z section details all 





Pocket MBA 


Written in a relaxed and amusing style, Pocket MBA shoots 
down many of the pompous explanations favoured by 
weightier tomes. It clearly defines the essentials of 





management theory in a handy and accessible fashion, Concise 
essays Cover management, education and the role of the MBA, 
and the advantages it brings in the job market. The A-Z deals 
to Diversification 


those subjects relevant to the negotiator 
with topics from Economies of scale Published October 1997. £10.99 
information technology and Corporate planning. Pocket MBA 
also contains diverse lists, features and appendices, and 
includes information on the leading business schools, 
management consultants, books and journals 
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New edition, published September 2000. £10.99 

Pocket Money 
=- 

This is a concise guide to the commodity that has been said to | h E no m l St 

make the world go round. From barter right through to cyber- € CO 

money, it presents thousands of fascinating facts and figures S] 

about the world of money. It covers such diverse topics as the } op 

use of salt and shells as money, money supply and notes and 

coins in circulation, foreign exchange and future markets, 

credit cards and e-commerce. If you want to know how rich 15 Regent Street, London SW1Y 4LR, UK 

King Croesus was or what the pound or dollar is worth, today Tel: +44 (0) 20 7839 1937 

compared with 50 years ago, it's all in Pocket Money Fax: +44 (0) 20 7839 1921 

New title, published September 2000. £10.99 WWW bookshop.economist.com 
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Faisal Husseini 





Faisal Husseini, a Palestinian for coexistence with Israel, died on May 31st, aged 60 


66 COONER or later,” said Faisal Hus- 
seini in an interview last year, “my 
people will stop listening to clowns like 
me who preach coexistence and peace.” 
Fundamentalism—Islamic, nationalist and 
Jewish—was waiting in the wings to take 
over, and take over it did, in both Palestine 
and Israel, after the intifada broke out to- 
wards the end of the year. On June 1st, the 
day of Mr Husseini’s funeral, the omnipre- 
sent Israeli police sensibly evacuated 
themselves from East Jerusalem as tens of 
thousands of Palestinians saw him off 
with high honour to his tomb on Haram es 
Sharif, facing the Dome of the Rock. But 
that evening, a young Palestinian blew 
himself up outside a Tel Aviv discotheque, 
taking 20 Israeli youngsters with him. 

The son of a military hero who died de- 
fending Jerusalem in 1948, and the grand- 
son of a Jerusalem mayor from the days of 
the British mandate, Mr Husseini was a 
princely member of an aristocratic family 
that has lived in Jerusalem for centuries. A 
decent, honest man—which is a lot rarer 
than it should be among the Palestinian 
glitterati-he inherited the leadership of 
Palestinians in the city as if by birthright. 

Westerners talked of Mr Husseini as a 
de facto mayor, but perhaps he was more 
of a mukhtar, the head man, an arbiter to 
whom people turned and whose advice 


they accepted. Outclassed by Yasser Arafat 
as a politician, he was an articulate dip- 
lomat who spent the last six months of his 
life travelling in the Palestinian cause, end- 
ing up, and dying, in Kuwait, which had 
not, until he came, let in a senior Palestin- 
ian since Mr Arafat put his money on Sad- 
dam Hussein in 1991. His official title was 
the Palestine Liberation Organisation's 
representative in Jerusalem—the Israelis 
would not allow Mr Arafat’s Palestinian 
Authority to have a toehold in the city— 
and he worked from Orient House, a beau- 
tiful family-owned former hotel that the Is- 
raelis resented, and tried to shut down. 


An ardent, pragmatic nationalist 

He will be missed, outsiders say, as a Pal- 
estinian moderate. But “moderate” is an 
absurdly over-used term. Mr Husseini ab- 
horred cruelty: days before his death he 
appeared on Israeli television lamenting 
the civilian death toll. Beyond this, he was 
pragmatic in two ways: he believed fer- 
vently, and from a fairly early stage, in the 
two-state, Israeli-Palestinian, solution; and 
he believed in talking to Israelis, using the 
fluent Hebrew he had learnt during his five 
Stints in Israeli prisons. He kept in touch 
with the Israeli peace camp even at a time, 
during the past few months, when the 
peace camp itself seemed to have de- 
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spaired of peace. But he was also an ardent 
Palestinian nationalist. 

He held adamantly to the view that if 
Palestinian and Israeli states were to coex- 
ist peacefully, Israel must agree in princi- 
ple to withdraw to the border that existed 
before the 1967 war and Israel’s further 
conquests. He did not accept the 92-95% 
withdrawals that were bandied about by 
Bill Clinton and Ehud Barak at the time of 
Camp David. The Palestinians, he said, 
should never agree to borders determined 
by Israeli settlements. 

On the other hand, once this was 
agreed in principle, there could be minor 
adjustments to allow for some of the Jew- 
ish settlements to be included within the 
Israeli state. These adjustments, he argued, 
had to be based on negotiation and land 
swaps, and by swaps he meant exchanges 
of comparable land, not the chunks of Ne- 
gev desert that Israel had contemplated of- 
fering for good West Bank farmland. 

Swapping land could work in Jerusa- 
lem too, he argued. His belief that there 
could be no viable Palestinian state that 
did not have all of East Jerusalem, includ- 
ing the Old City, as its capital was central. 
Jerusalem, he would explain passionately, 
held the two sections of the West Bank to- 
gether; it was part of the Palestinian collec- 
tive memory, every stone had its tale. 

He would keep the city united, with the 
Israeli and Palestinian sectors run by sepa- 
rate municipalities but with many con- 
cerns—the environment, sewerage, roads 
—shared in some sort of higher council. 
Crucially, he would allow most of the Jew- 
ish settlements in East Jerusalem to remain 
under Israeli sovereignty—in exchange, he 
argued, for the return of Palestinian- 
owned land on the borders of West Jerusa- 
lem. He pointed out that there was land 
available for this purpose: for instance, an 
abandoned Palestinian village north of 
Bethlehem in West Jerusalem that was still 
largely unoccupied. 

This is not the voice of a moderate, as 
most Israelis (and many of their American 
supporters) conceive moderation. But Mr 
Husseini’s answer, if he were called im- 
moderate, would be to say that the Israelis 
have not, as yet, accepted that peace has its 
price, and that price is the full withdrawal 
from the land occupied in 1967. 

He was unusually sensitive to Israeli 
concerns, above all their demographic 
concern that, at some fairly early point in 
this half-century, the Palestinians in their 
territories will match, and then outnum- 
ber, the Israeli Jews in theirs. But these 
fears, he argued, provide excellent reasons 
for Israel to disgorge Palestinian territory, 
not to hold on to it, waiting for ever-worse 
conflict to develop. “The present is my pro- 
blem,” he said at that interview a year ago, 
looking out over his troubled half-city. 
“The future is Israel's problem.” m 


www.insead.edu/executives 


Fontainebleau 2-7 September 2001 


Performance improvement initiatives require a significant investment from an 
organisation. All too often they need more work and are less successful than anticipated. 
Initial enthusiasm for the customer wears off. Employees become demoralised or 
resentful of the extra demands placed on them. 


Achieving Outstanding Performance is an intensive one week programme designed 
to equip those responsible for these initiatives, with the concepts and tools necessary for 
the task. 


Achieving Outstanding Performance uses a variety of pedagogical tools, together 
with the rich experience of participants, to promote lively debate. Company practices, 
behaviours and beliet wili be challenged. This programme is not for the faint hearted. 


Outstanding performance is achieved through: 


Processes _ | People | Activities 
Hard-wiring processes Motivating and | © Identifying value and 
into the organisation empowering employees non-value added 
Leveraging technology Leadership and activities 
and the internet managerial behaviour Understanding the 

| levers of financial 
performance 


For further information visit the INSEAD website: www.insead.edu/executives or e-mail 
monica.lopez@insead.fr Alternatively contact octavia.liberina@insead.edu.sg 


Achieving Oustanding Performance programmes are run in Fontainebleau, Singapore and South Africa. 


Europe Campus: Asia Campus: 
exec.info@insead.fr execed@insead.edu.sg 
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Tee 


We are always making 


headlines 


We’re used to City’s staff, For undergraduate courses 
students and graduates causinga call 020 7040 8716 

stir. And in our leading journalism 
department we really teach our 


For postgraduate courses 
students to make the news. Posty 


call 020 7040 8014 

Now we've made the news in 

a less welcome way. Reports of 
Se o> nef Ae pF the fire that damaged the upper 

FINAN ada NCIA floor of one of our buildings 

were fanned into a blaze 

of global publicity that For evening courses 

generated more heat than light. call 020 7040 8268 

The damage is being put right, 

we're still standing, and we are 

still open for business - and all 

our other top-rated subjects. 


For executive education 
call 020 7040 8710 


Courses and research 
opportunities in: 


So it's on with enabling our 

students to make an impact. e business and law 
We do this by providing 
excellent education. The figures è health 

prove it. We're ranked the UK’s 

number one undergraduate è engineering, IT 
business school, and in the and mathematics 
top 10 for economics, maths, 

media and music (Guardian e social sciences 
university guide.) All this 

means excellent employment e creative and 
prospects for our graduates. cultural subjects 


If you want to do something 

newsworthy in your career, Visit our website at 
whether you are starting out www.city.ac.uk 
or want to move up the 

career ladder, take a look at 

the courses on offer at City. 


The University for business and the professions 
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International 
4 MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body. 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and international seminars. 
AMBA and EQUIS accredited. 


ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP graduates working in 65 countnes 


Next Session - January 2002 
www.escp-eap.net 


Contact MBA Admissions:mba@escp-eap.net - +33 1 4923 2759 
79 avenue de la République - 75011 Paris 


ESCP-EAP 


European School of Management 


Learn everywhere. Manage anywhere 


Å 


Q, SOLVAY 
pw, BUSINESS 
XJ SCHOOL 


Université Libre de Bruxelles 


Ap 


Intensive one-year programme 
International Faculty 
Cosmopolitan 
setting 

Optional 
specialisation in 
European 
Management 
Hands-on 
curriculum 
Programme in 
English 


Solvay Business School 
Université Libre de Bruxelles 
Av. F D Roosevelt, 21 - CP-145/1 
B 1050 Brussels, Belgium 

Tel: +32 2 65041 83 

Fax: +32 2 650 41 99 

e-mail: mba @ulb.ac.be 


www.solvaymba.edu 


WHY CHOOSE BETWEEN A EUROPEAN AND 
AN AMERICAN MBA? IMM GIVES YOU BOTH! 


www.mostinternationalmba.com 


IMM, the International Master’s in Management, is a joint 
venture of four top schools; Purdue University, USA; Tilburg 
University, The Netherlands; Budapest University of Economic 
Sciences and Public Administration, Hungary; and ESCP-EAP, 
Paris, 


IMM represents the most international executive MBA 

Indeed, every aspect of the program is international: participants, 
campuses, faculty, curriculum, and degrees. It is designed to 
accommodate the needs of executives with demanding schedules 
Participants attend six two-week residencies interspersed over a 
two-year period, with state-of-the-art Internet support year-round 
The residencies rotate among the campuses of the four schools. 


This distinctive, cross-cultural program leads to both an American 
MBA degree (Purdue) and a European MBA degree (Tilburg, 
Budapest or ESCP-EAP) 


THE NEXT PROGRAM STARTS JANUARY 2002 


How can you become one of the 60 international professionals to 
Purdue y P 


+1 765 494 77 00 join the next IMM entering class? Visit our website and discover the 


international meaning of success 


Tilburg 


+31 13 466 86 00 


Budapest 


+36 121002 12 


ESCP-EAP 


+33 149232759 
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Vlerick Leuven Gent 
Manageme Schoo 


CITE 


adadli 


The ¢ one- -year full-time executive MBA programme ofttered by the Vlerick Leuven Gent Management School sharpens up all 


your management skills. The know-how embedded in the academic traditions of Leuven and Ghent is combined with the pre actical input of the innovative 


Flemish business community. And all this takes place right in the centre of Europe, where doing business always acquires an international character. 


www.vlerick.com 


Do you want to find out more about us? Come and see us at one of 
the MBA fairs, browse through our website, or call, write or mail us. 


Vlerick Leuven Gent Management School, Bellevue 6, 9050 Gent, Belgium 
T +32 9 2109899 © F +32 9 2109700 © E-mail: into@vlerick.com 


MOJI 


Information sessions Programmes 


MSc Investment 
Management 


London 


5 June 01 
27 June 01 
Barbican Centre 
London 
6.30pm - 8.30pm 


Master risk - 
invest in your future 


Based in the heart of the City, our degree programmes in 


MSc Mathematical 
Trading & Finance 


MSc Insurance & 


conjunction with the research centres create a unique learning 
environment offering: 


e first-class academic teaching 


e tuition by leading practitioners based at City financial institutions, 
providing the essential link between theory and practice 


e the ideal basis for a career in insurance, financial services and 
risk management. 


For more information please contact: 


The Admissions Officer 


Department of Investment, Risk Management & Insurance 
Tel: +44 (0)20 7040 8680 Fax: +44 (0)20 7040 8885 


E-mail: irmi@city.ac.uk 
www.business.city.ac.uk/irmi 


Risk Management 


eFull-time programmes 
(12 months) 


Part-time programmes 
(24 months) 


Short courses 
(8-10 weeks) 





The Economist June 9th 2001 





Courses 103 








London 


. Business 
Part-time School 


Masters in Finance — 





Pare Masters in Finance (part-time - evenings) 
FINANCE provides the ideal vehicle for those 
wishing to earn a highly respected formal 
qualification and study finance at one of the world’s leading business 
schools. It is practical, career oriented, ngorous, and can be 
completed in 21 months of evening attendance or in 10 months full- 
time. To find out more, contact our Information Officer for a brochure 
or come to an information session at the School at 6.15pm on: 


Wednesday 13 June 
Tuesday 10 July 
Tuesday 14 August 
Nearest tube station is Baker Street 


London Business School's challenging 









FINANCE| 


EVENING PROG 


evening programmes will provide you with 
RAMMES | 

a thorough understanding of macro- 
economics, corporate finance and investments. 


The Economics Evening Programme provides the frameworks and 
knowledge needed to fully understand the international macro- 
economy, current policy debates and the long run forces that will 
produce dramatic changes in the economy. 


The Corporate Finance Evening Programme has a strong emphasis 
on decision making and provides comprehensive coverage of 
financial accounting and analysis, corporate finance, valuation, 
financing and capital markets, including the latest developments. 


The Investment Management Evening Programme is a three-term 
programme covering equity portfolio management, bonds and fixed 
income, and derivatives and derivative-based investment. Each term 
can be taken separately. 

The evening programmes attract experienced managers and finance 
professionals from a wide range of sectors. For a brochure, contact 
our Information Officer. 


Sussex Place 

Regent's Park 

London NW1 4SA 

Tel; +44 (0) 20 7706 6840 
Fax: +44 (0) 20 7723 1788 


ECO8/06/01 


e-mail: mifinfo@london.edu 


www.london.edu 
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Kellogg No. 1 PEN = News and World Report s 
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Get the best of both worlds. Get an MBA, from Kellogg and 

HKUST. 

The Kellogg-HKUST EMBA offers a global management perspective, 

with a specialty on business in China and Asia. World-class professors 

from both universities teach this unique 16-month, part-time program | 
mostly on the weekends, so it's easier to fit into your busy week. The 

degree is offered jointly by both schools. 


Get an MBA with the best students. 

Our EMBA participants creatively complement classroom instruction 
with their expertise and varied backgrounds. They work in finance, 
technology, manufacturing, property, transportation, energy, non- 
profits — a fascinating range. Of the 50 students in the 2001/2002 
class, 30% fly in from across Asia. 


“ Successful managers with diverse backgrounds discuss and 
debate ...the result is a big mass of collective wisdom.” 
Debu Mahapatra, Director, Information Services, Unisys China Ltd. 











“The course has provided a great opportunity to see the big 
picture of the business world after practicing in my specialty 
for a long time. This is achieved not only through class lectures 
but also through the diverse background of my fellow 
classmates. The friendship and learning from this course will 
have a long-term impact in all my future endeavors.” 

Polly Mak, Senior Tax Counsel, Asia Pacific Operations, General Motors 
China 


“As a speaker and a faculty member of this program, | am 
truly impressed with the high caliber of the students.” 
Paul Cheng, Founding Partner, China Key Consultants Ltd. 











“What makes this program special is the blending of top 
schools from East and West. Our unique partnership program 
attracts exceptional executives from across Asia. If the time 
is right for you, find out more!" 
Steve DeKrey, Founding Director 





INFORMATION SESSIONS 

where you will meet professors, alumni: and Students to gat a DELET Ungerstanaing s 

of the program.. 

Date: 20 June (Wednesday) 
15 August (Wednesday) 

Venue: Pacific Place Conference Centre.. ~_ — 
L5 One Pacific Place, 88 QueensWay Ke 

Time: 6:30 —8 p.m. 





For reservation or enquiry, please contact us at | 
Telephone: (852)2358 4180 Fax: (852)2358 1514 
Email: emba@usthk Website: www.bm.ust.hk/emba | 


THE HONG KONG UNIVERSITY OF 
SCIENCE AND TECHNOLOGY 





04 Courses 


Duke University 
Duke Center for International Development 
Terry Sanford Institute of Public Policy “fe 


PROGRAM ON PROJECT APPRAISAL AND RISK MANAGEMENT (PARM) 
October 1—26, 2001, Durham, North Carolina, USA 
This workshop was previously held at HIID, Harvard University from 1985 to 2000 


Learn to evaluate strategies for suc- e Financial Analysis 
cessful business and public project e Project Finance 
appraisal and design, The PARM e Project Negotiation and 
Executive Program presents analyti- Contracting 
cal techniques and procedures for 

e Economic Analysis 


investment evaluation and risk man- | ‘ 
agement in the twenty-first century. ° Integrated Financial, Economic, 
Social and Environmental 


Lectures, applied case studies, group 
discussions, participant presenta- Evaluation 
tions, computer exercises and practi- @ Stakeholder Analysis 
cal use of data resources on the Inter- e Policy Analysis 
net; help improve the knowledge and Risk Analysis 
enhance the skills of participants in e Sustainability Indicators 
these fields. 
PARM Executive Program 
Dr. Graham Glenday & Dr, Fernando Fernholz, Co-Directors 
Duke Center for International Development (DCID) 
Box 90237, Durham, NC 27708 
Tel: 919-613-7333 Fax: 919-684-2861 

Email; DCIDexed@pps.duke.edu Web: www.pubpol.duke.edu/dcid 


The Duke Center for International Development (DCID) also offers a 
mid-career Master's Program in International Development Policy. 


The Management Centre 


Enterprise thrives 


on knowledge 


z e The Leicester MEAS 
p contact - è MSc in Finance 
University of Leicester | @ MSc in Marketing 


Ken Edwards 
Buildin Distance Learning or Campus Based 
University Road 


Leicester LE1 7RH, UK | @ MSc in Management 


os cease ‘teste Full Time Only 


aa OTE | @ Diploma in Management 
Email: Distance Learning Only 
LUMC@le.ac.uk 


Website: A deeper knowledge 


www.le.ac.uk/lumec/ 
| 
Please quote awaits you! 


ref: EC/06 in any 
communication 


University of 





Delivering excellence in University 
teaching and research 


Duke University 
Duke Center for International Development 
Terry Sanford Institute of Public Policy =s 


PROGRAM ON FISCAL DECENTRALIZATION AND LOCAL GOVERNMENT 
FINANCIAL MANAGEMENT (PFD) 
October 22— NOVEMBER 9, 2001, Durham, North Carolina, USA 
This workshop was previously held at HIID, Harvard University from 1996 to 2000 
e International Trends in Political 
Design and implement effective fiscal Administrative & Fiscal Decentralization 
decentralization strategies to improve e Theory of Public Choice & Fiscal 
local service delivery, enhance eco- Federalism 
nomic governance and increase citizen e Allocation of Expenditure & Revenue 
participation. The PFD presents the Responsibilities 
theory, analytical techniques and inter-  Central-Local Government Transfer 
national best practices for implement- Systems 
ing successful decentralization, local © Local Revenue Mobilization Strategies 
financial management and revenue e User Charges, Property Taxation, 
mobilization reforms. Lectures, ap- Business Licensing/Permits, Income & 
plied case studies, group discussions, Sales Taxation 
participant presentations, and com- e Financial Management , Budgeting & 
puter exercises help to improve the Revenue Forecasting 


knowledge and skills of participants, e Debt Financing & Subnational 
Borrowing 


PFD Executive Program, Dr. Roy Kelly, Director 
Duke Center for International Development (DCID) 
204 Science Drive, Box 90237, Durham, NC 27708 
Tel: 919-613-7333 Fax: 919-684-2861 
Email: DCIDexed@pps.duke.edu Web: www. pubpol.duke.edu/dcid 


The Duke Center for International Development (DCID) also offers a 
mid-career Master's Program in International Development Policy. 


Amsterdam 
C Institute of Finance 


In cooperation with the faculty of 
INSEAD 
Upcoming Courses 2001 


(June 20 - 22) 
(July 16 - 18) 


Asset Securitization 
Behavioral Finance 


Measuring and Implementing 
Economic Value Added (August 29 - 31) 
Financial Restructuring - Going Public (Sept. 10 - 14) 
Financial Innovation in Corporate Finance (Sept. 17 - 21) 
Modeling in Project Finance (Sept. 24 - 26) 


Derivatives: Special Topics 
- Volatility (Sept. 24 - 25) 
- Derivatives Pricing with Numerical Methods (Sept. 26 - 28) 
- Credit Risk and Credit Derivatives (Oct. | - 2) 


Acquisition Finance (Oct. | - 3) 
Negotiation Analysis (Oct. 4 - 6) 
Valuation (Oct. 10 - 12) 


For information, please visit our Web site or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +31-20-5200161 


e-mail: info@aif.nl - internet: www.aif.nl 
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MBA” 


of Surrey 


Study Hotel & Tourism Management £ ^ 

in London where you can experience y * iaraa 

all the major chain hotels, gainan eat 
international qualification and also London Hotel School 
improve your English. Courses start every month. Complete one 
year theory and one year's salaried internship in a London Hotel. 


Unparalleled quality, 
outstanding teaching, a 


word-class research base, 


a thriving postgraduate 
sommunity, a free Toshiba 
laptop - and you don't 
even have to attend! 


9° further 


London Hotel School Call us for a brocure 44 20 7665 0000 Virtual learning 


Springvale Terrace e-mail: registrar@ londonhotelschool.com 
London W14 OAE Website: www.londonhotelschool.com 


Freephone: 0800 052 3972 


SeMS, University of Surrey, Guildford, Surrey GU2 7XH SeMS 
Telephone: +44 (0) 1483 879347 Fax: +44 (0) 1483 879511 The postgraduate 


business school of 


Website: www.sems.surrey.ac.uk the University of Surrey 


HIGH QUALITY SMALL GROUP EXECUTIVE EDUCATION 
FOR THE FINANCIAL COMMUNITY 


FINANCIAL MARKETS SEMINAR PROGRAMMI 





QUANTITATIVE TECHNIQUES FOR THE FINANCIAL MARKETS 


Recognized as one of tthe world’s most flexible 
9-13 Jury 2001 & 8-12 OCTOBER 2001, LONDON ECI 


Distance Learning MBA/Masters or DBA/Ph.D 
fore. No bachelors degree required for the 
IBA (or Master's for OBA) if you have significant work 
experience. No time limits, minimum or maximum. MBA 
usually takes one year, DBA two. Transfer students 
welcome. You will not have to study material you 
already know of do not need. No exams, instead you 
write papers. Learn from successful business 
leaders/authors (many are millionaires). Fac 
members wanted. Rushmore University, 1-800-662- 
7622, ec@rushmore.edu, www.distancemba.com 


USING INTEREST RATE DERIVATIVES IN TRADING AND MANAGING RISK 
>.§ JULY 2001 & 2-5 OCTOBER 2001. LONDON EC] 


ORTO 106 6101 


THE ESSENTIALS OF VALUING AND MANAGING EQUITY DERIVATIVES 
16-18 Jury 2001 & 17 OCTOBER 2001, LONDON EC} E-MA 


PRACTICAL YIELD CURVE BUILDING ADMIN @ LONFS.COM 
4 6 Ni 1H) ONDON £ 
bee? da Ji E LU |. | [x | Wes 


Dynamic FIXED INCOME TECHNIQUES WWW. LONFS.COM 
27 20 JUNI 200 | | NDON | { | 


CONTINUING » 
EDUCATION 











INTERNATIONAL COURSES TO FAST 
TRACK YOUR 
CAREER 













CONTINUING One Year MBAs 
in 
European Food and Agribusiness 


International Food and Agribusiness 
Studied in the USA or Netherlands and the UK 







PROFESSITONAT 


DEVELOPMENT 






POSTGRADUATE M.Sc. & DIPLOMA in 


ROYAI 
AGRICULTURAL 
COLLEGI 


CIRENCESTER OPEN DAY - SATURDAY 30° JUNE 


Other Courses Available 


SCHOOL For further details contact Marketing 
OF Tel: 01285 652531 or 


BUSINESS helen.pattinson @royagcol.ac.uk 


www.royagcol.ac.uk 


á BEGINNING 
inance $% 
2002 


PART-TIME PROGRAMME 




















Working with the EU 
+ EAN sie , 
ad i ; encom ' : aa 1 D Institutional Relations 
s PUBLIC AFFAIRS and Public Affairs 


BRUSSELS 


SUPPORTED BY 
Review of technical requisites 


j 7- DAY INTENSIVE PROGRAMME 
Financial markets and products 1-7 July, 2001 
Asset allocation models 
Your fast track @ ideal for those needing immediate 

to Brussels practical insights into how Europe works 


and how best to work with Europe. 


= Equity, currency and commodity derivatives 
— 
interest rates and products 


Numerical techniques @ Keyed to action -with detailed guidance and 
examples on how to lobby, manage corporate 
public affairs and tender most effectively 
For details, please contact within the EU. 


Anne Bonnaud 


Advanced topics and latest research 


For further informatiar ei 


Ms Roz Sainty, CPD Centre W involves some 20 sessions: lectures, case 


e-mail: ecpab@eis. be 


Littlegate House, 16-17 St Ebbes St., Oxford OX1 1PT, UK Tel. +32 (0)2 737 77 46 Studies, visits - all conducted by top Brussels 
| +44 (0)1865 286 954 fax +44 (0)1865 286 934 Fax +32 (0)2 732 75 25 officials and practitioners. 
i) |; roz.sainty@conted.ox.ac.uk 


www.ecpab.com © Personal coaching through group work projects. 
i www.conted.ox.ac.uk/courses/mathsdiploma 
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WASHINGTON INTERNATIONAL UNIVERSITY 


In most fields. Accelerated programs. 
INTERNET Library. Students in 112 


countries, 


ADULTS, EARN YOUR 
DEGREE AT HOME IN 
JUST ONE YEAR! 


Intensive 12-Month M.S. in 


FINANCE 


apply now for Fall 2001! 


Student Comm. Ctr. 144 Ivy www.cse.ogi.edu/CompFin/ 


Lane, King of Prussia, PA 19406 - 
USA, FAX: 610 205 0960. 
E-MAIL: admissions @ washint.edu 


OW 


FAME-ICM 


EXECUTIVE COURSE 


st 


4 GENEVA 2001 


During the past two decades, the FAME-ICMB 
Executive Courses in Finance have become the 
benchmark for executive training in asset 
allocation, risk management, forecasting and 
quantitative analysis. 


IN FINANC 


The emphasis on practical applications and our 
renowned international faculty ensure that 
participants build skills that are directly 
applicable to their daily work environment. 


Yacine Ait-Sahalia June 1 15 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


5 Paul Embrechts June 18 - 22 
MODELING EXTREMES AND DEPENDENCE IN FINANCE 
AND INSURANCE 


6 Salih Neftci August 13 — 17 
FINANCIAL ENGINEERING WITH JAVA AND C++ 


Kevin Wilson August 20 — 24 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


August 27 - 31 
AND FORECASTING 


Francis X. Diebold 
FINANCIAL ECONOMETRI 


Richard Levich September 3 — 7 
EXCHANGE-RATE ECONOMICS AND FORECASTING 


Stephen Schaefer September 10 - 14 
MODERN FIXED INCOME MARKETS: 

RELATIVE VALUE, ARBITRAGE, PORTFOLIO AND 
RISK MANAGEMENT 


11 Philippe Jorion September 17- 21 
GLOBAL ASSET ALLOCATION 


12 Russ Wermers September 24 - 28 
PERFORMANCE EVALUATION AND ATTRIBUTION 


13 René Stulz October 1-5 
INTEGRATED RISK MANAGEMENT 


14 Salih Neftci October 8 - 12 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


15 David Cox October 29 — November 2 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


ERNATIONAL CENTER POG 


FINANCIAL ASSET MARACE MENT AND ENCINET RING 


For more information, please contact: 

Fabienne Scagliola or Béatrice Candolfi 
FAME-ICMB 

Av. Blanc 49, 1202 Geneva, Switzerland 

Tel: +41-22/731 95 55 Fax: +41-22/731 95 75 
E-mail: geneva-courses@fame.ch 

URL: www.fame.ch/executive-education/geneva 


COMPUTATIONAL 


mx 


~w 
VENI 


INTERNATIONAL 
UNIVERSITY 


a 
C 


Venice International University (V. 1. U.) 


INTERNATIONAL CENTER OF ECONOMICS 
AND FINANCE 


‘ Master's Program in Economics and Finance 


January-July 2002 


Applications are invited for a Master's Program to be held 
on the island of San Servolo, Venice, on the international 
campus of VLU. 


The program is aimed at young graduates who wish to 
specialize in the theory and management of financial 
markets in an international context, as well as young 
professionals at the beginning of their career in the financial 
services sector of the economy. 

Courses 

Quantitative Methods for Economics, Economics of 
Uncertainty, International Economics, Corporate Finance, 
Financial Markets, Quantitative Methods for Finance, 
Financial Institutions, Analysis and Prediction of Financial 
Data, International Finance, Risk Management. 


Course-work will be integrated by tutorial activities, 


Fees 


12 million Lira (plus 20% VAT) for the entire program. 
Students admitted to the Program may apply for reduced 
fees which will be offered on a competitive basis, 


Application deadline: September 30, 2001 
For turther details and application form, please contact : 
Venice International University 


International Center of Economics and Finance 
Isola di San Servolo, 30100 Venice-italy 

Tel: +39 041 2719 530 Fax: +39 041 2719 510 
e-mail: icef@viul.viu.unive.it 
http://www.viu.unive.it/icef 


Duke University 
Duke Center for International Development 
Terry Sanford Institute of Public Policy 


PROGRAM ON TAX ANALYSIS AND REVENUE FORECASTING (TARF) 


November 5-30, 2001, Durham, North Carolina, USA 


This workshop was previously held at HIID, Harvard University from 1995 to 2000 


Learn state-of-the-art techniques for 
analysis of alternative tax policies and 
forecasting of revenues, The TARF 
executive program presents computer- 
based macroeconomic and microsimu- 
lation forecasting models. Lectures, 
applied case studies, group discussions, 
participant presentations, computer 
exercises and practical use of internet 
data resources, help improve the partici- 
pants’ knowledge and enhance their 
skills in these fields. Complete a major 
tax modeling exercise of relevance to 
you and your organization using your 


own data. 


è Tax reform and its Implementation 

è Economic and Revenue Impacts of 
Taxation 

e Consumption and Expenditure 
Taxes 

e Trade Taxes 

e Taxation of Income, Wealth and 
Property 

è Revenue Forecasting Techniques 

è Macroeconomic and 
Microsimulation Models 

© Typical Taxpayer Models 

© Forecasting of VAT, Excises, Trade 
Taxes, Personal and Corporate 
Income Taxes 


Dr. GP Shukla, TARF Executive Program 
Duke Center for International Development (DCID) 
204 Science Drive, Box 90237, Durham, NC 27708 

Tel: 919-613-7333 Fax: 919-684-2861 
Email: DCIDexed@pps.duke.edu 
Web: www.pubpol.duke.edu/dcid 


The Duke Center for International Development (DCID) also offers a 
mid-career Master's Program in International Development Policy. 
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Graf Goltz Professor and Director 
BMW Center for German and European Studies 
Edmund A. Walsh School of Foreign Service 


Georgetown University 


(JOB HUNTING INTERNATIONALLY? 
$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 
Europe*Asia*Middle East*U.S.*Affordable/Easy/On Target 


Serving the world’s top executives. EXECUT IV 


T: +1.415.383.6200 F: +1.415.388.5164 J FINDER 



















Georgetown University and the Edmund A. Walsh School of Foreign Service seek a distinguished scholar f 
of Europe to be Professor of Comparative Politics in the BMW Center for Gorman and European Studies 
This position is a joint appointment with tenure in the Core Faculty of the School of Foreign Service and 
in the Department of Government 


We seck a candidate who will also serve as the Graf Goltz Professor and Director of the Center, which is a 
renewable term appointment. The Center offers both an interdisciplinary Master of Arts in German and 
European Studies degree and joint-degree disciplinary-based programs leading to the Ph.D. degree in the 
associated departments of Economics, German, Government, and History 


Directorship responsibilities entail oversight of the operations of the Center and its multi-disciplinary 
faculty and research associates and provision of principal guidance for an active and highly regarded 
program of scholarship and public affairs in the United States and Europe. Georgetown University ts an 
Equal Opportunity/Affirmative Action employer 


JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 


~a- > at scan cee ` = The deadline for applications is October 15, 2001 of until the position is filled 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


Applicants should submit a letter of interest, curriculum vitae, and the names of at least three references to 
Chair, BMW Center Search Committee 
c/o Peter Dunkley 
Associate Dean for Faculty Affairs 
Edmund A. Walsh School of Foreign Service 
301 ICC Bldg. 
Georgetown University 
Washington, DC 20057 


www.careerpath.co.uk 
Fax: Email: 
USA/Canada +1 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia@bkk.loxinfo.co.th 





European 
Investment 
Bank 


A career in the heart of Europe 


The EIB, the financing institution of the European Union, is currently seeking for its Mashreck, Middle East Division - 
Mediterranean and Balkans Department - External Lending Directorate - General Directorate for Lending Operations in 


Lending/Credit Specialist 


Medium and long term lending in and outside the European Union Member States is divided geogropnicaiy into 3 core areas, 
paces = Central Europe and Outside Europe. The Lending/Credit Specialists work in small multinational teams leading 
e project cycle. 


Duties: © Participate in the business development process. * Identify new lending opportunities, in line with the EIB's lending 
pean e Examine and carry through credit operations, including risk assessment. + Analyse and assess private and/or public 

rrowers' performance and competitiveness, financial position, prospects and investment decisions. + Negotiate and define loan 
conditions and security structures. © Liaise with her Directorates on loan appraisals. + Draft financial reports and 
recommendations in English or French. * Follow up key clients/borrowers. 


Qualifications: * University degree and/or post graduate degree in Finance/Economics. * Proven professional experience 
within the banking industry and good knowledge of risk assessment. * Experience and aptitude in direct contact with clients and 

iation of contracts. ® Proficiency in computer applications. + Excellent knowledge of English or French and a good command 
of the other. + Knowledge of other European languages would be an advantage. 


Skills: * Ability to work within a group. * Good inter-personal skills at all levels in a multicultural environment. ¢ Analytical 
approach. © Ability to make judgements on credit risk and guarantees. * Ability to draft clear and concise reports. ¢ Ability to 
work under pressure. 


Applicants must be nationals of a Member State of the Eu n Union. The EIB offers attractive terms of employment 
and remuneration with a wide range of benefits. The EIB is an Equal Opportunities Employer. 


Applications should include a cover letter quoting the relevant reference number and a curriculum vitae in English or 
French, and be sent to: 


EUROPEAN INVESTMENT BANK, Staffing Division, Ref.: OPO1ECO06 
L-2950 Luxembourg. Fax + 352 4379 2545. E-mail: jobs@eib.org 


Applications will be treated in the strictest confidence. They will not be returned. Personal data are protected by Community 
Regulations. For further particulars about the EIB, its remits and how it operates, visit the EIB’s website: http://www.eib.org 
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108 Appointments 


Global 
Entrepreneurship Monitor 


The London Business School/Babson College research programme 
focuses on the role of entrepreneurship in national economic growth. 
It is expanding to incorporate thirty national teams in its third year. 


Research Fellow 
A full-time Research Fellow is required to assist in the supervision of the 
30 national teams, participate in the development of a comprehensive 
data set and contribute to the completion of the third round of analysis 
and interpretation. 


Applicants should have completed a PhD in relevant areas, a broad 
understanding of social science research methodology, and a substantive 
background in entrepreneurship and/or economic development. 


The appointment would be for one year, although there is the possibility 
that it may be extended. 


Please submit CV and application letter with the names of three referees to: 


Professor Paul Reynolds 
Professor of Entrepreneurship 
Regent's Park 

London NW1 4SA, UK 

Tel: +44 (0)20 7262 5050 
Fax: +44 (0)20 7723 8534 
Closing date: 06/07/01 


S10 0010] 
www.london.edu 


London Business School exists to advance learning and research in business and management 


London 
Business 





ActionAid works in more than 30 
countries in Africa, Asia, Latin 
America and the Carribean to 
listen to, learn from and work in 


africa 


regional director - 
based Harare 





www.ConstructionFutures.co.uk 


Senior Economist and Graduate Economist London 
Construction Forecasting & Research Ltd (CFR) is a leader in 
economic analysis of the construction and related industries. 
We produce a range of forecasts and reports for the UK and 
Europe and conduct surveys. Our consultancy practice is 
varied ranging from market research to skills issues. 


As part of our expansion plans, we are looking for a senior 
economist to deploy their professional skills and to help in 
developing the business. The successful candidate will have a 
minimum of five years experience in business-related 
economics, including consultancy experience. Knowledge of 
the construction or related sectors would be welcome but is 
not a pre-requisite. He/she will have good writing and 
presentation skills, be able to operate as part of a team and 
work to deadlines. A competitive package and rewarding long- 
term career prospects will be offered. 


We also require a graduate economist to join the team. 
You will need strong academic qualifications and the ability to 
work well with others. Variety is guaranteed and proven 
ability will lead rapidly to project and client management. 
Please apply in writing before 29 June to Alan Armitage, 
Managing Director, Construction Forecasting and Research 
Ltd, Vigilant House, 120 Wilton Road, London SWIV IJZ or 
to alan.armitage@which.net 

Note both posts require UK work permits and are based in 
London. 





campaign head 


ELIMU - international education campaign 


£22,956pa 


partnership with over 5 million 
poor people to help them realise 
their potential and secure their 
basic rights of food, water, 
education, healthcare, and the 
chance to earn a living. 


We believe that by fighting 
poverty together — working with 
poor local communities, national 
governments and international 
organisations — we can help bring 
about real and lasting change to 
the lives of poor people. 


CVs with covering letter and 
names of two referees should 
be emailed to 
Jobs@actionaid.org.uk 
PLEASE QUOTE THE 
APPROPRIATE REFERENCE 
NUMBER. Please note, only 
shortlisted applicants will be 
contacted. 

Charity no. 274487 


C£35,000 pai {after tax + housing & benefits) 


ActionAid is looking for a visionary leader with a strong 
belief in social justice and positive civic action to join 
our International Directors’ team during a period of 
exciting change. This is a senior position in the 
organisation, reporting to the Chief Executive. 


ActionAid currently works in about 20 of the poorest 
countries in sub-Saharan Africa. Together with our 
Country Directors and their national teams you will 
ensure that we make a distinct and sustainable 
contribution to the eradication of poverty and injustice 
in the region. You will represent the Africa region 
internationally, provide strategic direction and build on 
the existing programme and innovative organisational 
culture. 


Your strong record of leading civic action for 
empowering the poor at the micro and macro levels 
within the African context will have developed your 
understanding of the causes of poverty, gender 
inequities and marginalisation in Africa. At least five 
years senior management experience in initiating and 
managing change processes, and strong links with the 
African women's movement and key development 
actors in the region are critical to success. 
Ref: 0105-01. Closing date 15 July 2001. More 
information about this post is available on 
www.actionaid.org. 


A dynamic leader with considerable project 
management skills is required to co-ordinate our 
International Education Campaign (ELIMU), currently 
involving ActionAid staff in 18 countries. 


As Campaign Head you will provide strategic direction 
and leadership to the international campaign and 
ensure implementation of agreed plans through 
participation in international networks, Coalitions and 
policy advocacy forums. 


This is an exciting opportunity for an outstanding 
communicator with experience of developing and 
implementing participatory and empowering advocacy 
Strategies to turn our campaign goals into reality. You 
should possess excellent leadership and project 
management skills and be able to work within a multi- 
locational, horizontal team on one of ActionAid'’s key 
policy Campaigns. 


The post may be based in any location where there is 
an existing ActionAid office with significant support and 
inputs into the Campaign and where international 
telecommunications and travel facilities are readily 
available. Ref: 0105-08. Closing date 29 June 2001. 
For an informal discussion about the post, please 
call Koy Thomson on 0044 20 7561 7561 or 7316 


act:onaic 
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® = Universiteit Utrecht 


Faculty of Social Sciences 


The faculty of Social Sciences at Utrecht 
University, The Netherlands, chair for economics 
offers an assistant professorship for an 


Economist fim 


with a deep knowledge in macroeconomics 
and institutional/evolutionary economics 


The position requires a sound theoretical back- 
ground and experience in empirical research. 
ideally the candidate holds a PhD in economics 
and has teaching experience. 

The teaching responsibilities will include 
macroeconomics and institutional/evolutionary 
economics (undergraduates), mainly for the 
economics program of the Utrecht University and 
the University College Utrecht. The candidate 
must be prepared to learn the Dutch language. 
Research of the chair in economics is interna- 
tionally comparative from a dynamic and 
institutional perspective. 


We offer a full-time position on a fixed term 
contract with the option of tenure after one 
year. A part-time appointment (80% of a full- 
time job) is negotiable. The salary ranges from 
Dfi 78,000 to Dfi 122,000 (Euro 35,395 to 

Euro 55,360) per annum on a full-time basis, 


More information can be obtained from 
Prof Dr R. Schettkat, tel. +31 30 2535554 or 
Dr J.P.G. Reijnders, tel. +31 30 2532011. 


Your written application (including detailed 
Curriculum Vitae, a list of publications and a 
copy of three of your most relevant publica- 
tions) is expected within ten days after publi- 
cation of this advertisement. it should be 
addressed to: Faculty of Social Sciences (FSW), 
Personeel & Organisatie, 

Vacancy number 69127, 

c/o D. van Ginkel, 

PO Box 80140, 3508 TC UTRECHT, 

The Netherlands. 
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THE UNIVERSITY OF HONG KONG 





The University of Hong Kong is a leading international 
comprehensive research university in the Asia-Pacific region, 
with more than 100 teaching departments and sub-divisions of 
studies and learning, and more than 60 research institutes and 
centres. There is currently an enrolment of more than 17,000 
students (6,500 at postgraduate level). Research students are from 
more than 48 countries. The medium of instruction is English. 
The University is committed to its vision of globalisation, 
together with excellence in scholarship and research. 


Dean of Faculty 
of Business and Economics 


Applications are invited for appointment as the first Dean of the 
new Faculty of Business and Economics (Ref: RF-2000/2001-421), 
tenable from as soon as possible. Appointment will be made on a 
5-year fixed-term basis, The position carries the status and title 
of Professor. 


The Faculty of Business and Economics has just been 
established at the beginning of 2001 through the amalgamation 
of the School of Business and the School of Economics and 
Finance and is the University’s newest Faculty. It offers degree 
programmes at the undergraduate, master’s and doctoral levels. 
Student enrolment in the Faculty includes 1,200 
undergraduates and 500 postgraduates. The Faculty offers 
MBA programmes in Hong Kong and Shanghai that have been 
consistently rated as among the best programmes in Asia. 
There are some 70 full-time faculty members, with key research 
areas in accounting, economics, finance, information systems, 
management, marketing and business strategy. 


The Dean will be expected to undertake close liaison with the 
business, financial and economic spheres outside the University 
at the local and international levels. Much of the Dean's duties 
will therefore be outwardly directed, promoting the image and 
furthering the mission of the Faculty, while the day-to-day 
management issues will be the province of the two School 
Directors. The Dean is expected to take a strong leadership role 
in positioning the new Faculty as one of the leading schools in 
Asia. The major qualifications for this position include a 
substantial and successful record of scholarship, professional 
excellence, and proven administrative experience. The successful 
candidate must demonstrate a commitment to excellence in 
business, finance and economics education, and have a vision for 
developing these disciplines in a diverse society which is 
undergoing rapid changes. 


The University reserves the right not to fill the post or to fill 
the post by invitation. 


Annual salary [attracting 15% (taxable) terminal gratuity] will 
be within the professorial range of HKD1.2M+ (approx. £107,746, 
sterling equivalent as at 23 May 2001) with starting salary 
depending on qualifications and experience. At current rates, 
salaries tax will not exceed 15% of gross income. Attractive 
benefits package will be offered to the successful candidate 
{comprising senior staff passages, leave, medical and dental | 


benefits, an allowance for children’s education in Hong Kong and < 
a financial subsidy under the Home Financing Scheme for f 


reimbursing either the actual rental payment or the mortgage 
repayment up to the relevant maximum entitlement). 


Further particulars and application forms can be obtained at 
http://www. hku.hk/apptunit/; or from the Appointments Unit = 
(Senior), Registry, The University of Hong Kong, Hong Kong | 


(Fax (852) 2540 6735 or 2559 2058; e-mail: apptunit@reg.hku.hk). `` 


Closes 13 July 2001. 


The University is an equal opportunity employer and 
enjoys a smoke-free environment 





INTERNATIONAL TRIBUNAL FOR THE LAW OF THE SEA 
‘TRIBUNAL INTERNATIONAL DU DROIT DE LA MER 






REGISTRAR 


The office of the Registrar of the International Tribunal for the Law of 
the Sea will become vacant by 1 July 2001. The Registrar is elected 
by the Tribunal from among candidates nominated by its judges. The 
duties of the Registrar are specified in the Rules of the Tribunal, 
especially in article 36 thereof. | 





Expressions of interest may be conveyed to the President of the 
Tribunal. These should be accompanied by relevant information 
concerning suitability for being considered as a candidate, including 
proven managerial ability, knowledge of the United Nations system, 
_ present occupation, academic and other qualifications, knowledge 
of languages and any previous experience in law and especially law 
of the sea, diplomacy or the work of international organisations, age 
and nationality. The Registrar shall receive a salary that is applicable 
at the level of Assistant Secretary-General under the United Nations 
common system. 











The closing date for receipt of expressions of interest is 30 July 2001. 










The President 
International Tribunal for the Law of the Sea 
Am internationalen Seegerichtshof 1 
22609 Hamburg 
Germany 







Fax: 00 49 40 3560 7287 
email: rao@itlos.org 










The Commonwealth Secretariat 
+ An association of 54 independent Commonwealth countries 

+% Provides a global service to about one-third of the worid’s population 
+ Bridging the gap between developed and developing 

l CONMONWEAR countries 








Chief Programme Officer 
Economic Affairs Division © 





We a aim to og a i giobal leader D sing even higher standards to promote iivesiaticasl ade 
- relations, financial debt management and macro-economic issues. We continue to build on our 
strengths of consensus positions within the international arena, policy advice on economic issues 
and enhancement of economic institutions of small states and least developed countries. 
Reporting to the Deputy Director, your responsibilities will include: 







= Monitor and analyse economie policy issues and developments in the mternational trading 
system. 

* Develop documents on trade policy through collaboration with international organisations, such 
as, World Trade Organisation and UNCTAD. 

* Able to demonstrate strategic thinking, policy formulation, analytic and advisory skills and the 
ability to build relationship and influence at all levels. 

Confident, inspirational, eager to enjoy challenges and able to communicate easily at all levels, 

you'll also have a good understanding of the way economic and trade relations impact on people 
and sinall states as well as developing countries. 










A graduate or post-graduate calibre with at least five years experience in economie research and | 
analysis, ideally you will have demonstrable experience of policy development and enhancement 
{in Commonwealth countries. 

¢ The appointment is for a period of three years in the first instance and is open to nationals 
of all Commonwealth countries. 
* Acompetitive international package (as applicable) is provided ana appucalion: 1s by detailen 
CV which should be forwarded oniy afier applicants haye rec 
available fronx- 
Gladys Mhone - Personnel & Staff Development Department, 
Commonwealth Secretariat, Marlborough House, 
Pall Mall, London SWLY SHX, UK 
Tel: [44] 020 7747 6181; Fax: [44] 020 7747 6520: 
k E-mail: g.mħhonc@commonwealth int 
Closing Date: 9* July 2001 
_ We regret that it will not be possible to acknowledge applications individually. Only shortlisted 
candidates will be contacted. 
. The Commonwealth Secretariat is an Equal Opportunity Employer with a website at: 



































| AMNESTY INTERNATIONAL USA 
Campaign Director 





The director of AIUSA’s campaign unit is responsible for developing, strategizing and =- =< 
implementing major thematic and country-specific Campaigns in the United States and. cf 
in coordination with the global Amnesty International human nights movement: The cs 
director is responsible for the coordination across the movement of the campaign aoe S 
strategy including communications, grassroots mobilization. outreach, and Uoo 
government advocacy. The Director also manages staff that oversees campaigning enoo f 
corporate factors, short-term issues as well as a corps of volunteer country specialists: 
Based in Washington, DC. 

Qualifications: Bachelor's degree and 5 years’ successful experience with grassroots 
organizing and managing campaigns. Must have excellent writing, verbal, and 
organizational skills. 



























Seng resume and cover letter, including salary history by June 20 to: | 
Amnesty int. USA, Attn, Human Resources, 322 Eighth Ave, NY, NY 10007 or ernai 
cpinnock@aiusa.org. AISA is an EOE. www.arnnestyusa.org 






DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? if you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast international assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306@compuserve.com _ 


Resame 
Broadcast € 
Iimernational 


$ Resume Broadcast international 

P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 1 
Email: 102224.3306 @ compuserve.com f 


N 





Research Associates 
Environment and Development 


Economics 
£23,775 - £44,078 (Under Review) 


The International Institute for Environment and Development (IED) 
requires researchers at all levels, for exciting work on the econornics 
of environment and development. Potential areas of work include: 


* Globalisation and sustainable development. 


» Market-based approaches to environmental management. 
e The political economy of natural resources. 

e Valuing environmental costs and benefits. 

e Sustainable developmental indicators. 


Applicants should have a post-graduate degree in economics or 
equivalent, and a minimum of two years’ relevant professional 
experience in the developing world. Salary will be commensurate with 
experience, plus pension and other benefits. 


For further information and an application form, please write 
to the Personnel Department, HED, 3 Endsleigh Street, 
LONDON WC1H ODD, UK; fax +44 (0)20 7388 2826 
or email Personnel@iied.org Alternatively, all details are also 
available, and can be downloaded, from our website at 
www.iied.org Only completed application forms will be 
considered. Closing date for applications: 15 July 2001. 


HED aims to be an equal opportunities employer and welcomes 
applications from all areas of the community. 
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DIRECTOR OF COMMUNICATIONS & MARKETING 


PLAN International is a not for profit organisation helping children in the developing world, It raises funds and 
delivers programs in 38 countries. PLAN's vision is of a world in which all children realise their fudl potential in 
rights and dignity. PLAN’s International Board has recently agreed a global identity. 
This will align operations in all 38 countries and provide one focus for all communications and marketing. 


societies which respect people's 


Against this background, PLAN wishes to recruit an 

experienced and established communications and 

marketing expert to take on the strategic role of Director 

of Communications and Marketing. Responsible for 

-E developing a communications strategy and for leading 
| global communications and marketing initiatives, as 
well as influencing local communications and 

marketing. The successful candidate will have an 

influential role in the organisation and will raise the 


Applications, in the form of a comprehensive CV and covering letter including remuneration details, 
should be made to: Claire Lane, Heidrick & Struggles International Inc., Consultants in Executive Search, 
100 Piccadilly, London WIV GEN, Fax: +44 207 491 5991 Email: lac@h-s.com 

Closing date for applications is 22nd June 2001. 





HEIDRICK & STRUGGLES 


MORE THAN 70 OFFICES WORLDWIDE 


Executive Jobs 
$50 000-91 Mion + Pkg. 
“Targeted Mesume Mailings 
of 84.1 Millon Co. Database 39 Countries 
-o PSSE Exec, maiied 3k letters. Had 27 celis, 3 oilers &. 
| Paccepted S17oKepky as VP, 
4 °S200k Exec., unemployed, mailed 12k letters. Had 
: Ae gails, 3 offers and started at $32Sk+pkq as CFO. 
© f Executive Job Finder 
mai Phone: 4.415.383.6200 Fax: 1.415.388.5164 
Fo www. ExecutiveJobFinder.com 








iia ntments 
Wa nted 





SPECIALIST 


With extensive experience. 
Seeks interesting well renumerated 
European/Global protects/retainers. 


E-mail: acdf35@ dial.pipex.com 
| Web: www.acdi35.dial. pipex.com 






















- MOTIVATION ~ WHEELCHAIRS FOR 
A DEVELOPING WORLD 


waas oth ation ag ok 


Sustsinability Manager - Gsuhlish sustainable 

Hnaicing systema for wheelchair programmes in 
| developing ccamifios. Pinancial background coupled 
wih experignce of development and sustsinabiliy 
iae required. LIK based. Plexibiliy and extensive 
overseas travel remei. 

LLP ACT - DGOS negotiable. Closing: Iira Jane OF 
| baire Gavin H1275 464812, gavin @motivationorgak. | 


“Gary HAMEL SEEKS _ 


Senior RESEARCHER 
Gary Hamel, one of the world's leading 
management thinkers and chairman of 
Mraleges, an international consulting 
company, seeks a Bay Arca-based 
senior research colleague. Position 
requires MBA or PhD (preferred) with 
exceptional research, conceptualization 
and writing skills. 
For additional details: | 
institute@strategos. com 





Business Opportunities 


. EXCLUSIVE DISTRIBUTORS SOUGHT 


World’s Hottest Product - 
recipient of U.S President's Excellence Award! 


| P Your opportunity to enlarge your business or start a new one! 
i Visit www.The-Trap.com and call 1-949-833-8883 
or email Rami@The-Trap.c com 
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profile of PLAN globally - as a development organisation 
having a significant impact on the lives of children. 














Candidates will be et ucated to degree level or 
equivalent, with a minimum 10 years’ experience in 
international communications and marketing. The 
ability to lead and motivate a team is key. Good 
organisation and project nanagement skills are needed, 
as is the diplomacy and skill to influence and head a new 
centralised function in a de-centralised_ organisation. 














Director of the Oxford Internet Institute and 
Professorship of Internet Studies 











The University wishes to appoint as quickly as possible the founding Director of the 
newly created Oxford Internet Institute (see http:/Avww.admin.ox.ac.uk/po/oii, The 
Director will also be the Professor of Internet Studies. 








The University is looking far an academic with international research standing and 
considerable leadership skills, including the ability to stimulate debate on the public 
‘policy aspects of the Internet. The appointment offers a unique opportunity to shape 
a new interdisciplinary venture, examining the impact of the Internet an society. 





A fellowship at Balliol College, where the institute is located, is attached to 
the professorship. 









Applications {eleven copies, but only one from overseas candidates). naming 
three people who have agreed to act as referees on this occasion should be 
received not later than 16th July 2001 by the Registrar, University Offices, $ 
Wellington Square, Oxford OX1 24D, from whom further particulars may be | 
obtained. Further particulars may also be accessed on the Web . 
(http://www.admin.ox.ac.uk/p/. 


The University is an Equal Opportunities Employer. 


112 Travel 


EUROPE'S LEADING LIGHT 


Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 


network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


s The Qualiflyer Group 


CROSSAIR 


For further information contact your local travel agent 
or, +44 845 607 3000, www.crossair.com 





#@*LONDON'A® 


wt Quality serviced apartments offering best value Bg 

for money. Our apartments offer great savings 
compared to hotels. Fully serviced, private 

a bathroom, kitchen, TV. telephone. central R 


heating, elevator 
a Centrally located in Kensington area a 


@ Tourist Board Approved E 
Ashburn Garden Apartments 

a 3 Ashburn Gardens St 

5 South Kensington, London SW7 4DG, UK 


www.ashburngardens.co.uk 
WE = info@ashburngardens.couk E 


Tel: ++44 207 370 2663 
LS Fax: ++44 207 370 6743 I 
BEEBE EEBES 


Appointments 


CUT THE COST OF YOUR 
STAY IN LONDON 


Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V. 
central heating, elevator, maid service, resident 
manager. Suit 1-2 persons. 


Brochure by AirMail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, London SW7 1AQ. 


TEL: 020 7584 4123 Fax: 020 7584 9058. 
info@ ksftats.demon.co.uk 
www.ksfiats.demon.co.uk 


EXECUTIVE DIRECTOR 
REQUIRED 


The Board of Governors of the Sustainable Development Policy Institute (SDPI), 
Pakistan, invites applications for the position of Executive Director for the Institute. 
SDPI is an independent, non-government research institute, established to provide 
advice to public, private and voluntary organizations, and to undertake policy- 
oriented research and advocacy on issues of public interest. SDPI is dedicated to 
research on sustainable development under the overall umbrella of Pakistan 
National Conservation Strategy, otherwise known as Pakistan's Agenda 21. 


The Executive Director will report directly to the Board of Governors and will carry 
overall responsibility for fulfilling the mandate of the institute. S/he will be 
responsible for maintaining a coherent and multi-disciplinary approach towards the 
work of the institute and should have demonstrated skill in building and leading 
teams. The Executive Director must have the ability to represent the institute 
externally and internally, and to win the respect and confidence of senior officials in 
the government, non-government and private sectors. 


The ideal candidate should have a PhD in a discipline related to sustainable 
development; extensive experience in the development, advocacy and 
implementation of policy at the national and international levels; excellent written 
and oral communication skills; a willingness and ability to enhance the institute's 
funding; at least 10 years of experience in direction and management of a multi 
disciplinary policy research program, particularly in areas that impact sustainable 
development. 


The 5-years post in based in Islamabad and carries a high profile both nationally 
and internationally. Applications are invited from qualified and experienced 
candidates. SDPI offers a competitive package of salary and benefits. Interested 
persons should respond with a detailed CV and names of three referees to the 
Secretary, Board of Governors Search Committee, SDPI, # 3, UN Boulevard, 
Diplomatic Enclave-1, G-5, Islamabad, Pakistan. Tel: 92-51-2270674-5, 2278134, 
Fax: 92-51-2278135, E-mail: fatima@sdpi.org not later than July 15, 2001. In order 
to ensure a smooth transition, the successful candidate will work as an Interim 
Executive Director, with the existing Executive Director starting in February 2002 
for a period of six months. 


SDPI 


ee fee ey ee 





Women are especially encouraged to apply 


Courses 
COLLEGE DEGREES 


DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S., M.S., Ph.D. Many fields. No classes 
NO COST evaluation! Send resume 


R ers are rec 


fo make appropriate enquiries and take 
appropriate advice before sending money, 
mcurring any expense or entering into a 
binding commitment in relation to an 


advertisement, The Economist Newspaper 
Limited shail not be liable to any person for 
loss or damage incurred or suffered as a result 
of his/her accepting or offering to accept an 
invitation contained in any advertisement in 
the Economist 


6400 UPTOWN BLVD NE + SUITE 398-W 
Dept. 34 + ALBUQ., NM 87110-USA 

34 @contunyniversiy edu 
1-800-240-6757 











Business & Personal 


CANADA.. 


ust one click away 


Free online oo! em on, M hours per day, 7 days per week 
Abrams & Krochak 
Canadian Immigration Lawyers 


OFFSHORE COMPANIES 


* Ready made companies 

* Full corporate administration 

* Trade services (U/C, shipping) 

* Banking/Accounting services 

* China business development services 

Contact Stella Ho for immediate services 
& company brochure 

NACS LTD 
Room 1108, Albion Plaza, 2-6 Granville 
Road, T.S.T., Kowloon, Hong Kong 
E-mail:nacs@nacs.com.hk 

Tel: (852) 2724 1223 
Fax: (852) 2722 4373 


a = =Z — 


OFF SHORE 
TAX-FREE 


Companies world-wide 


Formation and administniton of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 


U K. - LONDON 
LAVECO Lid. 
Tei.: +44-207-556-0900 
Fax; +44-207-556-0910 
_E -mail: london laveco.com 


HUNGARY 
Tel.: +36-1-217-96-81 
Fax: +36-1-217-44-14 
E-mail: hungary@laveco.com 


ROMANIA 
TeL: +40-92-326-329 
Fax: +40-1-313-7177 
E-mail: romania@laveco.com 





CYPRUS 
Tel.: +357-4-636-919 
Fax: +357-4-636-920 
E-mail; cyprus@laveco.com 


www.laveco.com 


Manage your own 


broker account ! 
stock. laveco.com 


New Zealand 
www.bluewaters.co.nz/crystalwaters.html 
Sull the land of milk and honey 

Magnificent coastal development/lifestyle 
land block in sub-tropical beach environment, 
£1.17m. View at 
www.bluewaters.co.nz/crystalwaters.himl 
further ee č- ae 


Fax +464 9 309 0245 


fshare, 
www.com-exp:com 

High quality service 
& cost-effective prices 
United Kingdom 


Telre44.(0) 20 76369618 Fax: +44 (0) 20 76369617 


it: econ@Pcom-exp,.com 

Delaware Oe 
Sth Flok H s 
(US incorporations only) , picna | tga 


314 t, 
Tel: 42.0902) 478 4460 pidge 9 
Pale: +1 (302) 478 4467 


e-mail: econ-del?com-exp.com 


Company ci E | Express 


FINANCIAL 
SERVICES 


Finance 
Refinance, Acquistion, Construction 
Minimum USS10M 
World-wide 
Competitive Rates 


Secured Investments 
Preferred Minimum USS10M 
however accounts can be opened 
with as little as USS200,000. 
Currently paying 2-3% pem. 


Available to guarantee cash 
deposits, lenders, contracts etc, 
Minimum USS10 million 


Deal direct 
Euroasian Investments Ltd. 
Hong Kong, Nassau, Sydney 


Initial inquiry 
Fax +44 20 7900 2808 
investments(@euroasian.com 


Pa SWITZERLAND 


Lake Geneva & Alps 
Attractive properties, overlooking views, 1 to 
5 bemoan, SFr 250°000. Sale to Non- 
Swiss citizens authorized. Leadi 
established in 1975. Experience. 

REVAC S.A. 


52, Montbrillant, CH-1211 GENEVA 2 
Tel. +441 22/734 15 40, Fax 734 12 20 
www.revac.net 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 





EST. 1989 SERPORGHE LONDON: For immediate, friendly advice, please contact: 


on Aa \ t our FT Magazine Reci ended interactive webs y 90-100 Sydne ‘halen 
LICENSED CO. k >> 1 FREE a hure, FREE detail chmoe A S 39-100 Sydney St., Chelsea Helen paraa UL B (Hons), Dip. Law, AO! Janson Lotery B.Sc (Hons) 
& TRUST MANAGEMENT 


Ce ma 





London SW3 6! iJ t aa ai 
’ E-mail: helen@sctorou p.com t-mal j|anson@sctgroup.com 


i WW. scfgroup. com/ec/ my T+ (0) 2 0 ekusi ccia Charles Baker M.A. (Hons) 


Fax:+44 (Ø) 20 7795 00 E-mail: charles@scigroup.com 

















OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS, INSURANCE COMPANIES 


Ship & Yacht Registrations, Bank A/c’s, US Public Shells for Sale for Reverse Mergers to "Go Public” in the US 
Fully-Comprehensive Packages - ALL OFFSHORE JURISDICTIONS - Tax Planning Schemes 
Innovative and cost-effective solutions to PROTECT your ASSETS and MINIMISE your TAXES 
Best Prices Available Worldwide - Special Offers 
http://www.global-money.com, http://www.flagsofconvenience.com 

gmc @global-money.com Faxes: +1-416-3525168, +3120-5241407 
GLOBAL MONEY CONSULTANTS S.A. - FLAGS OF CONVENIENCE S.A. 


Established in 1985 











rua cenmons| Ne qi ton www.ICSL.com 


WRITE OR SEND YOUR MANUSCRIPT TO 


LONDON W1B 2HS. UK = - The offshore professionals since 1977 


Wwww.minerva-press.co.uk 


ND TRUSTS EXPERTLY FORMED AND ADMINISȚ ERE 
“ISTERED 


COMPANIES A 
LONDON,UK IRELAND USA & CANADA 
Peyman Zia, Director Eilish Murphy Jerry Bakerjian BBA, Director 
INTERNATIONAL COMPANY INTERNATIONAL COMPANY INTERNATIONAL COMPANY 
SERVICES (UR) LTD, SERVICES (IRELAND) LTD. SERVICES (USA) INC, 
Tel: +44 20 7493 4244 Tel: +353 1 661 8490 Tel: +1 954 943 1498 
Fax: +44 20 7491 0605 Fax: +353 1 661 8493 Fax; +1 954 943 1499 
LONDON -~ Richard Cook Email: uk@ICSL.com Email: irl@ICSL.com Email: usa®ICSL.com 
Tel: +44 20 7317 0600 www.ICSL.com is a registered business name of International Company Services Limited 
Fax: +44 20 7317 0610 


LUXEMBOURG - Eveline Karis 
Tel: +352 224 286 
Fax: +352 224 287 


FINLAND - Till Sahlgren 8% (fon) Since 1987 The Sovereign Group have been 
Tal: +358 9 6969 2569 i ea ; i 
Fax: +358 9 6969 2565 assisting individuals and companies to achieve 


HUNGARY - Laszlo Kiss as eon savings in tax. We provide afullrangecoionsshr —>E>E>e 


Tel; +36 1 351 9959 and offshore services designed to save tax for VISIT OUR WEBSITE 
Fax: +36 1 351 9958 , SovereignGroup.com 
CYPRUS you and/or your company. Call us and we will 


Anastasia Yiannakou mua be pleased to show you how our services 
Tel: +357 2 673 211 
Fax: +357 2 673 463 


MADEIRA - 0 Fiske De Gouveia 


FOR OUR 110 PAGE COLOUR BROCHURE BS MBA, WSL MM CIA LOA 
P k +3512 17 
CW Forster (Director) ee crn Tel: +351 291 201700 


Fax: +351 291 227144 bp = 
oop). Tre usiness 
> CREDIT CARDS | Florence Nathan acs 
a ACCEPTED Tal: +65 535 3382 & p e r S £ r a i 


WORLD WIDE e Fax: +65 535 3991 
Grosvenor Court, Tower St. Ramse HONG KONG 


oa 
isle of Man, IMG 1A, Great Britain Erona cnoi vn tax solutions 
E +852 / 
TEL: +44 1624 815544 S Fax: +852 2521 1190 
FAX: +44 1624 817080 
E-mail: economist@otra.com HONG KONG ISLE of MAN oner rag nin 


Stuart Stobie Poul Brennock Simon Denton William H. Byrnes 
Tet +852 2542 1177 to! +44 1624 699800 tet 444 (0)20 7479 7070 Tei +1 (305) 474 2468 


WWW.OCra COM —_ Bey verses ieo fae an 700 4406 ra 1 008) 474 2469 
a m = es usa © SovereignGroup.com 


hk@SoversignGroup.com iom@SovereignGroup.com vuk@SovereignGroup,com 
1509002 94 Certificated » A member of the Estate and General Group established in 1935 





can save you money and maximise the 
value of your assets. 
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CONDUCT BUSINESS IN INDIA. 
WITHOUT BUMPING 
INTO THE LOCAL TRAFFIC. 


The Taj Group has over 50 properties across India. Ideal 
for both business and leisure travel. All Taj city hotels are 
conveniently located in or around the business districts. With 
internet connectivity in all rooms, luxurious suites, round 
the clock business facilities and restaurants best described as 
legendary. Select hotels even offer Taj Club / Executive Floor 
benefits like complimentary breakfast, cocktail hour and 


"< 





nnouncements 


WANTED: 


INSPIRATIONAL ENVIRONMENTALISTS - 
£25,000 REWARD 


Are you passionate about the environment? Do you have the 
inspiration to create a practical solution to an environmental 
problem? Would you like £25,000 and the support of an elite 
network of renowned environmental practitioners to turn your 
dreams into reality? 


It doesn’t matter who you are or where you come from 
you can come up with such a solution, you could win the latest 
St Andrew's prize. 


Candidates (or teams) from all walks of life and from any part 
of the world are invited to participate in the 2002 St Andrews 
Prize, an internationally acclaimed initiative, co-sponsored by 
the University of St Andrews and Conoco, the international 
energy company. 


airport limousine transfers. To ensure you arrive in good shape. Full details and further information on the Prize and how to 


enter are on the St Andrews Prize website: 
www.thestandrewsprize.com, 
or they can be obtained by contacting: 


The St Andrews Prize Office, University of St Andrews, 
St Salvator’s College, St Andrews, Fife, 
KY16 9AL, Scotland. 


Phone: +44 (0) 01134 462161 Fax: +44 (0) 1334 462590 
Email: prize@st-andrews.ac.uk 


SPECIAL RATES 
PER NIGHT TILL 30°" SEPTEMBER 2001 


(ALL RATES INCLUDE BREAKFAST) 





MUMBAI (BOMBAY) 


The Taj Mahal Hotel * 


Superior Room (Sgl) US$ 160 





Taj President 


Standard Room (Sgl) US$ 115 


Tenders 


NEW DELHI 


The Taj Mahal Hotel * 
Superior Room (Sgl) 


Taj Palace Hotel * 
Superior Room (Sgl) 


THE EASTERN AND SOUTHERN AFRICAN TRADE 
AND DEVELOPMENT BANK (THE PTA BANK) 


REQUEST FOR BIDS INVESTMENT BANKING ADVISOR 


The Eastern and Southern African Trade and Development Bank (The PTA Bank), a 
regional trade and development bank, currently domiciled in Nairobi, was established 
in November, 1985 with the objective of financing projects and trade activities in 
Member States of the Common Market for Eastern and Southern African States 
(COMESA), The current membership of the Bank comprises Burundi, Comoros, 
Djibouti, Egypt, Eritrea, Ethiopia, Kenya; Malawi; Mauritius; People’s Republic of 
China, Rwanda, Somalia, Sudan, Tanzania, Uganda, Zambia and Zimbabwe. The 
African Development Bank (The AfDB) is an institutional shareholder of the Bank. 


Further details on the Bank can be found on its Web Site: viz. www.ptabank.co.ke 


US$ 150 


US$ 130 
BANGALORE 


The Taj West End, * 


Superior Room (Sel) US$ 130 


Taj Residency, Bangalore 
Standard Room (Sgl) 


CHENNAI (MADRAS) 


US$ 90 


In order to augment the Bank's resource base, the Bank wishes to engage the services 
ee ‘ of a reputable, experienced and competent Investment Banking firm to provide 
Taj Coromandel services principally in the following areas: 


Superior Room (Sgl) (i) Raising of resources for the Bank's Project and Trade Financing activities in the 
> US and European capital and money markets as well as other markets, Such 
Taj Connemara activities will include the use of an array of instruments that would include 


Standard Room (Sgl) 


among other things, Bonds, Commercial Paper, Lines of Credit and Syndicated 
Loans etc; 


US$ 85 
CALCUTTA 


Taj Bengal * 
Superior Room (Sgl) 


Assisting where appropriate with the identification and structuring of bankable 

transactions that can utilise resources raised. Any transactions identified and 

referred to the Bank in this way, will be subjected to the Bank's normal credit 

US$ 120 appraisal review, and 

(iii) Development and issuance of other financial products which will elevate the 
Bank’s international profile; 


* Members of The Leading Hotels of the World 
(iv) Any other investment banking services which the Bank may from time to 
FOR RESERVATIONS ask for ‘Taj Summer Bonanza’ at aiies 
www.tajhotels.com or The Taj Reservation Network, India. 
Fax: (91-22) 287 2719, Email: trn@tajhotels.com ga 
© Taj toll free reservation lines: UK: (0800) 282 699, 
France: (0800) 908 338, Germany: (0800) 1852 615. T A 
© Your local travel agent / planner (access code TJ 

Hotels Resorts 
and Palaces 


Further details on this invitation for bids can be found on the Bank's web site: viz. 
www.ptabank.co.ke 
The sealed bid documents should be addressed to: 


The President, 
Eastern and Southern Africa Trade and Development Bank 
Bishops Road, NSSF Building, PO Box 48596, Nairobi, Kenya 


Fax: 254-2-711510 


The closing date for submission of bids is June 25th, 2001. 


on the GDS.) © Call Utell or The Leading Hotels 
of the World reservation offices. 
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GOVERNMENT OF MALTA +» MINISTRY OF FINANCE + PRI VATISATION UNIT 





PRIVATISATION OF MALTA INTERNATIONAL ARON PLC 


PAAA REN LET AN iN I BOREL AEI ANEA ATA TAT A ARAL ra a Er EA RE RRR ia hanin aee AeA e OEE ERIE BESSA AETA E ANAM V a aAA APA ET LNA BAAN EAT EAE ATEOA A A RA MANY E Tari a 





The Government of Malta, through the Privatisation Unit, intends to privatise Malta International Airport pic by way of the sale of | 

a substantial interest. It is intended that prior to conclusion of the sale of the shares, MIA will be granted a licence for the operation of- 
the airport on an exclusive basis. | 
For this purpose, the Privatisation Unit, assisted by a consortium led by BNP Paribas as its exclusive Financial Advisor, is seeking 
expressions of interest in the proposed transaction, 


Applicants may express interest singly or as a consortium and must provide evidence that they satisfy both of the following conditions: = => 
¢ Control or manage and operate at least one airport servicing international civil aviation that has had a passenger flow of 

a minimum of 2 million passengers per annum for the last 2 years; and 

* Have a minimum of USD 100 million or equivalent in Net Asset Value. 





After successful pre-qualification and execution of a confidentiality agreement, applicants will be provided with an information package 
providing detailed information on the proposed transaction. = 


The closing date for receipt of expressions of interest is June 30, 2001 at 5:00 p.m. (Malta time). 


Expressions of interest, with appropriate supporting documentation demonstrating compliance with the conditions outlined above, 
should be addressed to: 


BNP Paribas Attention: | 

Corporate Finance Michele Positano (Tel: + 33 1 42 98 61 48) 
3, rue d’Antin e-mail: michele. positano@bnpparibas.com 
75078 Paris Cedex 02 Olivier Chazelas (Tel: + 33 1 42 98 67 05) 
France e-mail: olivier. chazelas@bnpparibas.com 


Facsimile: + 33 142 98 10 78 
The Government of Malta reserves the right to accept or reject, at its sole discretion, anv Expression of Interest received pursuant to this announcement. 


Since EOLIE PERT OEE leak IERA, OEA AE LIEN E OVE OER E EAEE AE ETE TI EETA 


Ei wieta staninitam nain nenniuinnanaannananaa nn AIDA PAAAVO NATAAN DA NRN MA NANN A A AAA AL AAEN AAAA AGARA D D A LAA SAA MA AAA A OMAN SEM CH A INA SEAL AA GANAO NA AAAA SALAA ATAA AAAA AA AAA AA AAA Io A AE ee dtl AS AAA AAA AAA AAAA inaani EA tal a AA AAA A Aa a NAAPA AAA A AAAA AM DAADAA AA ATAN ALAA NEE ANA AAAA AEA AAA VAA A A 


° Fellowships 





ae 


PRINCETON UNIVERSITY Ñ. 


Woodrow Wilson School of Public and International Affairs 





Master’ ’s Degree i in Public Policy: 
A One-Year Program for Midcareer Professionals 


f For further information, Our M.P.P. program provides rising leaders in the international and domestic policy are- 
call us at (609) 258-4836 nas.an opportunity to expand their organizational skills and intellectual breadth to com- 
sf Or e-mail us at pete in an increasingly complex global environment. 
_ | mpp2@princeton.edu 
| or visit our website at ‘The Princeton Difference. The resources of the Woodrow Wilson School and Princeton 
www.wws.princeton.edu/ 


| University. provide the ideal setting for this rigorous one-year residential program. The 
School’s faculty, curriculum, and research facilities are recognized throughout the world 
for excellence. 


- degree/mpp.html 


Woodrow Wilson School 


Master’s Degree in 
Public Policy Financial Assistance. Our generous policy meets the full demonstrated needs of all 


ee ‘er admitted students. More than three-quarters of graduate students at the School receive 
Princeton University | 
Princeton, NJ 08544-1013 financial aid, which for most includes full tuition and a stipend for living expenses. 
ce | Thanks to a grant from the Christian A. Johnson Endeavor Foundation, special funding is 
< | Applications must be received by available to candidates from the nonprofit and nongovernmental sectors. : 


ke: | i January 2, 2002. 





Sp - Qualifications. Applicants must possess a minimum of 7 years of professional experience 
{ The Woodrow Wilson School also- in domestic or international government agencies, and/or experience in the nonprofit sec- 
ie offers. a two-year Master’s degree tor. Successful candidates demonstrate creativity, leadership, a commitment to public 
| in Public Affairs (M.P.A.) and a service, and the intellectual capacity to thrive in a demanding: academic setting. 
moe Ph. D. degree program. des : 
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Economic and financial indicators 





Overview 
Output, demand and jobs 


i % change at annual rat 
There was more encouraging news from the ANANG AKANA ar 














Th nomist poll ; ; 
euro area. Unemployment fell slightly, from GDP ee ae paren a a 
8.4% in March to 8.3% in April. Producer- qtr lyear 2001 2002 1year 1 year latest year ago 
price inflation also edged down, from 4.2% Australia +43 +21 Q1 +21 +39 +31 %* +30 @ 6.9 May 65 
in March to 4.1% in April. Only retail sales Austria ooo +17 +26 06 +21 +24 = 5.0 Mat -13 Feb 37 Apr 37. 
spoiled the fun; after a disappointing decline Belgium +18 +24 M +25 +26 +57 Mart +52 Mar 10.2 Apr 10.5 
of 0.4% in March, volume was up only 1.6% Britain tt 26 A ee n = 0.8 Ap + 9.9 Ape 5.1 Mart 5.8 
ona year earlier. Canada +25 +26 aif +22 +31 0. +07 Mar + 3.0 Mar 70 Ap 6.8 
Denmark +49 +11 4 +18 +22 +52 Mar = 0.6 Fe 5.4 Mar 53 
Revi sed fi gures from America showed th at la- France EEEE + 2.0 eae + es 2 J ae Q 1 +24 peee + 2.5 mai a +19 re Mi ar EREA + 1.9 ons Mar Pane eats 8 3.7 Apt hie 9. 9 
b ductivity’s rate of chanae fell to Germany +15 +16 @ +1416 +23 č +14 Mar -0.6 Mar 9.3 May 96 
our productivity s rate o g Italy Von 423 42k 7a -0.3 Mar -0.2 Mar 9.9 Jan 11.2 
eight-year lows inthe first quarter, Rather japan J30 438 +05 +13 -39 a. ara G8 Ap 48 
than dropping by 0.1%, as originally re- Netherlands +02 +20 0 +26 +29 | + 2.0 Mar -3.1 Feb. 2.0 Ap 2.7 
ported, non-farm output per hour sank by Spain +29 +37 4 +28 +30 -37 Ma na — BS Mar 148 
1.2%. Some good news tempered the bad, Sweden +24 +26 04 +24 +29 +62 Mar +23 Mar 37A 4T 
though: the unemployment rate fell, forthe Switzerland +74 +25 0 +19 +2łi +50 04" = 0.6 Feb 17 Apr 21. 
first time in eight months, to 4.4% in May. United States +13 +25 Qt +16 +29 0 = 10 Ap +2.53 Ap 4.4 May 4.4 
The markets made steady gains after Alan Euro area +28 +30 Q4 +22 +25 +30 Mar + 16 Mar 8.3 Apr 9.0 “^ 
Greenspan, the Federal Reserve chairman, *Not seasonally adjusted. tNew series. tJan-Mar; claimant count rate 3.2% in April. 8feb-Apr. 
suggested that stable inflation could pave 
the way for another cutin interest rates. 
Prices and wages 
Canada’s current-account surplus ballooned Change at annual rate The Economist poll 
to US$22.2 billion in the year to the first Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
guerie: ooo bet yearago 2001 2002 1year _ yearago 1year _yearago 
Australia +60 U +28 _ +36 +23 +532 A +56 +36 U +29. 
The Nikkei indexin Japan has lost 9.3% since Austria +29 Am +19 +19 +14 +31 May +27 +25 Mar + 24 
closing near a six-month high on May 7th. Belgium č + 3.1 May +22 +21 +18 + 3.8 Mar +86 +19 Q + 33. 
More, and worse, news on the state of Japa- ete Soran Lia Ap tad 7 ne +E? a Re a ot eee I oe A ae R + Aita t a P 
/ : nada + 3.6 Ap + 2. +2. + 2, + 2,7 àp + 5. + 1.3 Mar + 3. 
nese banks’ bad loans came out this week. erg aaa Finca a a a aa aN 
, , France SiS Ar eid sis -gibo +29 Arp +35 +50 04 + 3.4 
Sterling fellto a 15-year low against the dol- Germany 255 My Fie +23 >i5 RO A a eT er 
lar. Thecurrencylost1.2%intrade-weighted italy +30 May +25 +25 +19 +43 Apr +54 +26 Ap + 21 
terms as the Labour Party's gains in pre-elec- Japan -0.4 Ap -08 — -04 -03 +13 Ap -04 +02 Ap +22 
tion polling raised expectations of an early Netherlands +49 Ap +21 +40 +23 +56 Ap +73 +33 Ap +34 
entry to Europe's monetary union. Spain 440 Apr 30 33 t26 L OB Ap ST ee A + 2á 
Sweden +28 Ap +11 + 1.9 +17 +33 Apr +33 + 2.1 Mart + 3.4 
Switzerland +18 May +16 +12 +12 +09 Ap +28 + 0.21999 + 07. 
United States + 3.3 Apr + 3.2 +2.9 +24 +3.7 Ap +36 +43 May + 3.6 


LARNER ARIA NN a Neen ship feed page EA AR A AAA IOAN EURO RRT AA UR I A RCNA RIAN ARA nm vame aea ameen inea nem adie A A a NA a aan shanna 


nin mupaainpunaramspnanuqernnasa ins nananana aaan manmanan NN RRP EN TRANCE menin in na 


Data on more countries are available to 
subscribers on www.economist.com 








*Not seasonally adjusted. 
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The Economist commodity price index 











World bond market (Salomon)? 427.7 


Capital International index includes individual markets listed above plus eight others, in dollar terms. 


In euro terms. | Morgan Stan 
$Salomon Smith Barney World Government Bond Index, total return, in dollar terms. 














































Money and interest rates 
1995=100 
Money supply* Interest rates % p.a. (Jun 6th 2001) ~ %changeon 
ib % di on wid ago 3-mth money market 2-year 10-year gov'tbonds corporate May 29th = Jun 5th ie vast 
narrow broad latest yearago gov'tbonds latest year ago bonds Dollar index 
Australia +13.5 + 7.0 Apr 4.95 6.17 5.34 6.00 6.12 7.34 All items 10.4 70.2 sh. «hd 
Britain +77 + 7.9 Apr 5.16 6.13 5.18 5.05 5.11 6.69 Food 673 67.4 3 i6 » 74 
Canada +11.4 +44.8 Apr 4.30 5.55 4.80 5.71 5.92 7.36 Industrials ~ - - = 
Denmark +15 -= 3.5 Apr 5.00 4.77 4.77 5.27 5.56 7.20 All 14.6 73.9 IgA ag 
Japan +60 +27 Ap 0.01 0.03 0.04 1.22 171 1,364 E ee 
Sweden + 5.8 ~ 0.3 Apr 4.03 3.93 4.49 5.23 5.00 5.36 : : : : 
Switzerland -2.2 +2.4 Ap 3.15 3.11 3.10 3.43 3.89 409 Nels 75:4 TAG ee -39 
United States - 0.1 +10.4 Apr 3.94 6.58 4.09 5.25 6.12 7.03 Sterling index 
Euro areal +18 +52 Apr 4.45 4.65 4.26 4.97 5.05 5.59 ‘Allitems 78.3 785-04 +23 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds.* New series. Benchmarks: US 30-year Euro index 
5.65%, Japan No.231 1.26%. Central bank rates: US fed funds 4,00%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. All items 108.4 108.8 _+2.3 + 7.6 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, WEFA Yen index 
Group, Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. All items 90.0 89.7 = 33 wks 
Gold 
Stockmarkets $ per oz 274.55 265.75 +0.2 -80 
Market indices West Texas Intermediate 
% change on $ per barrel 28.83 27.77 +05 -7.0 
2001 one record Dec 31st 2000 * Provisional. t Non-food agriculturals. 
Jun 6th high low week high inlocal in$ 
currency terms 
Australia (All Ordinaries) 3,355.2 3,370.7 3,094.3 + 0.5 - 0.5 +64 -17 
Austria (ATX) 1,235.9 1,237.4 1,052.2 + 44 -28.9 +15,1. + 3.9 
2,896.9 3,030.4 2,591.6 + 3.0 -21.3 - 42 -13.6 
5,901.5 6,334.5 5,314.8 + 18 
8,194.4 9,348.4 7,415.5 + 1.1 
Denmark (Copenhagen 922.2 1,002.1 818.3 + 0.6 -11.2 En = ee 
France (SBF 250) 3,532.2 3,820.2 3,107.9 + 0.6 -19.6 - 6.3 -15.5 
CAC 40 5,496.5 5,998.5 4,824.8 + 1.0 -20.6 - 7.3 -16.3 
Germany (Xetra DAX) 6,192.4 6,795.1 5,388.0 + 2.5 -23.2, -37 -13.2 
1,697.1 1,948.4 1,609.6 - 1.3 -11.4 
Japan (Nikkei 225) 13,174.8 14,529.4 11,819.7 - 2.4 -66.1 - 44 -94 A E 
(Topix) 1,307.5 1,441.0 1,162.0 - 17 -54.7 +19 -34 ot ee = ) 
Netherlands 590.0 642.3 518.3 +13 -15.9  -7.5 -16.5 RAYN \ Acs % 
Spain (Madrid 916.7 963.9 818.6 + 1.0 -20.0 +41 - 61 PA\ NIT eS 
Sweden (Affarsvariden Gen) 253.2 292.7 217.2 + 1.0 -36.7 - 87 -21.0 
Switzerland (Swiss Market) 7,581.4 8,135.4 6,574.0 + 0,3 - 9.9 - 68 -15.9 
United States (DJIA) 11,070.2 11,337.9 9,389.5 + 1.8 - 5.6 + 2.6 + 2.6 
(S&P 500) 1,270.0 1,373.7 1,103.3 + 18 ~16.9 -38 - 38 
Nasdaq Comp) 2,217.7 2,859.2 1,638.8 + 6.4 -56.1 -10.2 -10.2 
Europe (FTSE Eurotop 300) * 1,457.6 1,545.5 1,279.0 + 0.9 -14.5 - 4.9 -14.3 
Euro area (FTSE Ebloc 100)* 1,306.7 1,404.1 1,143.9 +12 -157 -61 -153 
World (MSCI 1,128.3 1,249.2 1,014.6 +08 -22.0 na å -7.5 
447.8 426.2 + 0.3 - 68 na -35 























Trade, exchange rates and budgets 

Trade balance*, $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted! per per per per balance 

months latest 12 mths % of GDP, forecast Jun 6th yearago $ £ euro ¥100 % of GDP 

2001 2002 Jun 6th year ago 20014 
Australia 2.6 - 12.9 - 2.4 - 2.5 72.5 76.1 1.95 1.70 2.71 1.65 1.62 0.1 
Austria - 5.1 Feb - 4.2 Mar - 2.5 - 2.4 99.6 100.3 16.3 14.4 22.6 13.8 13.5 -0.6 
Belgium + 12.8 Mar + 11.6 Dec + 4.1 +43 98.0 99.2 47.6 42.2 66.4 40,3 39.6 0.7 
Britain - 44,3 Mar -245 % -20 -2.1 106.6 104.8 0.72 0.66 - 0.61 0.60 1.2 
Canada + 40.4 Mar +222 M + 1.5 + 1.1 79.1 80.0 1.53 1.48 2.13 Rew Aer 2.6 
Denmark + 5.9 Mar + 3.7 Mar +14 + 1.5 100.9 101.0 8.81 7.80 12.3 746 7.31 2.9 
France + 0.9 Mar + 25.0 Feb + 1.8 +18 100.5 102.0 7.75 6.86 10.8 6.56 6.43 -0.5 
1.92 -1.7 
é , ; -1.3 
Japan + 98.9 Apr +110.5 Mar + 2.2 + 2.2 142.9 154.7 120 106 168 102 - -6.3 
Netherlands + 16.5 Mar + 16.0 Q1 + 3.7 + 3.8 96.8 98.1 2.60 2.30 3.63 2.20 2.16 1.3 
n - 39.1 Mar — 17.3 Feb - 2.9 - 2.6 73.5 74.3 196 174 274 166 163 nil 
Sweden + 11.0 Mar + 5.5 Mar + 2.2 + 2.2 74.6 84.6 10.91 8.70 15.2 9.24 9.06 3.6 
Switzerland - O.4 Apr + 31.1 Q4 +11.8 +114 107.1 105.1 1,80 1.64 2.50 1.52 1.49 na 
United States -454.6 Mar -434.9 04 - 4.2 - 4,0 120.4 108.9 - - 1.39 0.85 0.83 2.1 
Euro area - 4.5 Mar - 32.6 Mar - 0.3 - 0.2 76.2 80.3 1.18 1,05 1.65 - 098 -0.6 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990=100, Bank of England. OECD estimate. 
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Overview 
Economy 
In the 12 months to May , Brazil's trade defi- % change on year earlier Latest 12 months, $bn Foreign 
citwidened to $1.8 billion, as outbr eaks of GDP Industrial Consumer Trade Current reserves“ 
foot-and-mouth disease curtailed its beef production prices balance account $bn, latest 
exports. The country’s industrial production China +81 u 4115 Ap + 1.6 Ap +22.3 Apr +20.5 2000 178.0 Feb 
rose by 6.1% in the year to April, down from Hong Kong ee +25 ù «02-06,  . Sth we. ALG App +88 œo ` 115.1 Apr 
7.7% in the year to March. India +60 a +13 Mar +23 Am — -57 Aw -54 a 399 Apr 
Indonesia +40 +45 04 +10.8 May +26.1 Ap +55 @ 22.1 Apr 
Year-on-year economic growth in the Philip- Malaysia 43.2 a | 0.3 Ap +16 Ap +15.6 Aw +84 06 26.8 Mar 
pines slowed to 2.5% in the first quarter, the  Phitippines +25 u - 2.0 Mar +65 May + 7.3 Mar +94 n 12.8 Mar 
smallest rise for two years. This coincided Singapore ie emia $45.0. SOB- la a oe ee 21.8 u 77.6 Mar 
with a slower 12-month growth in consumer South Korea + 3.7 022+ 5.7 Aap 54 My +15.0 May +14.0 Apr 9 314 May z 
prices; inflation fell to 6.5% in May. Taiwan tT = 5.9 Ap = 0.2 May 420.6 apr +12.0 o 110.6 Mar 
Thailand + 3.1 04 ~ 1.8 Mar + 2.8 May + 3.1 Apr + 6.9 Apr 31.5 Apr 
Inflation in Turkey accelerated to 52.4% in Argentina 2.6% +86 ap - 0.2 Ap +15 Ma -94 à 20.5 Apr 
May. That figure was better than expected, Brazii a ao eLa MEL ao ITE toy 266 a 34.1 Mar 
however, and the country’s stockmarket CAN zaan Cae aE : oe a 
gained 9.8%. Colombia +18 a +30 Mor +79 May +06 Mar -01 s 97 Ar 
Mexico +19 a = 19 Mae vp = 95 am 17.8 ct 403 a 
Aal EAEE -0.9 Ap 763 Ma +26 May OA Mar  =i7 Q o ooo 8.2 Mar 
Venezuela +35 m na +12.6 May +17.5 Nov +12.5 @ 11.5 Apr 
Egypt + 6.5 zoot + 9.4 2000f +24 Mar 204 ù% OB o 12.9 Feb 
Israel tt a TAO Ma +42 Aap o 5 Ar OF 08 235 Ap 
South Africa +27 a +18 mar +65 Aaw — +37 Ap -05 a 62 Ma 
Turkey +83 04 ~ 7.6 Mar +52.4 May -26.3 Mar ~ 8.1 Mar 18.5 Apr 
Czech Republic + 3.9 04 +98 Ma +46 Aw 3.6 Ap -27 Gt 130 Apr 
Hungary RE 497 Ap +10.3 NT Ap NS Aw 
Poland 42A 6 +36 am + 66 Aw 10.0 Ap -88 Ap 27-1 Mar 
Russia +68 04 + 5.2 Ap +25.0 May +60.7 Mar +45.9 m 25.9 Mar 
*Excluding gold, except Singapore; IMF definition. tear ending June. 
Financial markets 
Currency units Interest rates Stockmarkets — Ya change ono 
i per $ —_ per £ short-term Jun 6th Dec 31st 2000 
Jun 6th yearago Jun 6th % p.a. one in local in$ 
week currency terms 
China 8.28 8.28 11.5 na 2,328.3 +13 +6.2 +6.2 
HongKong 7.80 779 109 3738 à ăć 13,576.0 +12 -10.1  ~10.1 
India oo T S T E E T E E TC 
Indonesia ` 11,195 8,635 15,604 16.53 397.6 -2.8 -45 -17.5 
Malaysia 3.80 3.80 5.30 003.30 0 5641 12 070 a170 
Philippines 50.7 42.4 70.7 10.25 1,389.5 -0.5 -7.0 ~ 8.4 
moa eae oS oe eau st aa cc See ee Er 
South Korea 1,286 1,113 1792 5.78* 5977 49 +18.4 +16.5 
Taiwan 344 307 475 410 5,2204 +32 +10.0 +69 4 
Thailand 45.3 38.9 63.1 3.50 310.5 +0.1 +15.3 +10.5 
Argentina 1,00 1,00 1.39 9.38 439.2 +2.6 +5.3 +5.2 
mu es 5 ee eee ae ee Te E Ae eT 
Chile § 607. 525 B46 i tit 3.64** 54356 +03 | +14.6 +56 
Colombia 2,303 2,126 3,210 ` 12.73 8720 © ~0.5 +22.3 -+18.8 
Mexico 912 gat. 1&7 1421039 -790 +31 °°» | +20.1 +26.5 
Peru 3.55 349 49 1288 ` 1,408.8  —- TERI +16.6 +15.8 
Venezuela 715 679 997 (KH T159 17. +136 4114 
Egypt 3.87 3.46 5.40 9.08 6,238.9 ~5.8 ~18.6 ~18.2 
oi a eae Vala? 7 T ee or ae a ae 
South Africa 8.09 69 11.3 10.59 9,332.9 -0.3 +12.1 +49 
Turkey 1,170,000 610,765 1,630,746 |! 59,00 117331 +98 +243 -288 
Czech Republic 40.3 37.8 56.1 5.07 426.5 ~ 4.5 -10,9 ~16,7 
Hungary 296 27) 21213 6,993-46 0.2 10.9 -149 , 
Poland 4.00 4.34 5.58 17.08 — 15,244.9 ~ 1.6 ~14.6 -11.8 
Russia t”*” 22 28.3 40.7 25.00 213.4 +38 +517 +489 
EMF(MSCI)} 1.00 1,00 139 ma o 3307 -06 na — -14 
EMBI+8 1.00 1.00 1.39 na 215.9 +2.7 na +6.5 


*Last week's rate, **Inflation adjusted. ttn dollar terms. Emerging Markets Free. 83.P. Morgan Chase's Emerging Markets Bond Index 


Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economie Trends. 
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Data on more countries are available to subscribers on www.economist.com 
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introducing New York's new landmark condominium residences: 

One Central lles at AOL Time Warner Center. Two crystalline towers crowning an unprecedented confluence of culture, entertainment. technology 
and sophistication. With Central Park, the world's greatest natural urban green lying before it, One Central Park will define Five Star Living at The 
Center of ie Magnificently appointed residences starting on the 52nd floor are estimated up to $10 million. Full floor, 8400 sq. ft. custom 
penthouses are priced upon request. For more information please call 212-957-0600 or visit us at www.onecentralpark.com 


ONE CENTRAL PARK 
AOL TIME WARNER CENTER 


The Center of everything > 
One Central Park - South Tower, 25 AOL Time Warner Center, New York. New York 10019 Sponsor COLUMBUS CENTRE RESIDENTIAL LLC 
Avenue, New York, NY 10022 Exclusive Marketing and Sales Agent: The Sunshine Group, Ltd 


This is not an offenna. No offering can be m de until an offering plan is filed with the Department of Law of the State of New York. This advertisement is made pursuant to Cooperative Policy Statement No. 1 issued by the 
New York State Attorney General. File No CP-01 Ry 18 
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an affiliate of The Related Companies. L.P. 625 Madison 





THERE'S ONLY ONE 
AIRLINE IN TUNE 
WITH THE RHYTHMS. 
OF INDOCHINA 


With more flights to more 
destinations, no other airline off 
a better service around Indochi 
and Myanmar. En route you'll ea 
miles with Royal Orchid Plus, As 
premier frequent flyer program 
and enjoy gracious Thai hospita; 
from our dedicated flight attendar 
Explore legendary Indochina or 
THAI, Asia's legendary airline. 
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A SURVEY, AFTER PAGE 58 


Japan's rising prefectural governors 
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The music industry fights back 
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Bush, Europe and global warming 
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ARE THE BEST 


OPPORTUNITIES: 


FOUND IN BULL MARKETS? 
OR IN BEAR MARKETS? 


Quite frankly, it doesn't matter whether the glass is half full or half empty. It's what your investment bank 
does with the water that counts. Our 28,000 employees, top-ranked research and $10 billion in equity 
give us the global clout to execute complex transactions, even in the toughest financial conditions. 


Because it's not enough for clients to succeed in bull markets. They have to succeed in any market. 


CSFB | EMPOWERING CHANGE, : 


issued by Credit Suisse First Boston (Europe) Limited: regulated for investment business in the UK by 
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Bush's grand tour 








George Bush arrived in Eu- 
rope. First stop, Spain, on his 
way to NATO's headquarters 
in Belgium, then to Gothen- 
burg in Sweden to meet 
summiteering EU leaders, and 
on to Poland and Slovenia. Big 
issues: missile defence (“We'll 
do it our way”) and global 
warming (more research 
needed, no resuscitation of 
Kyoto). Vladimir Putin, Rus- 
sia’s president, will later meet 
Mr Bush in Slovenia. 


Ariel Sharon, with seeming re- 
luctance, and Yasser Arafat, 
with real reluctance, accepted 
a Middle East ceasefire bro- 
kered by George Tenet, the 
CIA's director. Israel said it 
would start to pull back its 
troops if the ceasefire held. But 
Mr Arafat has to sell it to a 
deeply suspicious Palestinian 
people. 
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Source: Economic and Social Research Institute 


Yet another recession seems to 
be hitting Japan. GDP con- 
tracted by 0.8% in the first 
quarter compared with the 
previous quarter at an annual 
rate. The current-account sur- 


of 
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plus shrank in April by 24% 
compared with a year earlier, 
as the slowdown of the world 
economy affected Japan's ex- 
ports. The yen slid more 
against both the dollar and 
euro. 


Timothy McVeigh was exe- 
cuted in Terre Haute, Indiana. 
The Oklahoma City bomber 
went to his death without any 
real apology to his victims. 


Europe's bigger problem 
Enlargement of the EU goes 
ahead anyway, claimed the 
European Commission, after 
Ireland’s voters rejected the 
Nice treaty, by 54% to 46%. I'll 
ask them again, said Ireland's 
prime minister, Bertie Ahern, 
wiping omelette off his face. 


Masochists queued up to lead 
Britain’s Conservative Party, 
after yet another general- 
election trouncing and the res- 
ignation of its leader, William 
Hague. Tony Blair reshaped 
his cabinet. Out as foreign 
secretary went Robin Cook, to 
be replaced by Jack Straw, 
hitherto home secretary. 
Women now hold seven (of 
23) cabinet seats. 


Britain’s European partners 
imposed on it a European di- 
rective on workers rights that 
requires companies to consult 
staff about job cuts and other 
restructuring. Employers 
moaned. The pound fell 
against the euro as entry to the 
single currency looked 
increasingly likely, but not at 
the pound’s current high rate. 


Bulgarians prepared to elect a 
new parliament on June 17th. 
Likely winner: their ex-King 
Simeon’s party. 


In Germany, media leaks re- 
vealed proposals from a 
national commission to allow 
more immigration for non-EU 
skilled workers. Fine by me, 


said the interior minister, Otto 
Schily. Not by us, said many 
voters. The Christian Demo- 
crats faced both ways. 





Silvio Berlusconi took office 
as Italy’s prime minister. His 
number two: the post-fascist 
National Alliance’s Gian- 
franco Fini. A ministry 
(institutional reform and de- 
volution) for the Northern 
League’s Umberto Bossi. Trea- 
sury minister: Giulio 
Tremonti, a former tax lawyer. 
Foreign affairs: Renato Rug- 
giero, once at the WTO. 


Inflation in Europe gave cause 
for concern. British and French 
inflation, both at 1.8% in April, 
increased to 2.1% and 2.3% re- 
spectively in May. Spain's 
inflation hit 4.2% from 4.0%. 
Luxembourg, Greece and Nor- 
way all recorded faster price 
rises as well. 


Ethnic Albanian rebels in 
Macedonia said they were 
ready to “demilitarise” but 
only as part of a peace plan 
implemented by NATO. War 
in Macedonia, and NATO's 
possible role there, was high 
on the agenda of the Brussels 
summit of western leaders. 


Africa's past and present 

A Belgian court sentenced two 
Rwandan nuns to 12 and 15 
years in prison. A university 
professor got 12 years anda 
former government minister 
20. They were responsible for 
helping to murder 7,000 peo- 
ple as part of the genocide in 


Rwanda in 1994. Heavy fight- 
ing between the army and 
rebels was reported in the 
country’s north-west. 


Zimbabwe's government 
raised the price of fuel by 
nearly 70%, deepening an 
economic crisis. The country’s 
main trade union said that 
over three-quarters of 
Zimbabweans already live be- 
low the poverty line. 


Berbers continued their prot- 
est against the Algerian 
government with a huge de- 
monstration in Algiers. 


After President Thabo Mbeki 
intervened, South Africa's 
government struck a deal with 
the mining industry over new 
legislation designed to in- 
crease involvement by black 
entrepreneurs. 


Calling charges 


i Phones are down 
Nokia's share price, markka 
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Nokia, the world’s biggest 
maker of mobile phones, saw 
its share price plunge after re- 
vealing that sales growth 
would be lower than forecast 
and that second-quarter pro- 
fits would suffer. Nokia insists, 
however, that sales will im- 
prove as new technology is 
introduced. 


Standard & Poor’s down- 
graded the debt of Lucent 
Technologies, a struggling te- 
lecoms-equipment maker, to 
junk status. Higher borrowing 
costs will not help the firm. 
Nor will contracting demand 
for telecoms equipment. 


>> 





> The board of Eircom, Ireland's 
former monopoly telecoms 
operator, is to recommend a 
€2.9 billion ($2.5 billion) bid 
from Valentia, a consortium 
headed by Tony O'Reilly, an 
Irish media tycoon. 


The chief executive of Sonera, 
a partly privatised Finnish te- 
lecoms operator, resigned, 
hinting that government inter- 
ference was to blame. The 
firm, heavily indebted after in- 
vesting in third-generation 
mobile licences, is now leader- 
less while rumours abound of 
a takeover by Sweden's Telia. 


British Telecom and Deut- 
sche Telekom agreed to share 
the building of third-genera- 
tion mobile networks in 
Britain and Germany. The 
companies could save up to 
€4 billion ($3.4 billion) be- 
tween them. BT raised £2.3 
billion ($3.2 billion) from the 
sale of property in Britain. 


Religious rights 

In another battle linked to 
America’s separation of 
church and state, the Supreme 
Court decided to allow the 
opening of American schools 
to religious groups for after- 
hours meetings. 


A crowd of 4,000 coca farm- 
ers and labourers looted a 
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town in Colombia, in a prot- 
est at a United States-backed 
campaign of aerial spraying of 
drug crops. 





At least 39 people were killed, 
and thousands evacuated 
from their homes, by land- 
slides and flooding after days 
of heavy rain in Ecuador. 


Asian anxieties 

A Muslim gang holding hos- 
tages in Basilan, an island in 
the Philippines, said they had 
beheaded an American in re- 
taliation for an army attack. 


North Korea agreed to a 
South Korean plan to promote 
tourism between the two 
countries. The United States 
opened talks with the North 
on security matters. 


At least 1,000 people have 
been executed in China so far 
this year as part of its “strike 
hard” campaign against crime. 
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Axa questions 

Claude Bébéar, chairman of 
the supervisory board of Axa, 
a huge French insurance com- 
pany, and Henri de Castries, 
its chief executive, were ques- 
tioned by police investigating 
money-laundering at Pan- 
EuroLife, a Luxembourg 
company owned by Axain 
1996-98. PanEuroLife is sus- 
pected of complicity in 
helping French citizens to 
evade taxes. 


Accenture, formerly Ander- 
sen Consulting, a 
management consultancy, an- 
nounced details of an initial 
public offering that would 
value the firm at up to $15 bil- 
lion. Accenture’s 2,500 
partners will be offered 80% 
of the shares. Less lucky: 600 
staff whom Accenture intend 
to lay off and 800 more facing 
up to a year off on 20% pay. 


Philip Morris sold 16% of 
Kraft, an American food giant, 
in an initial public offering 
valuing the company at $53.8 
billion. America’s second-larg- 
est IPO will raise around $8.7 
billion, which Philip Morris 
will use to pay off debt. 


The European Commission 
began investigating whether 
Electricité de France, an ac- 
quisitive French power 








company, had received any il- 
legal state aid. Italy and Spain 
responded to EDF’s predatory 
moves on domestic power 
companies with emergency 
laws meant to fend off the 
French firm. 


A link-up scheme between 
state-owned Caisse des Dé- 
pots et Consignations and the 
mutually owned Caisse 
d’Epargne will create France’s 
third-biggest banking group 
by assets. 


Strike aircraft 





Lufthansa, Germany's flag- 
carrying airline, cut its forecast 
for operating profit in 2001 by 
about a third to as little as 
€700m ($596m), blaming a 
€125m pay deal with pilots 
and the cost of several strikes 
on top of a faltering world 
economy. Pilots at other air- 
lines have observed the wage 
rise with interest. 


General Electric offered the 
European Commission more 
concessions to secure ap- 
proval of its planned $40 
billion merger with Honey- 
well. GE said it would sell bits 
of Honeywell’s aerospace 
business as well as its regional 
jet-engine and marine-engine 
divisions. Negotiations with 
the commission continued in 
a fraught atmosphere as the 
deadline loomed. 


Months after abandoning a 
merger because of regulatory 
difficulties, British Airways 
and KLM Royal Dutch started 
talks aimed at “alternative 
forms of co-operation”. BA 
and its partner, American Air- 
lines, also met America’s 
transport secretary to ask for 
antitrust immunity to allow a 
deepening of their alliance. 


Other economic data and news 
can be found on pages 112-114 
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Does inequality matter? 


The new rich may worry about envy, but everyone should worry about poverty 


CCTT'S the same the whole 
world over, It’s the poor 
wot gets the blame. It's the rich 
wot gets the pleasure...” What 
would the have-nots who 
penned this lament long ago 
make of today’s world? 
_ There are more rich people 
than ever before, including some 7m millionaires, and over 
400 billionaires. From sipping champagne to taking trips into 
space, they are getting plenty of pleasure—though as our sur- 
vey of the new rich in this issue shows, these sad souls have 
worries, too, not least about the damaging effect their wealth 
may have on their children. As for the poor, the gap between 
them and the rich is rising, even in the industrialised countries 
where for much of the 20th century the gap had narrowed. In 
America, between 1979 and 1997 the average income of the 
richest fifth of the population jumped from nine times the in- 
come of the poorest fifth to around 15 times. In 1999, British in- 
come inequality reached its widest level in 40 years. 

That was then, you (or your financial adviser) might say, 
but this is now and the rich are getting a little poorer once 
more. Share prices have fallen and much of the industrialised 
world is heading either for recession or for slower growth. At 
such times, inequality of wealth tends to narrow, though not 
necessarily that of incomes. But such times also tend to be 
those when anger about inequality comes to the fore, and 
starts to have political and social consequences. For in good 
economic times, even the poor feel better off. In bad ones, the 
rich may lose the most money but the poor lose their jobs, 
their houses, even their families. And then their acceptance of 
the way the system works? 





Questions of justice 
That, certainly, is the danger. But how much should people 
(rich or not-rich) worry about it, these days? In the past, in 
many countries periods of the greatest widening of inequality 
coincided, more or less, with periods of democratic reform, as 
the franchise was extended and the discontented thus gained 
a channel through which to express their ire. That is no longer 
necessary. Yet although democracy may well mean that a 
backlash by the less-well-off will not become literally explo- 
sive, there are still plenty of ways in which it could be harmful. 
Past backlashes have, for example, been bought off through 
trade protectionism, job-guarantee schemes, extending wel- 
fare benefits even to the middle classes and, most notoriously, 
draconian taxation of the wealthy. All such measures sap an 
economy's strength and make everyone worse off. 

The first question to ask about inequality is this, however: 
If the have-nots are angry aboutit, are they right to be? In soci- 
eties where advancement is on merit and seemingly open to 
everyone, regardless of class, race, creed or sex, unequal out- 
comes ought not to be a cause for concern. No one thinks it 


outrageous that Tiger Woods is the best golfer in the world and | 


rich to boot (see page 44); we all had the chance to do what he 
did, but he had the skill and personality. Nor should it be 


thought outrageous that Bill Gates has made so much money. 
But where opportunities are not genuinely equal, govern- 
ments must do what they can to make them so, chiefly by im- 
proving public education and ensuring it is open to all. 

There is, though, a second way in which anger about in- 
equality could be justified even if opportunities were equal 
and education were both universal and universally good. It is 
when power, even power initially gained in a meritocratic 
way, is abused to raise prices or exclude competitors. That, ina 
previous backlash, is what gave rise to antitrust laws in Amer- 
ica and elsewhere, as governments sought to restrain monop- 
olies and cartels. Difficult economic times, for companies and 
for consumers, often give rise to accusations of gouging. The 
temptation at such moments is for governments to be kinder 
to companies, for fear of job losses. When genuine abuse oc- 
curs, however, that is the wrong reaction. 

This issue of abuse of power could also apply to individ- 
uals. Resentment at “fat-cat” salaries for bosses has been strik- 
ingly muted during the boom years. Partly this reflected anew 
realism about capitalism, but it was also helped by the fact that 
everyone was becoming better off. In Britain, the poorest fifth 
enjoyed real annual income growth of 1.9% under John Major 
and 1.4% under Tony Blair. In America, the average real income 
of the poorest fifth fell by 3% during 1979-97, but it has since 
also moved into positive territory, jumping by 5.4% in 1999 
alone. Yet during a recession, companies cut costs, which 
mainly means firing people. 

As Hemingway might have said when Scott Fitzgerald said 
the very rich “are different from you and me”: “Yes, they get 
three years’ salary and a protected pension and fully-compen- 
sated options when they lose their job. I get a month's notice 
and a black plastic bag.” There will be little that governments 
can do about resentment at the different treatment given to 
sacked bosses and to sacked workers, but companies them- 
selves—especially their shareholders—should pay heed. Un- 
just and unequal treatment is poor corporate governance and, 
in the longer term, is likely to hurt productivity. 


...but really of poverty 

Liberal democracies and well-run companies ought to be able 
to find ways to deal with any justified grievances about in- 
equality, and to win the argument against unjustified ones. 
There is, though, a bigger problem that exists regardless of the 
gap between rich and poor, but is made starker as a result of it: 
pure, sheer poverty. Unlike inequality between the few haves 
and the many have-lesses, this is not readily channelled and 
defused by democracy, for the truly poor, the underclass, are a 
small minority. Their interests risk having no democratic 
means of expression, and can easily be overlooked. 

Helping the poor, the truly poor, is a much worthier goal 
than merely narrowing inequalities. If the rich get poorer 
thanks to high taxation, some people may feel pleased but few 
are better off. If the poor get richer, however, the whole coun- 
try will benefit. Focusing resources and policy on poverty 
would be worthwhile simply on humanitarian grounds. But 
also, the disadvantages of growing up in extreme poverty pose »» 






3 6s Ta 
>a a challenge to a belief in a ecualiy of opportunity. And wae 
the underclass rejoin society is in the interests of all. 

The main task here is for governments: to provide a proper 
welfare safety net; to provide and protect public education in 
the poorest areas; to provide remedial training and schooling; 
to provide adequate incentives to help the poor get back into 
(or just get into) work through which they can support them- 
selves. Yet today’s many rich individuals can also play a role. 

For if they are wise, the rich will behave in ways that help to 
reassure the rest of the population that rising inequality is not, 
by itself, a problem. The rich of Victorian Britain helped build 


Climate change 


A warm reception 
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great municipal buildings and liens for art and science. The 
rich of early 20th-century America used philanthropy to dis- 
tribute some of their wealth, salving their consciences as well 
as defusing some of the criticism. Today’s rich would do well 
to follow that example. America’s new rich are already begin- 
ning to do so, but mostly (with Mr Gates a notable exception) 
on a small scale. Their compatriots, and the rich elsewhere, 
ought now to do more. The more they give away to help the 
poor, the less anybody else will care that the rich have so 
much money in the first place. And, who knows, it might even 
turn out that philanthropy is wot gives the rich pleasure. m 


George Bush needs to come up with a clearer policy on global warming 


HY is George Bush so re- 

luctant to do anything se- 
rious about global warming? 
* Surely not, as some cynics sug- 
gest, because he is in the pocket 
of America’s fossil-fuel indus- 
try. Yet his action (or rather inac- 
tion) in this area inevitably 
makes such scepticism harder to counter. 

In his first few months in office, Mr Bush sparked huge rows 
at home by backtracking on a campaign promise to curb emis- 
sions of carbon dioxide, and abroad by reiterating his opposi- 
tion to the Kyoto Protocol, a United Nations treaty on climate 
change that has been in the works since his father signed an 
earlier UN treaty in 1992. In defusing those rows, his advisers 
cooed that they were opposed only to Kyoto—not to all action 
on global warming. They promised to come up with a credible 
alternative quickly. Time is now pressing—the next round of 
negotiations on climate change will take place next month in 
Bonn—and yet the Bush team has not come up with even an 
outline of a plan. 

This inaction comes even though the case for doing some- 
thing to tackle global warming is growing stronger. Unwilling 
to accept the opinion of international scientists, Mr Bush 
asked his country’s leading climate experts to produce a red- 
blooded, all-American analysis. That panel has just produced 
its report, and, despite the many uncertainties, its conclusion 
is crystal clear: global warming is real, man’s role in it is real 
and the dangers it poses are serious (see page 85). 

Mr Bush duly unveiled a new policy this week, but it was at 
once devoid of substance and full of contradictions. Although 
he acknowledged in passing the chief conclusion of that re- 
port, that the threat from global warming is genuine, most of 
his statement dwelt on the lingering uncertainties. Although 
he professed faith in a global approach under the UN um- 
brella, he repeated his view that the Kyoto pact was “fatally 
flawed” without offering ideas for how to fix it. And, although 
he accepted that the United States had some responsibility to 
act, he refused to do so unless India and China do too—even 
though his rich, energy-guzzling country has contributed far 
more to global warming than have those dirt-poor countries. 

The most curious contradiction came on the question of 
whether to act now. The president declared that he is “com- 





mitted to aleadership role on the issue of climate change”, but 
the only concrete action he could come up with was a promise 
of more money for science and technology. There is indeed a 
need for continuing research into a problem as potentially cat- 
astrophic as climate change; but that does not justify demand- 
ing repeated scientific proof that the problem exists before 
being ready to take any substantial action to deal with it. 


Kill Kyoto to save it? 

All this is not to say that Mr Bush should now fall meekly into 
line behind the Europeans in embracing Kyoto, warts and all. 
Indeed, there is much to criticise in the Europeans’ hysterical 
and often hypocritical stance. Their posturing was the main 
reason why the previous round of Kyoto negotiations col- 
lapsed back in November. The Ev rejected sensible proposals 
by the Clinton administration to use market mechanisms that 
would have ensured that the pact was implemented as flexi- 
bly and cheaply as possible—and it did so despite knowing 
that Mr Bush was likely to be the next president. 

Referring to the Europeans, Mr Bush declared this week 
that “we have a different approach, but we have the same 
goals.” If that is true, the conclusion should be obvious: that 
the right policy is to fix the flaws in Kyoto, not to junk it. As an 
approach to global warming, Kyoto has compelling strengths 
that make it worth saving. It is global, its architecture is flexible 
and, like the GATT process of trade liberalisation, it is designed 
for continuous renewal and review. Such a robust approach 
can adapt as climate-change science improves. 

Europe and America should therefore build on the de- 
cade’s worth of goodwill, hard-won compromise and intellec- 
tual capital poured into the Kyoto framework. They must use 
the talks in Bonn to reconsider the treaty’s unrealistic and arbi- 
trary set of emissions targets and timetables. That could pro- 
duce a deal with more realistic targets, and a less front-loaded 
timetable. Extending the timetable for the first emissions tar- 
gets, now only a decade, would hugely reduce the cost of 
meeting them. And it should also persuade developing coun- 
tries to accept future cuts in emissions, which would make the 
pact more credible as well as more acceptable to the American 
Senate. Provided these changes are made, Mr Bush's blunt re- 
jection of the Kyoto Protocol in March could even turn out to 
have been beneficial—but he does not have much time left in 
which to prove his case. m 
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America and the Koreas 


Off to a new start 


Assuming North Korea is ready for a real reduction in tension 


HEN the leaders of div- 
ided Korea met face-to- 
» face for the first time a year ago, 
there was hope that at last the 
ice might be chipped from the 
cold war’s final frontier in Asia. 
But the subsequent thaw, never 

> very quick, then turned to chill 
again. President George Bush’s decision that contacts should 
resume this week between American and North Korean offi- 
cials on a “comprehensive” range of issues is expected to 
breathe some renewed warmth into North-South Korean dip- 
lomacy too. South Korea's president, Kim Dae Jung, is hoping 
that Kim Jong Il, his northern counterpart, will soon pay his 
promised return visit to Seoul, the South Korean capital. But a 
genuine thaw will still be along time coming. 

Mr Bush has picked out the right issues: North Korea’s mis- 
sile programme, its nuclear dabbling and the vast size of its 
armed forces. America, he says, will be ready to respond with 
aid, trade and an easing of sanctions if the northern Mr Kim 
demonstrates a verifiable willingness to reduce the threat 
posed by these features of his rule. But will negotiating on 
_ America’s terms, rather than picking a fight on his own terms, 
appeal to Mr Kim? Over the past decade he has specialised in 
provocative behaviour—trying to hoodwink international in- 
spectors about the amount of bomb-making plutonium he 
has produced, firing off increasingly long-range missiles and 
selling weapons to any other dubious regime with the cash to 
buy. All this has brought rewards in the form of food, fuel and 
other goodies, as outsiders, including America, have sought to 
buy off what they feared might be worse behaviour to come. 

Mr Bush is right to try to break this dangerous cycle. But it 





Biological Weapons Convention 


will not be easy. South Korea is nervous that he is asking too 
much. With American encouragement, it has tried in the past 
to pin North Korea down to military confidence-building mea- 
sures, but has got nowhere. It also worries that it will be side- 
lined if America and North Korea make real progress on 
security issues. Such concerns can make it hard to keep South 
Korean and American diplomacy in step, a problem that in the 
past North Korea has gleefully exploited. What South Korea 
can offer North Korea is lots more aid and investment, some- 
thing that until now the southern Mr Kim has been inclined to 
do for little real return. But an aid package worth paying for—a 
comprehensive one that might really make a difference to fail- 
ing North Korea—needs to attend equally comprehensively to 
the threat that North Korea poses to all. Co-ordination of pol- 
icy between South Korea and America is thus vital. 


After sunshine, twilight? 

The North likes to think it holds some high cards—its missile 
sales, its threats to restart plutonium production—but over the 
past year it has missed a trick. A year ago the southern Mr 
Kim’s “sunshine policy”—involving offers of aid for the North 
in the hope of a genuine process of reconciliation—was contro- 
versial, but three out of five South Koreans were ready to give it 
the benefit of the doubt. A year of disappointments later, 
however, barely one in five supports it. The South’s economy 
is also less buoyant. Its president, limited to a single term, is al- 
ready losing influence before next year’s election. 

Both America and South Korea are thus likely to want to- 
drive a harder bargain than the northern Mr Kim is used to. 
South Korean, American and Japanese aid will still be avail- 
able, but in return only for a genuine reduction in tension. It is 
the best offer he is likely to get. He would be wise to take it. = 


Stop the clock, support the ban 


Don’t make the quick the enemy of the good 


S THE century that was pock- 
marked by the tank and the 
atomic bomb to be followed by 
one blighted by the test-tube? 
Until now arms contro! has 
meant curbing numbers of 
countable tanks, ships, aircraft 
= and bombs, or monitoring 
mostly prominent events, such as nuclear tests and missile fir- 
ings, or even at a stretch tracking suspiciously large quantities 
of harmful chemicals. But the task of controlling biological- 
warfare agents—like the horrifying weapons they can be made 
into—makes the hair stand on end. 
With the wrong knowledge, test-tube-sized quantities of 
bacteria, toxins and viruses could spread plague or smallpox, 





two of history’s most virulent killers; or wipe out animal 
stocks with foot-and-mouth disease or swine fever; or destroy 
crops with rusts and blights. Marry this to modern biotechnol- 
ogy and it may be possible eventually to direct these easily- 
hidden horrors at a particular group, thereby removing a de- 
terrent to the use of such weapons: their unpredictability. 

All the more troubling, then, that the 1972 Biological and 
Toxin Weapons Convention—known as the Bwc~—still has no 
means to monitor its sweeping ban on the development, pro- 
duction, stockpiling or acquisition of biological warfare 
agents. Thirty years ago there was no sensible way to do so. A 
new “compliance” protocol was due to be presented to a five- 
yearly BWC review this November. But the effort is faltering. 

Since the next shot in the battle over the protocol is likely to 


come from the United States, where the Bush administration » 
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> has made no secret of its unhappiness with some of its provi- 
sions, America will be an easy target for a finger-pointing row 
at the next, supposedly final, drafting session next month. Bet- 
ter for those who want to curb the biological menace—not 
even all Bwc-signers do (see page 51)—to avoid a bust-up and 
find ways to build on the work done so far. For, if this protocol 
falls, there will be plenty of blame to spread around. 

One country on which to spread it will be Russia, which for 
years maintained a vast illegal biological-weapons establish- 
ment, despite being a depository power for the BWC. It is try- 
ing to narrow the blanket biological ban in ways that will 
allow some research it has never quite stopped. Another 
blame-worthy country is China, which has no wish to admit 
snoopers to its labs and recently delivered a fierce attack on the 
draft protocol. Or blame Germany and Japan for wanting too 
many commercially-inspired restrictions on inspections. 

And by all means blame America. It, too, has wanted to 
limit inspections to protect confidential business information 
in a lucrative industry. Yet its own inspection trials in 1995 and 
1996 raised concerns about the limits being put on some sorts 
_of visits (those aiming to clear up anomalies in declarations of 
work being done, not the tougher inspections to be carried out 
when actual wrong-doing is suspected). These could not clear 
the good guys, let alone snag the bad guys, making them 
worse than useless. Yet the Clinton administration did noth- 
ing. Some dispute the American results, but even some proto- 
col supporters acknowledge these bits of the rules are weak. 


After Iran's election 


Make haste slowly 


Inspections need to provide answers, not just more questions. 

The purpose of the protocol has never been “verification” 
of the precise sort that can be applied to tanks or nuclear tests. 
In the biological business, under a sinister regime every brew- 
ery or yogurt maker could be up to no good. Rather, the aim is 
to enable companies and countries to demonstrate compli- 
ance, while using the process of declarations, visits and the 
close tracking of outbreaks of disease to make cheating harder. 

Some of the protocol’s critics in America are pushing to 
drop it entirely or renegotiate it all. Like the convention itself, it 
includes words they dislike about encouraging legitimate re- 
search and trade. But without these, many countries simply 
would not sign. Attempting a sweeping reformulation would 
thus scupper the entire effort. Other governments are keen to 
adopt a protocol in November no matter what. 


Inspect, or be damned 

A better approach would be to stop the clock and set a limited 
period in which to tinker with the protocol’s inspection rules 
so as to produce better results. Such a proposal from America— 
it’s broke here, so let’s work to fix it-combined with wording 
allowing for the adoption of new and better verification tech- 
niques in the future, could produce a protocol really worth 
having. In the biological nether world, reliable information 
will be well nigh impossible to get without some international 
means to gather it and investigate it properly. If this opportu- 
nity is tossed away, it will not easily come again. = 


Splits in Iran’s reformist and conservative camps point to a modest pro-change consensus 


FTER sweeping to victory 
with 77% of the vote, will 
Muhammad Khatami be able to 
do more to civilise Iran’s clerical 
regime this time than in his 
jerky, hobbled first term? Hob- 
bled, because in Iran the elected 
A. — president, whoever he may be, 
comes a poor second to the appointed-for-life supreme leader. 
The more radical steps taken by the reformists last time were 
promptly reversed by the conservative cohorts gathered 
round Ayatollah Ali Khamenei. Although most Iranians have 
now demonstrated their desire for change, to achieve steady 
progress Mr Khatami and Mr Khamenei will have to work to- 
gether. With both the reformist and conservative camps split, 
this should not be impossible. 

Would-be reformers of all stamps voted for Mr Khatami 
since the illiberal rules of the game did not allow the bolder 
among them to put forward a more adventurous candidate. 
But expectations of change over the past four years have bred 
wider ambitions: radicals now look to democratic pluralism, 
if not to western liberalism. They want to change the country’s 
constitutional structure, limiting the power of the supreme 
leader and the various councils he controls. Gradualists, Mr 
Khatami among them, would preserve the strict clerical frame- 
work of the Islamic republic, but strive to loosen the social and 
political restrictions within it. 





Likewise, the conservatives are divided between those 
who fight tooth and nail against all change, and those, a grow- 
ing number, who have come to accept that a degree of soften- 
ing is inevitable. The question is where Mr Khamenei himself 
stands. Not having the personal authority or theological eru- 
dition of his predecessor, the late Ayatollah Khomeini, the cur- 
rent supreme leader, though constitutionally supreme, is 
vulnerable to pressure from those he leads, and particularly 
from hardline clerical heavies. But there have been signs that 
his own inclination bends him towards the centrists. 

Caution will be repugnant to radical reformers after their 
famous victory. But it may be salutary to remember the de- 
mise of the heady optimism that briefly flourished after the re- 
formists’ victory in the parliamentary election a year ago. 
Almost at once, the reformers were slapped down by a conser- 
vative establishment, which controls the judiciary and much 
else too. The attempt to breathe life into press freedom was sti- 
fled, with newspapers banned and journalists jailed. Reform, 
which had seemed to take a leap forward, was pushed back. 


Part of the world again 

Outsiders mainly take note of these backward steps: the cruel 
imprisonment of student protesters, the occasional barba- 
rism, the stridency of anti-American and anti-Israeli state- 
ments. But, in spite of all this, Iran has somehow at the same 
time become a more decent place in which to live, and a safer 
place for others to live beside. People are far freer than they »» 
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were before Mr Khatami'’s first election to express their opin- 
ions, to live ordinary lives, to entertain and inform them- 
selves. Economically, life remains harsh, and politically it is 
still constrained. But socially the improvement has been vast. 

No less important, Iran has been reintegrated into the 
world. Its support of worldwide terrorism has been reined in, 
even though a few dreadful question-marks remain. It is no 
longer a rogue state except in American (and Israeli) eyes; 
America’s unilateral sanctions, recently renewed, look anach- 
ronistic, the bar to any resumption of normal bilateral rela- 


tions. Moreover, under Mr Khatami’s presidency, Iran has 
largely mended its fences with the Arab world—except Iraq, 
where the armed Iranian opposition is based. 

Almost all Iranians, except the most hardline fringe, now 
seem prepared to tolerate a degree of reform, although, after 
the bloody years of war and revolution, few within the coun- 
try have any appetite for violent upheaval. Modest change is 
no clarion call. But if pursued steadily, by Iran’s dual leader- 
ship, it would probably be an improvement on the bursts of 
speed, and the jolting stops, of the past four years. = 





The European Union 


Can it work and be popular? 


Or can it work if itis not popular? 


3 ke a nice dilemma. Suppose 
_ A you support the enlargement 
_ of the European Union, as The 
_ Economist does, and suppose 
= you also support, as we do, the 
- notion that the Eu should be a 
democratic enterprise that pays 
eee i attention to the views of its peo- 
ple wid does notjust arrogantly present them with faits accom- 
plis. How then do you respond to a referendum in which 
Ireland’s voters roundly say no to a treaty, negotiated by their 
government, which paves the way for the Union's expansion? 
Without Ireland’s approval, the Nice treaty signed last Decem- 
ber by the governments of all 15 of the EU’s existing members 
will fail, and the current effort to admit a dozen or more new- 
comers will be thrown into confusion. But don’t the voters de- 
serve to be heard? 

No, is the customary answer from the visionaries who run 
the Union. If some voters in their unwisdom give the “wrong” 
answer to a question put to them, the question must be put 
again until they get the answer “right”. That is what happened 
when the Danes were consulted about the Maastricht treaty in 
June 1992 and had the temerity to say no. A year later Den- 
mark voted again, and this time it gave a decisive yes. In fair- 
ness, the naysayers had been heard: on the second occasion, 
they were told that Denmark would not, after all, have to take 
part in Maastricht’s common currency, common defence, 
common citizenship or joint policies on home affairs, which 
were obligatory for all other countries, though Britain too was 
exempted from the currency. A similar tactic of opt-out-and- 
reconsider is the obvious one to offer the Irish now, allowing 
Ireland to exclude itself from any Eu military ventures it does 
not like, and the expansion of the club to go ahead as planned. 
It would all be quite democratic. 

But it would still be a tactic. A strategy, a democratic strat- 
egy, would be rather different. Instead of treating voters’ par- 
ticipation as a tiresome complication that usually stands in the 
way of concerted £U action, it would positively welcome their 
involvement. Indeed, it would recognise that, if the Union 
takes its citizens’ approval for granted, it runs an increasing risk 
of coming seriously unstuck, for it is not just in Ireland that Eu- 
ropeans are showing signs of uppitiness. In their present 
mood, several other nations—the Austrians, the Spanish, per- 
haps even the French—might reject the Nice treaty, given the 





chance. Better, surely, to make politicians sell their treaties to 
the voters and win majority approval before hostility to, say, 
Maastricht or Nice turns people against the Ev in its entirety. 

And whatif the voters say no? Is the business of 370m peo- 
ple in 14 countries to be halted by a handful in just Ireland 
(population 3.7m), or maybe Luxembourg (422,000)? Unfortu- 
nately, that can happen already. Indeed, enlargement could 
well anyway be thwarted if Greece does not get its way over 
the admission of Cyprus: each member has a veto in treaty 
matters. So why not get rid of the power of veto, and put in its 
place a requirement that treaty changes should require the as- 
sent only of three-quarters or more of the countries in the Un- 
ion, perhaps weighted by population? The exact way in which 
countries choose to secure their citizens’ approval should be 
left to the countries themselves, though for most a referendum 
would seem to be the best measure for any constitutional 
change. A country that could not live with a treaty thus intro- 
duced or amended would be free to leave the Union. 


Better to opt out than to veto 

Not so fast, you may object. Such an arrangement would en- 
able a majority to force just one member-—Britain, say, for the 
sake of a purely hypothetical example—to choose between 
(hypothetically again) the euro and withdrawal from the EU 
altogether. Outrageous, unthinkable. 

Yet it need not be so: Britain could be, and indeed is, al- 
lowed simply to opt out—a right which is given grudgingly at 
present, but which should be extended whenever a single 
member’s reluctance to join in does nothing to hinder the oth- 
ers going ahead on their own. If afew or even alot of countries 
want to set up a common currency, or make an agreement al- 
lowing unfettered cross-border travel, let them do so. The non- 
participation of other countries need not stand in their way. 

On the other hand, if a single refusenik tries to prevent gen- 
uine common action, such as the admission of new members, 
it should be politely told to lump it or leave. Otherwise today’s 
Irish or Greek problem will become tomorrow’s Estonian, Lat- 
vian or Slovenian problem: a country of a million or two peo- 
ple thwarting the wishes of, and perhaps holding to ransom, 
480m. Evenif, perish the prospect, the current effort at enlarge- 
ment should fail, it is clear that the Union will have to adopt 
three principles it still seems to dislike: more opt-outs, more 
majority voting and more popular involvement. The alterna- 
tive will be paralysis, or death by loss of legitimacy. = 


FAST-SKIN — the most efficient bodysuit ever made, enhancing performance by a 
potentially critical 3%. Designed to replicate the hydrodynamics of shark skin, 
it is the result of over four years’ analysis of over 3,000 skin samples. 
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Ever larger Union? 


SIR - Your survey on Euro- 
pean Union enlargement 
(May 19th) understates the his- 
torical and moral case for 
Polish membership. Histori- 
cally, Poland has always been 
part of Europe. Nor was it 
“only the tragic accident of the 
cold war” that stopped Poland 
creating a democratic political 
system and free-market econ- 
omy. Churchill and Roosevelt 
agreed to let Stalin install a So- 
viet-trained, communist 
puppet government. Poland's 
suffering under German and 
Soviet occupation also 
stemmed from allied betrayal. 
France and Britain agreed to 
deny military help against 
Germany. 

Poland will meet acquis 
communautaire requirements 
despite facing far more rigor- 
ous conditions than previous 
members. The Eu would do 
well to quit its fainthearted 
and needless procrastination; 
the Poles will come through 
with flying colours. Then 
again, this may be a concern 
for some current members. 
GENE SOKOLOWSKI 
Burke, Virginia 


SIR - You assert that structural 
funds merely redistribute in- 
come to poor EU regions but 
are not an incentive to de- 
velopment. This is probably 
correct but your argument in 
support of this contention is 
flawed. Differences in the rate 
of change between regions of 
a country do not prove that 
the funds are misguided. It 
simply indicates that in re- 
gions that are catching up fast, 
other forces are operating (eg, 
private investment). The real 
problem is when inequality is 
intraregional. Big national in- 
frastructure projects do not 
spread benefits equally. Re- 
forms aimed at benefiting 
poor regions should be de- 
signed “from the inside”. 
RAFAEL CABALLERO 

Madrid 


SIR - You repeatedly mention 
a need for precise “objective 
criteria” for the acceptance or 
the rejection of EU candidates. 
This search is useless and un- 
profitable. Such efforts will 


tend towards a lowest com- 
mon denominator, which 
does not do justice to the com- 
plex richness of Europe and its 
changing interests. 

Judged by a criterion of 
“like us”, Turkey, Russia and 
Ukraine do not belong in the 
EU. Among the arguments in- 
voked for Turkey’s member- 
ship are the promotion of 
human rights, bridling its gen- 
erals, fostering European 
commercial interests in Cen- 
tral Asia, keeping 
fundamentalists in the region 
at bay, the security of Europe 
and the safety of oil supplies. 
While these objectives are of 
some value, they can be 
reached through means other 
than accession and, therefore, 
without endangering Europe’s 
cohesion. 

ANTON SMITSENDONK 
Saint-Cloud, France 


str - You state that the island 
of Cyprus is “divided into a 
Turkish-occupied and a Greek- 
occupied part”. This is incor- 
rect; no part of Cyprus is 
occupied by Greece. While 
Turkey occupies approxi- 
mately 40% of the island of 
Cyprus—and has done so 
since 1974 despite United Na- 
tions resolutions to withdraw 
its troops from the island—the 
remainder is governed by the 
internationally recognised 
government of the Republic of 
Cyprus. 

EVANGELOS PAPANASTASIOU 
Dounan Town, Taiwan 


Independent intifada 


SIR - Your article on Yasser 
Arafat's lack of control over 
the Palestinian people is rele- 
vant (“Arafat's studied 
non-interference”, June 2nd). 
Many people, especially in 
America, believe that Mr Ara- 
fat has the power to stop the 
intifada. Unfortunately, this is 
not the case. 

Most people do not know 
what it feels like to live under 
occupation. The Palestinians 
have been living under Israeli 
occupation for many years, 
which is why many have 
taken to the streets and re- 
sorted to violence. The 
Palestinians are not fighting 


because they are told to but 
rather because they want to. 
This is not a conflict of ratio- 
nal decisions; it is a conflict of 
passion. Passion cannot be 
stopped in the way that deci- 
sions can. 

Unfortunately, much of 
America’s media tend to be 
pro-Israeli. There would be 
much more support for the 
Palestinian cause if more 
Americans were exposed to 
their view of the conflict. 

IAN SHIEH 
Wayne, Pennsylvania 


Friends across the Atlantic 


SIR - I strongly disagree with 
the jingoistic Richard Sybert 
(Letters, May 26th), who de- 
mands that you stop your 
examination of my country’s 
love affair with capital punish- 
ment, and offer thanks for our 
having singlehandedly freed 
the world from tyranny. 

A surprising amount of 
Americans do acknowledge 
our debt to our European 
cousins, nay all the peoples of 
the world, and we welcome 
their opinions every bit as 
much as we try to impose 
ours. Not all of us are handi- 
capped with the same myopia 
as my countryman, having 
learned long ago to think with 
our Syberts rather than our 
Richards. 

ERIC KARP 
Los Angeles 


Argentina’s debt 


SIR - Unfortunately, your 
analysis of the Argentina debt 
swap is inaccurate, and the 
conclusions on Argentina’s fis- 
cal solvency drawn from it are 
wrong (“Cavallo pawns an un- 
certain future”, June 9th). 
Contrary to your assertion, Ar- 
gentina does not pay interest 
of about 15% on the bonds is- 
sued in the recent debt swap. 
These bonds pay coupon rates 
between 7% and 12.25%, and 
more than half of the new 
debt issued will pay no inter- 
est at all during a grace period 
of five years. Instead, the yield 
to maturity of the new bonds 
is in the neighbourhood of 
15%, as they have been issued 
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at a discount. But as the old 
bonds were exchanged at a 
discount as well, the govern- 
ment does not pay up 
substantially for the new debt. 
Overall, the debt exchange 
was a great success. That said, 
lack of growth and political 
tensions could still push Ar- 
gentina over the cliff. 
CHRISTIAN KOPF 
Frankfurt 


E-conomics 


SIR - In attributing the lack of 
profitability of most Internet 
businesses to “west coast hip- 
pies” and their simplistic 
aphorisms, you ignore the 
economics behind the Internet 
(“Off with their beards”, June 
2nd). Hippies do not have to 
tell companies with relatively 
high fixed costs and low mar- 
ginal costs how to behave, the 
market will do it just as well. 
A glance at the travails of long- 
distance phone carriers and 
airlines proves that point. 
KEVIN CASSIDY 

New York 


America’s rebellious north 


SIR - In 30 years of living in 
the state I have never been so 
proud to be a Vermonter 
(“What one man can do”, May 
26th). Jim Jeffords’s abandon- 
ment of the Republican Party 
bids fair to help slow or divert 
the Bush-Lott-Hastert-driven 
mudslide toward domestic 
meanness, international isola- 
tionism and missile-shield 
madness. And now, let us 
hope that George Bush feels 
the pain of a British general, 
John Burgoyne. On his fateful 
march to Saratoga and disaster 
in 1777, Burgoyne commented 
that “Vermont is a country 
which abounds in the most 
active and rebellious race on 
the continent and hangs like a 
gathering storm on my left.” 
BILL MARES 

Burlington, Vermont @ 

















OFFICE OF FAIR TRADING 





» The Office of Fair Trading, led by the Director General, has a central role to play in promoting effective competition, enforcing competition 
law and protecting the interests of consumers. It frequently embarks on high profile and complex investigations that may involve some of 
the largest trans-nationai corporations. These positions are highly integral to the work of the OFT since financial analysis forms a key part 


of its investigations. 
Chief Financial Analyst Financial Analyst 
Central London c £55,000 + Excellent Bens Central London | c £45,000 + Excellent Bens 
Reporting to the Chief Economist, key responsibilities include: Reporting to the Chief Financial Analyst, key responsibilities include: 
+ Managing and leading a small team of analysts, ensuring @ Providing accounting and financial advice on all areas of the 

— OFT’s remit, 


deadlines are met. 

+ Providing sound, professional and objective accounting and 
financial advice. | 

@ Developing and presenting high level casework. 

+ Promoting and developing the use of financial analysis. 


@ Developing and presenting casework without close supervision. 

@ Reviewing relevant research and other developments in 
accounting and financial economics. 

+è Communicating complex accounting and financial data to 


ce # interpreting accounts and financial statements in line with UK and non-specialists. l l 
EC competition policy and judicial precedents. Re E RA R RSA a 
Candidates should possess either a professional accountancy qualification together with an economics qualification to at least 
first degree level or a higher degree in financial economics together with a strong accountancy background, Please write enclosing 
a full curriculum vitae and details of current package quoting the appropriate reference for the position you are interested in to ( D 
Josh Edmunds or Sapna Sharma ACCA at Michael Page Finance, Page House, 39-41 Parker Street, London WC2B 5LN. Beea 


Fax 020 7831 6293 or e-mail: mpf. ps@michaelpage.com IN PEOPLE 
The Office of Fair Trading and Michael Page are Equal Opportunities employers. 
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Tha MANAGING DIRECTOR - DOVER HARBOUR BOARD 


SIX FIGURE SALARY | The Role The Requirements 


+ BENEFITS | 
zk Established by Royal | 7 . | 
: : Charter in 1 606, this | As a full board member, responsible for: e Proven ability to develop and manage 
; : a T | * The safe, solvent and efficient operation | semen pene sala “ey es 
* | premier ferry port. Doo nan E a RE E 
The 330-hectare 5 Contributing to and implementing board 


* Profit responsibility as a director of a 
company or substantial division, ideally 
combining private sector with public 
sector or not-for-profit experience. 

e Experience in a service industry although 
not necessarily ports, 

e Vision, drive and commitment to 
delivering results with diplomacy, 


policy in accordance with the best 
interests of users and other stakeholders, 

¢ Effective liaison with stakeholders and 
various authorities, representing the board 
at local, regional, national and 
international levels. 

¢ Maintaining the port's pea trans edge 
and status as a world-class port through 


complex ranks amongst | 
the world's busiest | 
international drive-on, | 
drive-off terminals. | 
Cruise, general cargo, | 
leisure and property 
activities complement 


* z business integrity and excellent negotiating skills 
the core ferry business, | best use of resources and continuous 7; Beery 8 8 
with a turnover of £44 improvement in delivery of services. : 
million in 2000. | 
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The Johns Hopkins University is seeking a Dean to lead the Paul H. Nitze 
School of Advanced International Studies. The School, located in Washington, 
D.C., with overseas campuses in Bologna and Nanjing, has a distinguished 
full-time faculty of 70 and an international graduate student population of 
about 600 master’s and 80 doctoral students. A leading center for research in 
international relations, SAIS offers advanced training in international 
economics, regional studies, and foreign languages, as well as in functional 


Deputy Director of UNRWA Operations, d fields including international law, conflict management, strategic studies, and 


P-5, Gaza | the environment. 


As the chief academic and executive officer, the Dean must be able to provide 
strategic direction, manage the School's fiscal resources, build its endowment, 
and represent the School both within the University and to a variety of 
external communities. The Dean supervises an administrative staff of 
approximately 80 employees and appoints full-time members of the fac ulty 
with the approval of the Academic Board. 














UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST (UNRWA) 


ts seeking to employ a: 























For detailed information, please refer to UNRWA website 
http: www.unrwa.org / 













APPLICATIONS: The UN Personal History Form can be 
printed out and faxed to: (+972 8) 677 7694, 
or mailed to: Head, Recruitment Section, 
UNRWA HQ Gaza, 
via UNRWA HQ Amman, 
P.O. Box 140157, 
Amman 11814, Jordan. 


The University seeks an individual with a record of distinguished achievement 
in scholarship and/or practice in the broad area of international relations and 
foreign policy. Candidates should have demonstrated skills in academic 
leadership as well as a vision for projecting SAIS’ exceilenc e into its second- 
half century. 

















Nominations and applications should be sent to: 








Dr, Steven Knapp i 
Provost and Senior Vice President for Academic Affairs 
The Johns Hopkins University 
265 Garland Hall 
3400 North Charles Street . 
Baltimore, Maryland 21218- 2688 
steyen:kna app@jhu, edu 


even. Knap Tyan 





Resumes (CVs) can be emailed to: unrwa-ahr@unrwa.org 































Please quote ref #VN/M/12/2001. 


The Johns Hopkins University is an Equal Oppôrtunity/Affirmative Action 


e deadline lort rec ceipt of appli ations is 10 me 2001. 
ai l i Employer and-encourages applications. from’ women. and minoaty: Sandicoles, K 


320 East 43rd Street, Box 298E 
New York, NY 10017 


EDUCATION AND 
WID CONSULTANTS 


DevTech is a Washington, DC-area consulting firm specializing in educa- 
tion, economics and social sector development, including women in 
development (WID). We are searching for mid- to seniorlevel consultants 
in education/hurnan resources and women in development, with 

© advanced degrees and extensive developing country experience, for 

= short and long-term assignments. Specific fields of interest include: 





Program Officer: Community Development/Environment and 
Development, Eastern Africa (based in Nairobi) 

Responsible for designing. implementing, monitoring, and evaluating 
program activities in Community Development and Environment and 
Development in Eastern Africa (Kenya, Tanzania and Uganda). Will review 
and advance the current portfolio, including emerging work with community 


Education/F ne Women in Development foundations and support for conservation-based development. WHI also 


vont S Developme nt Democracy and COvEMAnce develop initiatives that mobilize community assets and strengthen key 

Education Planning/ Finance and Civil Society community institutions with the potential to enhance community vitality, 

Basic/Secondary/Tertiary Rule of Law/Legislation support sustainable livelihoods, and improve the economic security of low- 
Education Girls’ and Women's Education income people. 

Nonformal Education Trafficking | 

Vocational Education Child Labor The portfolio will focus on building the ability of individuals and 

Educational Policy Reform GenderBased Violence communities to effect change, particularly in rural areas where livelihoods 

ComputerAssisted Learning Women’s Legal Rights (Including depend on the sustainable use of natural resources. It will support the 

Curriculum Development Constitutional Law, Property development of a supportive policy environment and organizational 

Competency-Based Instruction Rights and Access to Banking infrastructure for community institutions. 

E m Crisis and | and Credit) ae | | Qualifications: A broad understanding of the role of community institutions 
a] sition Countries Women i Trade and Agriculture in promoting the well-being and livelihoods of low-income people and 

Teacher Training i Gender and Ethnic Minorities communities, and appreciation of the factors that affect the development of 

Management in the Political Process _ social, financial, natural and human assets. A graduate degree in social 


Information Systems sciences or related field is required. Also desirable, prior experience in Africa 


- E-mail submission of resumes is encouraged. Devlech Systems Inc. is an _ and in grantmaking or related types of work. Ability te speak Kiswahili. 
equal opportunity employer Interested candidates should send their 
resume to: DevTech Systems Inc. ATTN: Recruitment Manager, 1700 N. 
Moore St., Suite 1550, Arlington, VA 22209, 
USA; email: valvarez@devtechsys.com; 
FAX: (703) 312-6039. 


To apply, please send resume, cover letter and brief writing ample (5-20 
pages of original work) preferably by email to Ms. M. Baldwin 
(m. baldwin @fordfound.org) or to the above address by H July, 2001. 


Equal employment opportunity and having a diverse staff are fundamental 
principles at The Ford Foundation. 
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£44,125~£52,950 plus benefits (more for an exceptional candidate) | London EC1 | z 
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The Office of the Rail Regulator (ORR) i is an independent public sector body with a range of statutory powers that are used to ie f 
Railtrack's stewardship of the national rail network, investment in the rail industry, and other key aspects of rail provision particularly =: 
concerning those with monopoly and dominant positions. Our aim is to use these | powers to create a better railway for passengers and ==: 
freight customers, and to facilitate growth in the industry. 


The Directorate of Economics and Finance takes the lead role within the Office on the periodic review of Railtrack’s access charges and 
provides economic and financial advice on all other areas of the Office's work. This includes charges relating to track, station and depot ee 
access for freight and passenger operations, as well as issues under the Competition Act 1998. The Head of Competition Economics: 
provides a key input on both eg uetony and competition issues, assisting in policy and ensuring rigorous economic analysis is provided 
in competition matters, 


To be the Head of Competition Economics you will need: a degree in economics; 5 years’ experience in consulting, economics, or 
industry; knowledge of the economics of network industries, regulation or competition; a proven track record of contributing to and 
developing policies; excellent communication skills, including the ability to articulate economic issues for non-specialist audiences. 
Excellent management, organisational, planning, project management and interpersonal skills are also essential together with the 
ability to be resilient and flexible, coping with a demanding workload and changing priorities. 

This is a full-time permanent appointment, although secondments would be considered. = 
Benefits include a non-contributory pension scheme, season ticket loan, flexible working and significant investment in training and 
development. l 


For further information, contact Tim Martin, Director of Economics and Finance for an informal discussion on 0207 282 2139. 
Job packs including application forms are available from Capita RAS, Innovation Court, New Street, Basingstoke, Hampshire RG21 74B, $ 
or tel: 01325 745170 {24 hours), or fax: 01256 383790. Internet: www.rasnet.co.uk Please quote reference: B5759.. 

Closing date for applications: 6th July 2001, Interviews will be held on 27th July 2001. ? 


The Office of the Rail Regulator is committed to equal opportunities for all in employment and 
welcomes applications from all sections of the community, regardless of gender, ethnicity, 


disability, sexual orientation, religious beliefs, or any other irrelevant factor. C A p [ T A RA S e 





SENIOR LEGAL ADVISERS 
3-7 years qualified Amsterdam 





. Mirant is a global competitive energy company with a leading position in both power generation and 
-= energy risk management and marketing. Headquartered in Atlanta, the company has extensive operations 
in North America, Europe and Asia. Mirant owns or controls more than 20,000 megawatts worldwide 
_ with another 9,000 megawatts under development. 

- At Mirant, we thrive in a culture that. encourages initiative, independent thinking, and above all ~ integrity. 
United in our vision and sincere in our commitment to bring out the best in each other, we are tomorrow's 
kind of company harnessing today's best opportunities. 

The company is now looking for two lawyers to join the team at Mirant’s European headquarters 
in Amsterdam. 


Project Finance/Corporate Finance Lawyer: 


As Mirant continues its expansion into the European markets, whilst consolidating its coverage of a 
broad energy spectrum of business areas, a 3to 7 year UK or EU qualified lawyer with a project finance and/or 


corporate finance background is sought to provide legal support to these businesses. Experience — 


of project financed power projects would be an advantage. An international perspective is essential. 


Trading Lawyer: 

Supporting and advising the energy trading businesses in Europe, this is an excellent role for a UK or 
EU qualified lawyer with at least 3 years’ energy/commodities trading or derivatives experience, or 
indeed a 3 to 7 years’ qualified corporate lawyer who is interested in being trained and developing skills 
in this area of law, Both an international and a commercial approach are essential for this role. 


We offer a competitive salary and benefits package, with particular emphasis on bonus and stock options. 


a : ; _ Relocation assistance if necessary will also be provided. 
i . At Mirant, the search for opportunity is what drives us. How we recognise and act on that opportunity is what 
|. differentiates us. 
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MIRANT 


Please contact our exclusively 
retained consultants, Lynnsey McCall or. 


Caroline Nussey, on +44 (0)20 7415 2828 


or write to them at Taylor Root, 
179 Queen Victoria Street, 
London EC4V 4jA. 
Email: lynnseymecall@taylor-root.co.uk 


This assignment is being handled. 

exclusively by Taylor Root and. all 

direct or third party applications 
will be forwarded to them. 


TAYLOR » Root 


GLOBAL LEGAL RECRUITMENT ` 











www.ipaglobal.com 


PROJECT ANALYSTS 


~ Independent Project Analysis (IPA) is a world-leading company specializing in project 4 


- and program evaluation and consultancy for the process industries (e.g, petroleum, 
chemicals, pharmaceuticals and consumer products). It is an influential organization with 
offices in Holland, the USA and Australia and a client portfolio that includes most of the 
leading companies in the process industries across the world. The IPA project databases 
are unique and serve as one of the most comprehensive sources of capital project 
experience in existence. E 

. Asa result of increasing business success, the European and US offices of IPA, Inc. have 


openings for analysts who can contribute to studies of the factors which determine success 
in complex, technologically advanced projects. 


Responsibilities include analyzing project data, writing reports, client presentations, and — 


working with clients to develop "Best Practices” to improve business competitiveness. 


Applicants should have the following: 
* 


Master's degree or equivalent in science, engineering operations research, f 


economics, or allied fields. 


an pe ° Quantitative analytical skills. | 
+H. ° Interpersonal skills to maintain and develop relationships at senior levels within | 


client companies. 
. Fluency in English. 
. Relevant experience in process industries is desirable. 


We offer a competitive salary, excellent benefits, and the opportunity for professional 
growth. 

Resumés with a cover letter that includes salary requirement should be forwarded to the 
applicable. office listed below: 


i: European and Middle East based applicants: Ms. Helen Monument, Office Manager, 


; Independent Project Analysis, Koningin Julianaplein 30, 4B Babylon, 2595 AA The 


E Hague, The Netherlands. E-mail: EuropeI PA @aol.com 


i US or Latin American based applicants: The Human Resources Manager, Independent 


_ Project Analysis, 11150 Sunset Hills Road, Suite 300, Reston, Virginia 20190, USA. 
o E-mail: jobs @ipaglobal.com 


Australian based applicants: The Director, Independent Project Analysis, Level |, 50 


# Upper Heidelberg Road, Ivanhoe, Victoria 3079, Australia 


_ E-mail: IPPAAust@aalcom 


IOWA STATE UNIVERSITY 


Where you can become your best. 


lowa State University is a comprehensive, land-grant, Carnegie Foundation 
Research | institution and a member of the Association of American Univer- 
sities (AAU). Its eight colleges include academic units with top national and 
“international rankings, and several prestigious research institutes and centers. 


‘Dean, College of Agriculture 


| The College of Agriculture is one of the largest academic units at lowa State 
University. The dean serves as the academic leader and executive officer of the 


college, and reports directly to the university provost. The dean also serves as 
the director of the university's Agriculture and Home Economics Experiment 
Station and coordinates the college’s extension and outreach program. 


We seek an individual with a distinguished scholarly record who has a clear 
vision for the college’s role in the future of agriculture, food, and natural: _ 
resources in lowa and throughout the world. A full description of the position 
is located at www. provost jastate.edu/positions/agdean. | 


With an annual budget in excess of $100 million, the College of Agriculture 
houses 17 academic departments, 13 interdisciplinary programs, and 
14 centers. It includes 350 faculty, over 2,700 undergraduate students, 


| and 640 graduate students. Two large federal research laboratories located 


-in Ames provide unique research and educational opportunities. 


Submit nominations or applications, including a curriculum vita and a letter of 
interest, to Stanley R. Johnson, Search Committee Chair, Office of the Provost, 


lowa State University, 107 Beardshear Hall, Ames, lowa 50011, or to 
srjohnso@iastate.edu. Review of applications will begin August 15, 2001. 


lowa State University is an EO/AA employer. 









The United Nations Secretariat is seeking a senior professional 


















‘a E RNST & YO UNG 


Pianet Ernst & Young is the largest regional consultancy in 
Southeastern Europe. For the establishment of a Polley and Legal - 
Advice Centre in the Former Republic of Yugoslavia we have an 
immediate need for long-term experts for a period of 24 months for 


the following positions: 
Former Republic of Yugoslavia (FRY) | 


fi Administration Manager 
|1 WTO accession expert 

{1 International Trade expert 

1 Macroeconomist 

't Taxation, banking and public finance expert 
+ Constitutional Law expert 

| T EU economic legistation expert 










EU and/or Other Accession Candidate 
_ countries. 


1 Director (senior Policy Adviser} 
1 WTO accession expert 

1 international Trade expert 

1 Macreeconomist 

1 Taxation, banking and public finance expert 
1 Constitutional Law expert 

1 EU economic legislation expert 






















The experts shouid have at least 5 years of experience in research 
and policy advice in relation to the economic and legal aspect of 
transition, a good knowledge of Central or Eastern Europe and 
preferably of FRY. strong relevant academic qualifications and a 
demonstrable ability to conduct research on policy and legal issues. 


in addition, we need short-term experts from EU, Accession 
Candidate States, FRY to participate in the delivery of high-level 
policy advice through the Centre. 


Please submit your CV. preferably by e-mail and in PHARE format, to 
our Athens Office: voap@pianetey.com 
Or alternatively to: 





To the atiention of Ms Valia Papadea 
PLANET Ernst & Young 






Apollon Tower, 64, Louise Reincourl Str., Athens 
115.23,GR- HELLAS 
Tel: +301 6905201 
Fax: +301 6990244 








UNITED NATIONS NATIONS UNIES 





DIRECTOR, DIVISION FOR THE ADVANCEMENT OF WOMEN, 


D-2, DEPARTMENT OF ECONOMICS AND SOCIAL AFFAIRS 


UNITED NATIONS SECRETARIAT, NEW YORK 


FUNCTIONS: Under the general direction of the Special Adviser on Gender 
issues and Advancement of Women, the incumbent is responsible for: 

a) Planning; management and execution of the work. beats o the Division 
in implementation of the Beijing Platform for Action and the Outcome Document 
of the special: session of the General Assembly on Beijingt5: . 
b} Providing relevant secretariat services to bodies such as 


e the Commission on 
the status of Women, the Committee on the Elimination of Discrimination against 
Women, ECOSOC and the General Assembly; | | 

¢) Formulating policy recommendations and providing strategic advice and 
substantive support to the Special Adviser in the implementation of the Division's 
work programme as well as in the areas of ie matic coordination with other 
UN System-wide entities, Member States, IGOs and NGOs; 

d) Directing outreach activities, targeting interaction and co-operation with the 
academic community, women’s organizations, national machineries and 
developrnental institutions; 

5 Reena „gender advisory services to Member States; ee ee. 
QUALIFICATIONS-Advanced degree in Economics, Social Science, Political 
Affairs or Law. In-depth knowledge of global gender issues as well as UN gender- 
related programmes as requested. Extensive progressively raspansinls and 
relevant experience, including at the international level, in designing and developin 

policies, outreach activities, advisory services and the management o 
multidisciplinary programmes dealing with gender and the advancement of women, 
Languages: Fluency in English and/or French. Excellent drafting abilities in English is essential 


Deadline for application: 17 JULY 2001. 


The position is based in New York. Preference will be given to equally qualified 
women, The United Nations offers a competitive benefits package. (Please refer 
to www.un.org for more information). 


Detailed curriculum vitae, including date of birth and nationality, should be sent 
to: VA-0! -E-ESA-001921-E-NY/EMG, Staffing py (irel Section, Office of Human 
Resources Management, Room $-2475, United Nations, New York, NY 10017. 
Fax No. 212-963-3134. E-mail address: 


Due to the volume of applications, all internal candidates and only those 
external candidates under serious consideration will be acknowledged. _ 
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The Inter-American Development Bank, - 
_ the largest regional multilateral development _ 
<. institution, based in Washington, DC, is now - 





EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 
1 June 1998, is seeking to fill the vacancy detailed below in the Financial 
Law Division of the Directorate General Legal Services. 

The ECB has its own terms and conditions of employment, including 
a competitive salary structure, retirement plan, health insurance and 
relocation benefits. Candidates must be nationals of a Member State 


of the European Union. ee 


Rie Abide 71/01/TE) 





The Financial Law Division is one of two divisions within the ECB’s 
Directorate General - Legal Services. The Financial Law Division is 
responsible for, inter alia, the legal aspects of ECB’s activities relating 
to monetary policy, financial markets, foreign reserve operations, own 
| funds management, payment systems, : securities clearing and settlement, 
. compliance and financial regulation, The Financial Law Division consists 
of several teams, each of which consists of lawyers from different EU 
f jurisdictions and covers a part of the Division's responsibilities. The 
successful candidate will be a member of one such tear, and is expected 
_ to work on legal issues related to banking and finance. In addition to his or 
| her functions within the Division’s team structure, the successful candidate 
will also build up a portfolio of his/her own responsibilities within the 
framework and with the support of the Financial Law Division. 


For this position, the ECB is seeking a lawyer with a sound legal 











+= | background in financial work and a strong interest in the developments of 


European financial and capital markets. The successful candidate may have 
builf up experience through work in a law firm, commercial bank or the 
public sector. Applications from lawyers qualified to practice in the United 
| Kingdom will be particularly welcomed, whereby a successful candidate 
| trained in the law of England and Wales and/or Scotland will be expected 
to fulfil certain country-specific legal func tions with regard { to the United 
Kingdom and the financial markets of the ( f London. 


Qualifications and experience 


e Advanced university degree in law. : obt 
and/or qualification to practice law in an) 
the United Kingdom. i: 







2 n BUA Member State 
, i Member State, preferably 








F -+ Financial law experience, preferably through previous work experience 


with a law firm, bank or the public sector dealing with legal matters 
related to banking and finance or financial markets. 


* | + Working knowledge of Community law.” 


* Very good command of English with ‘proven drafting ability. Working 
knowledge of one other official Community language is required. 

* Ability to work with a high degree of efficiency under time pressure. 

* Strong interpersonal and communication skills, self-motivation and the 
ability to work as part of a team. 

* A sound knowledge of financial and economic affairs in general. 

* Experience in using information technology and office software 
systems. 


lications 


Applications should be submitted in English and include a covering 
letter, curriculum vitae and a recent photograph, together with references 
confirming the required experience and skills. They should be addressed, 
quoting the reference number, to the European Central Bank, Directorate 
Personnel, Postfach 16 03 19, 60066 Frankfurt am Main, Germany 
and should reach the ECB no later than 25 June 2001. Applications will be 
treated in the strictest confidence and will not be returned. 


_ This vacancy has also been posted on the ECB’s website at www.ecb. int. 
|. To meet the deadline, a copy may be sent by fax to +49 69/1344 7979 or 


Boy -py e-mail to recruitment@ecb.int, However, a signed application must 


= | ‘Still be sent by post. 
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INFRASTRUCTURE SPECIALIST (Code: AK-01/37-TE 


reviewing candidates for the positions of: 


PROJECT ECONOMIST (AK-01 /36-TE) 








PRINCIPAL FUNCTIONS: 

a) Lead, coordinate and provide technical expertise in the design, 
development, and administration of country-specific and regional 
transport projects, programs, sector loans and technical 
cooperations, including privatization and private sector 
infrastructure financing. b) Carry out or coordinate the technical, 
institutional, economic, and financial analyses of projects. 
c) Promote private sector investment in transportation including: 
establishment of regulatory framework, design of privatization 
strategies, and mobilization of financial resources. d) Coordinate 
or participate in inter-disciplinary working groups responsible for 
sector analysis, sector strategies and operational programming 
activities. 


REQUIREMENTS: | 

Master’s degree (Ph.D. preferred) in Transport- Economics or 
equivalent, with a minimum of eight (8) years of related public or | 
private professional experience in the formulation, development, 
and economic analysis of transport programs and projects. ` 
Should include policy advice on formulation of sectoral 
strategies for transport privatization, regulatory framework and 
pricing mechanisms, and private sector participation in 
infrastructure/transport sectors. Candidate should have at least 
four years. of recent experience, at the international level. 
ee Proficiency in English and Spanish. ee 


PRINCIPAL FUNCTIONS: k 
a) Identify, prepare, analyze and evaluate financing requests in - 
the transportation, energy and telecommunications sectors, 
focusing particularly on legal and regulatory frameworks, on -< 
economic, institutional, and financial analysis of various. ` 
initiatives. b) Participate in the development of sector studies and _ 
strategies for the countries of the Region. e) Identify, evaluate 
and recommend approaches for Bank operations dealing with 
new issues in infrastructure for the countries of the Region. — 
d) Participate in the preparation, evaluation, and supervision of ` 
pet in the: transportation, energy and telecommunications _ 
sectors. . 


REQUIREMENTS: 

Master's degree in P Eeprom, Business Administration or 
Finance with a minimum of six (6) years experience working 
with infrastructure sectors, especially in Latin America and the 
Caribbean. Candidate should have at least two years of recent 
experience, at the international level. Languages: Proficiency in _ 
English and Spanish. 


The IDB offers competitive salary, excellent benefits plan and 
relocation package. Interested applicants should send cover 
letter and resume (in duplicate) by July 15, 2001, including salary 
requirements and a list of three references, to: 


Inter-American Development Bank, 
Attention: Code: _.. Stop E0507; 
1300, New York Avenue NW, 
Washington, DC 20577 USA 


As a reflection of its commitment to its borrowing member | 

countries, the Bank may require staff to accept assignments in i 
both country offices and headquarters. Only candidates selected 

for interviews will be contacted. : 

The IDB encourages gender equality in its hiring practices. 
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The most profitable airlines 


in the world really 


know their numbers. 


www.boeing.com 





Boeing numbers, that is. It’s a fact that the more Boeing 


airplanes an airline operates, the higher it ranks in 
profitability and passenger satisfaction. Meaning the 


better the line up, the better the bottom line for everyone. 


BOEING 


Forever New Frontiers 








> You can now enter major “JACKPOTS. 
~ ONLY” Draws in five of the world’s largest 
Government Lotteries: German Lotto, Canadian 
Lotto, French Lotto, Spanish Lottoand U.K. Lotto. 
You don’t have to waste time or money 
entering every Draw in all 5 Lotteries, You can 
arrange to be entered ONLY into those Draws 
where a major Jackpot has accumulated! 


It’s virtually impossible for you to enter 
by yourself into these major “Jackpots-Only” 
«Draws, since there's usually only 72 hours 
- notice of a major Jackpot building up — and 

it’s difficult entering several big Jackpot 
Lottos by yourself at the same time. 


> World Jackpots 6/49 now provides 
a NEW SERVICE to enable you to do 
this. It is managed by Overseas Subscribers 
Agents (OSA), who have been entering overseas 
| players i into National Lotteries - and collecting gand 
sending them their winnings - for the past 12 years. 


> This Is How It Works: Among the 
5 participating Government Lotteries, an av- 
erage of 15 major Jackpots accumulate every 
10 weeks or so. 

When an ordinary Division One Prize is 
not won, it is rolled over to the next Draw, 
4 ‘ ot. [tis 
then rolled over again, and again if necessary, 
until there’s a winner. 

Each time a Jackpot is rolled over, it gets 
bigger and bigger...until it pays out a top cash 
prize of US$5 Million, US$10 Million, US$20 
M Arono more! 


































| Aves! | want to join World 
| Jackpots 6/49 for a chance to 
ee and win in the major 
Jackpots-Only” Draws of 5 of the 
largest Government Lotteries: 
Canada, France, Panan 
Spain and the UK! | have ticked 
the number of Games and Weeks 
| want to play and 
circled my selected 
numbers. Enter me 
when you receive 
this Entry Formand 
confirm my entry 
details as soon as 
possible. 


Name: 
Address: 




















30 Draws 






60 Draws 


ati a § -hiinbiliey NNN UA OOE 6s AAD I nD | a O. lignin 


rend 


Mpman in remained ner ener Hage teers Herr Meer teferet rere thw tether treet th rth ft ntti ltt a 


| EMalAddess 0 
| Home Te Coe atta dato WorkTer 
| Fax: 

| (in case we need to contact you aa about your subscription or your winnings.) 


1m Please charge my credit card for 


Jl enclose a cheque/bank draft for US$_ 
| 









ot US$143 a US$285 


hrtana ch Ate a ANA aeann ara aaee ee err eretntyti ti 


a airera aaan a anamar n my n nanm n OOo Do ne ne eee A a ae apanan e 


LJ American Express [J VISA 
(_) Mastercard 


Iauna ARNE REAP INSEE el AAU AY HNN et A i A 


USS: _ (please tick right) 
RMI ge ig for nes te es ao ee Be 
| Cardmember's Name: 2 2 222222 
| Expiry Date: — Jo Signature: 


-a “Overseas Subscribers Agents”. (Major currency cheques must be payable in currency of country in K 
| which drawn. USS cheque must be drawn on US bank, UKE cheque must be drawn on UK bank, etc.) ` 


> Win A A Huge Cash Prize j in One of 
the World’s Largest Lottos! The 5 
Participating Lotteries are some of the most 
widely played Lotteries in the world, and have 
paid out some of the biggest Jackpots in his- 
tory. Each Lottery holds at least 2 weekly 
Draws, which are closely monitored by OSA’s 
agents in each country. 

Within 72 hours of a Draw, it’s possible to 
accurately predict the size of the pool and 
the value of the top prize. Ifa Jackpot is likely 
to hit any of the following thresholds, THAT'S 
when your numbers are entered. 

YOU'RE ENTERED ONLY WHEN LARGE 
JACKPOTS HAVE ACCUMULATED! 


UK Lorto Over £10 Million 


Over DM 10 Million 
Over C$10 Million 
FRENCH Lorto Over FF32 Million 


Over Ptas 450 Million 


REMEMBER: The bigger the Jackpot, the more 
people want to play, which means there's a bigger 
prize pool in these Draws. Even if you don’t hit 
the Jackpot itself, you still stand to win much 
larger amounts than in an ordinary ie 
> You'll Know immediately When You 
Entered --- AND When You've Wont 
You'll be emailed just before you're 
entered into your first big Jackpot -- and you'll 
be sent all the winning numbers the following 
Wednesday. 
















GERMAN LOTTO 


x fi 
‘ote 
+ 


CANADIAN LOTTO 











Mail or Fax to: Overseas Subscribers Agents, World Jackpots 6/49 Processing | y 
® 


Centre, Nieuwezijds Voorburgwal 86, 1012 SE Amsterdam, Netherlands. 
Fax: +31 20 6383429 E-mail: OnlineEntry @ worldjackpots6-49, com 


È Tick the box below for the number of Games and Weeks you want to play 


NUMBER OF GAMES 





3 Gamesi5 Games|7 Games! 9 Games 


Bal Mn hee aan 

Draws plus one | 
FREE GAME CREE 
| 15 Draws | uss75 (2US$150 | GUS$225 | OUS$375 | QUSS525 are 


a US$428 QUS$713 | QUS$998 | LJUS$1283 





pius one 
EREE GAME 


up to 9 Games! 


(J Diners 


SAME(S 


payable to: ae. you otherwise. 










> As an Introductory 
> Bonus, you'll 
receive 1 EXTRA 
GAME FREE for the entire 
period of your subscription 
if you enter a minimum of 5 


FAX FOR FASTEST SERVICE 
Charge your credit card and 


fax direct to Amsterdam - 
31 20 638 3429 : 


AUTOMATIC. RENEWAL BOX 


At the end of my subscription 
erod, please renew my 
E ne by 
haere my credit card unti | 








ewe 


From then on you'll be sent | or 2 emails a 
week, telling you whenever your pre-paid 
numbers are to be entered in a big Jackpot 
Draw, and what the winning numbers were 
in the previous Draw. 

You'll also be told how many Draws you’ ve 
already entered, how many Draws you have 
left in your subscription, and how much 
you've won so far. (You'll receive this 
information later by post as well.) 

At any point in your subscription period, 
you can either CASH IN your winnings or use 
them to continue playing World Jackpots 6/ 
49, When you win a really large amount, you'll 
be contacted immediately by telephone. 

Most communications, however, will be by 
email, as there's often only as little as 72 hours 
notice of a wale) far a po nanne So, 

| | of p pia 





> When You Win A Multi-Million 


Dollar Jackpot, It's All Yours!! All prize 


winnings in World Jackpots 6/49 are completely 
tax-free, paid out in one lump sum, and sent to 
you — in full ~ wherever you want. 

OSAtakes no commission whatsoever 
on the money you win. Whatever you win 
~ you keep it all. 

The chances of your numbers winning a 
multi-million dollar Jackpot are as good as the 
next person's! But don’t forget... To Give 
Yourself a Chance toWin - You Must Enter! 


D Wor JACKPOTS 6/4! 


mum oe 6 numbers out of 49 for 
OD each Game you want to play. 


$23 45 & # 
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if you've entered 5 or more Games, you e» 
can select an EXTRA set of 6 numbers 
here - FREE OF CHARGE! ince 
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Judging genocide 


ARUSHA AND THE HAGUE 


Getting justice for the worst war crimes may be impossible. But two United 
Nations courts are trying, and a court in Belgium has just joined in 


c6 E DON'T have a place to put our 

robes on. There's no place to hang 
up our coats, or to lay down our briefcases! 
We have been mistreated by this tribunal!” 
The speaker is a New York defence lawyer; 
the scene is the courtroom at Arusha in 
Tanzania. The trials taking place here, be- 
fore a United Nations tribunal, are for the 
murder of hundreds of thousands of peo- 
plein neighbouring Rwanda in 1994. Much 
more time and energy, in this dusty town 
at the foot of Mount Kilimanjaro, seems to 
be consumed with complaints about how 
badly the court works. 

On June 8th the International Crisis 
Group (ICG), a think-tank based in Brus- 
sels, added its voice to the chorus. The 
Rwanda tribunal, after seven years of life 
and with an annual budget of $90m, was 
hopelessly behind schedule, “bogged 
down by incompetence and bureaucratic 
infighting”. Five of its nine judges had 
spent more than 18 months without hear- 
ing a substantial case. The only case of 


consequence heard since July 1999, that of 


Ignace Bagilishema, a former mayor in 
western Rwanda, ended on June 7th with 
his acquittal. Mr Bagilishema, who had 
been accused of being instrumental in the 
deaths of 45,000 Tutsis, was let off because 
of insufficient evidence. Perhaps the ver- 
dict was correct; but with confidence in the 
court so low, many are doubtful that jus- 
tice has been done. 

External difficulties are certainly dis- 
tracting. Arusha is ill-equipped to host 800 
UN Staff, from over 80 countries, and 
swarms of defence lawyers. Power cuts are 
so frequent that the tribunal relies on its 
own generator. At first, Arusha’s small 
banks could not cope with the large dollar 
salaries of UN staff. Although it has a con- 
ference centre, and is well-off compared 
with the rest of Tanzania, the town has few 
hotels, hospitals or shops. Setting up a tri- 
bunal there was a matter of improvisation 
or making do. The court's website, for ex- 
ample, was knocked together at a dollar- 
an-hour Internet café in a local shop. 

In 1997, an internal UN report exposed 





“the most troubling deficiencies” in the fi- 
nance section of the tribunal. Although 
these have been rectified, other problems 
remain. In May, seven prosecution law- 
yers were told by the chief prosecutor that 
they had been sacked for “professional in- 
competence” and for being “absorbed in 
their own narrow self-interest”. 

Yet in 1998 the court at Arusha man- 
aged to convict the Rwandan prime minis- 
ter, Jean Kambanda, the first head of 
government to be convicted of genocide 
and crimes against humanity. This, says 
Kingsley Moghalu, a tribunal spokesman, 
Set a precedent for the indictments of 
Chile’s General Augusto Pinochet and 
Yugoslavia’s ex-president, Slobodan Mil- 
osevic, by other legal bodies. And suspects 
are still being arrested. At the end of April 
Kenyan police arrested a former Anglican 
bishop, Samuel Musabyimana, who is ac- 
cused of genocide and of paying militia- 
men to kill Tutsis. 

Mr Moghalu also points out that the 
Arusha tribunal has broken new ground in 
international law. It has established that 
rape can legally be considered an aspect of 
genocide. The first trial of a woman 
charged with genocide (another minister 
from the old Rwandan government) is due 
to begin soon. The court is trying to de- 
velop a concept of restitutive justice by as- 
sisting victims of crimes, usually 
witnesses and their families. 

Yet there is no denying that Arusha is » 





> slow; painfully so. Seven years ago, at least 
800,000 Tutsis and a relatively few Hutus 
were killed by machete-wielding country- 
men in less than two months; it may have 
been the fastest-ever slaughter on such a 
scale. Just 63 people have been charged in 
connection with those crimes. Of those, 45 
have been caught; nine are on trial, and 27 
more are waiting to be tried. Only eight 
people have been convicted, and these 
have not yet heard their sentences. 


The speedier Belgians 

With everything moving so slowly, the 
chances of convicting large numbers of 
people at Arusha are slim. The 1cG study 
concludes that “there is a serious risk that 
those already in custody will be released 
because they have been held for too long 
without trial.” Meanwhile, the new Rwan- 
dan government across the border views 
the proceedings with impatience. It keeps 
some 130,000 genocide suspects in its 
own prisons, and in 1998 executed for that 
crime 22 people, all of them convicted in a 
sub-standard court. 

On June 8th, however—the very day of 
the scathing 1CG report—two Roman Cath- 
olic nuns were found guilty in a different 
court, thousands of miles away, of com- 
plicity in the Rwandan genocide. Their 
trial had lasted a mere two months. Sister 
Maria and Sister Gertrude had handed 
over to their killers up to 7,000 Tutsis who 
were sheltering in their convent; later, they 
provided petrol so that militiamen could 
set fire to a barn in which about 500 Tutsis 
had taken refuge. They were sentenced to 
prison terms of 12 and 15 years by a jury sit- 
ting notin Africa, but in Belgium. It was the 
first time that a jury of citizens from one 
country had judged defendants for war 
crimes committed in another. 

It may not, however, be the last. Bel- 
gium is a signatory to a law, passed seven 
years ago, that allows its courts to hear 
cases of alleged atrocities even if these oc- 
curred abroad. Its interest in the Rwandan 
case is that Belgium was the former colo- 
nial power in Rwanda, and that the nuns 
had fled there after the genocide. The ver- 
dict has heartened many; if more coun- 
tries do as Belgium has done, perpetrators 
of war crimes will know they cannot hide 
from the long arm of justice. 

Should the practice be expanded? Per- 
haps so, if Arushais the alternative. But the 
other UN war-crimes tribunal, sitting in 
The Hague in the Netherlands, gives a dif- 
ferent impression. It was created in 1993, a 
year before Arusha, and, like that tribunal, 
was seen at first as an effort by western 
countries to soothe their own consciences 
about the Balkans and elsewhere, because 
they had not intervened to stop the atroc- 
ities. But ithas grown from similarly shaky 
beginnings to become respected. 

The crimes examined there, though 
committed on a smaller scale than those in 


Rwanda, are just as brutal—genocide, 
crimes against humanity, contravention 
of the rules of war. Although the tribunal 
has not yet convicted anyone as highly 
placed as a prime minister, 100 people 
have been publicly indicted. (The chief 
prosecutor talks of doubling that number, 
and more may already have been indicted 
in secret, meaning that their names have 
not been revealed.) Thirty-eight people are 
awaiting trial and proceedings have 
started against 41, although just four peo- 
ple are actually serving sentences. So far, 
over $470m has been spent on this court 
from its allocated UN budget alone. 

The Hague tribunal clearly has advan- 
tages over its sister tribunal in Tanzania. It 
has a slightly larger budget from the UN 
and a few more staff (1,100 at The Hague, 
800 at Arusha). But the European court 
gets roughly as much money again in one- 
off bilateral payments or gifts in kind, such 
as Britain’s gift, a few years ago, of a newly- 
furnished courtroom. And the Dutch gov- 
ernment provides back-up, such as secu- 
rity, that the Tanzanian government 
cannot provide in Arusha. 

There are also more resources available 
to the prosecution at The Hague. Arrests 
are made mostly by NATO troops in the 
Balkans. For Arusha, suspects are picked 
up when police, mostly in French-speak- 
ing west African countries, happen to spot 
them. Arusha depends mostly on wit- 
nesses for evidence, many of them illiter- 
ate farmers who could not record their 
impressions at the time. The Hague enjoys 
intelligence intercepts from western ar- 
mies, satellite photographs and other 
high-tech methods of collecting more dur- 
able evidence. 

Take, for example, the trial of Radislav 
Krstic, a one-legged Serb general who is ac- 
cused of killing 8,000 Bosnian Muslims in 
Srebrenica in July 1995. The case against 
him rests partly on photographs of vehi- 





Nuns took part, too 


cles, buildings and soldiers in and around 
Srebrenica which were taken from NATO 
planes and satellites. The prosecution has 
presented over 900 exhibits, including 
those photographs and evidence gathered 
by spies, as well as over 100 witnesses. 
Arusha has nothing like this. 

The best lawyers and judges are also 
more willing to work in Dutch comfort 
than to go to down-at-heel Tanzania. Carla 
Del Ponte, a former Swiss attorney-general 
with a reputation for hunting down mem- 
bers of the Russian mafia, is the chief pros- 
ecutor for both tribunals. She spends three 
weeks in every two months in Arusha, 
and finds it exhausting. “With Rwanda,” 
she admits, “it is difficult to find people 
who will stay down there.” 


Fishing for the biggest 

Neither tribunal, however valiant its ef- 
forts, could provide full justice for these 
horrific crimes. As with the Nazis who 
were tried at Nuremberg, it is clear that 
many thousands more people were 
responsible for all sorts of crimes than can 
actually be put on trial. 

In Rwanda, the killers were mostly or- 
dinary peasants who joined “the work”, a 
communal activity for Hutus, who were 
all expected to take part in the killing. De- 
cent Hutus who refused were often killed 
themselves. In the Balkans, neighbours 
turned on each other with a vengeance. 
Since no more than a tiny fraction of the 
guilty can be tried, is justice possible at all? 

Ms Del Ponte’s answer is simple: grab 
the people who are most responsible. In 
Arusha, trials are due this year of a pastor, 
several politicians and military officers. 
The Hague tribunal is also hunting down 
more senior people. Biljana Plavsic, once 
president of the Serb part of Bosnia, sur- 
rendered to the court in January, and will 
stand trial for genocide and other crimes. 
Radovan Karadzic and Ratko Mladic, two 
leading Serbs, have been indicted on simi- 
lar charges. 

The trial of one man would crown the 
efforts of The Hague. Pasted to the wall of 
Ms Del Ponte’s office is a wild-west 
“Wanted” poster, offering $5m for the ar- 
rest and delivery of Mr Milosevic, the 
main architect of the Balkan wars. Mr Mil- 
osevic was publicly indicted during the 
Kosovo war in 1999, and Ms Del Ponte 
makes no secret of her eagerness to bring 
him to trial. “I am waiting for Milosevic. I 
will go in court then, yes!” she cries, bang- 
ing the table with her fist. 

She may have to wait. Mr Milosevic 
was arrested in Belgrade in April; Yugo- 
slavia’s new president, Vojislav Kostunica, 
would prefer to have him tried for war 
crimes at home first, although a new law 
would allow co-operation with the court 
in The Hague. Staff at the war-crimes tribu- 
nal are confident that outside pressure will 
eventually bear fruit. The news, released »» 
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Uncovering the past in Serbia 


on June 3rd, that the Belgrade authorities 
were examining bodies from several mass 
graves in Serbia has increased speculation 
that Serbs are being prepared for Mr Milos- 
evic’s journey to The Hague. “There is no 
question [about] the transfer of Milos- 
evic,” says one official. “It is just a question 
of when they will do it.” 


The justice of the victors? 

Even if a tribunal is able to put the worst 
offenders on trial, some question whether 
justice results. On one reckoning, there is 
no punishment severe enough to fit crimes 
like genocide. UN courts cannot sentence 
anyone to death, and UN-approved pri- 
sons are usually tolerable places. Not 
much of a deterrent, therefore, for those 
committing crimes in the heat of a war. 
This is a particular problem in Arusha, 
where prisoners live in greater comfort 
than surviving victims of the genocide. 
The Arusha tribunal is now trying to find 
African prisons (in Mali, Swaziland and 
elsewhere) which meet international stan- 
dards but are still seen as punishment. 

A greater problem is that war-crimes 
tribunals are perceived as nothing more 
than revenge on the victor’s part. Serbs 
complain that The Hague tribunal is a 
western plot, directed mainly at them. 
Those on trial in Arusha feel the same. 

In general, victors in war escape facing 
justice. The Nuremberg trials after the sec- 
ond world war did not consider whether 
British or American bombing raids against 
civilians were war crimes. Russia’s sol- 
diers are most unlikely to face a war- 
crimes court over the murder and torture 
of Chechens. The Hague tribunal did in- 
vestigate NATO’s bombing raids on Yugo- 
slavia, but concluded, rightly or wrongly, 
that there was no reason to prosecute. 





Critics can therefore argue that war- 
crimes courts are doubly selective: not 
only are very few people tried, but very 
few wars are considered for judicial inves- 
tigation. When justice is so selective and 
seems driven by political interests, is it jus- 
tice at all? 

This question is being answered, in 
part, by the proliferation of different tribu- 
nals where war crimes can be tried. More 
UN war-crimes tribunals are in prospect, 
as is a permanent International Criminal 
Court. And there remains the example of 
Belgium: wherever war criminals seek 
sanctuary, that country can put them on 
trial. The limitations of Belgium, however, 
are seen in the case of Mr Milosevic. 
Where the fish are very big, the tribunal 
judging them needs international stature. 

Recent violence in Burundi, Congo and 
East Timor has led to demands for dedi- 
cated UN tribunals. Atrocities committed 
by the Khmers Rouges in Cambodia in the 
1970s may one day also be examined by a 
court, perhaps with an international ele- 
ment, although legislation to establish one 
has stalled in the Cambodian parliament. 
Members of the military junta in Myan- 
mar are said to worry that they may one 
day end up in court. Some even argue that 
Henry Kissinger should be tried for hu- 
man-rights abuses in Chile, Cambodia 
and elsewhere during the cold war (so far, 
he has been called as a witness only). 

The most likely third UN tribunal will 
be one for Sierra Leone, in west Africa. 
Over ten years, rebels have committed 
horrific cruelties against civilians in the 
country. Tens of thousands of people are 
thought to have been killed—though the 
slaughter is not technically considered a 
genocide, since it has not been an effort to 
kill a whole ethnic group. 
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Whereas the tribunals for Rwanda and 
Yugoslavia were set up by the UN’s Secu- 
rity Council and are entirely international, 
the new one will be based on an agree- 
ment between the UN and Sierra Leone’s 
government made last October. If money 
and support can be found ($22m is needed 
for the first year), Sierra Leone’s tribunal 
will mix local and foreign judges and an 
international prosecutor. If the war al- 
lows, the tribunal will sit in Freetown, the 
shattered capital. Cash may be the main 
problem. The Rwandan and Yugoslav tri- 
bunals are mostly financed through man- 
datory fees levied on all UN members, but 
the Sierra Leonean court will depend on 
donors. 

Sceptics may ask what the use of a third 
court would be. The brutal fighters in 
Sierra Leone’s war will not be deterred by 
the threat of prison. The court may inter- 
fere with peace efforts, and may drain 
away resources that would be better spent 
on ordinary people. But those involved in 
both the existing tribunals argue that 
courts provide something extremely valu- 
able: an historical record that atrocities did 
take place and that victims suffered. Get- 
ting that fact established, they say, may 
help countries like Sierra Leone begin 
reconciliation and rebuilding. 

The other big development, the cre- 
ation of a permanent International Crimi- 
nal Court, may answer the allegation that 
international justice is always the victors’ 
sort. In July 1998, a UN meeting in Rome 
adopted a statute for the permanent court. 
So far, 139 countries have signed up to it. 
Once 60 countries have ratified the neces- 
sary legislation (Croatia became the 32nd 
country to do so, on May 21st), the court 
will come into existence, possibly within 
two years. 

The world criminal court is likely to be 
based on the two existing UN tribunals, 
and will build from precedents and prac- 
tices established there. It will try only 
crimes committed after its creation. The 
stumbling block remains the reluctant Un- 
ited States. President Bill Clinton signed up 
to the Rome statute just before leaving of- 
fice, but many suspect that American in- 
volvement in the court is destructive. The 
United States demands, for example, a 
guarantee that American soldiers will 
never be put on trial, which even its closest 
allies reject as incompatible with the rule 
of law. 

But, if the new permanent court is to 
build on the stumbling successes of the 
two UN tribunals in Arusha and The 
Hague, it will need as much support as 
possible from rich countries. If America 
continues to oppose it, Europe, Canada, 
Australia and other backers will have to 
throw their full weight behind it. The two 
existing tribunals have shown how much 
political will, money, expertise and sweat 
is needed to make such courts work. m 
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The day of the governors 


CHIBA CITY 


Once the pliant tools of Tokyo, the governors of Japan’s 47 prefectures are starting 


to assert themselves 


N UNWANTED dam in Nagano. A 
controversial tax on plastic bags in To- 
kyo. A fight in Chiba to save precious wet- 
lands from the bulldozers. The stuff of 
Japanese local politics might seem low- 
grade fare beside the larger drama now un- 
folding on the national stage. Yet amid the 
talk of a revolution in Nagatacho, Tokyo’s 
political district, it is important not to for- 
get the many minor acts of rebellion that 
went before it. Junichiro Koizumi, Japan’s 
reformist prime minister, came to power 
in April on a wave that began, in a thou- 
sand small ways, in the regions. 

The most eye-catching change has been 
among Japan’s local political leaders, until 
recently as grey and as dull as their coun- 
terparts in Tokyo. In October, the conser- 
vative voters of Nagano, a rural prefecture, 
chose as their new governor Yasuo Ta- 
naka, a chubby playboy novelist with a 
fondness for tight leather suits. In March, 
the people of Chiba, another conservative 
bastion, elected as their governor Akiko 
Domoto, a former journalist who began 
her campaign with no party backing and a 


support group of just 60 people. Shintaro 
Ishihara, the novelist and media celebrity 
who governs Tokyo, has brought life and 
colour—and a worrying whiff of national- 
ism-—to the capital’s politics. 

It is not just their style that sets these 
politicians apart. Traditionally, Japan's 47 
prefectural governors have enjoyed inti- 
mate ties with the old home-affairs minis- 
try (now part of the leviathan Ministry of 
Public Management, Home Affairs, Posts 
and Telecoms), a throwback to the pre-war 
system under which the ministry ap- 
pointed Japan’s regional bosses directly. 

Even now, despite more than 50 years 
of democratic governors’ elections, over 
half of the governors are still ex-bureau- 
crats. Thanks to the nodal position of the 
prefectures, sitting as they do between the 
centre and Japan’s 3,200 municipal gov- 
ernments, these ties have helped to pre- 
serve in modern Japan some of the 
features of pre-war society: uniform, cen- 
trally-determined policies and docile obe- 
dience in carrying them out. But Japan’s 
economic woes have dragged the reputa- 
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through the mud, and all the old frustra- 
tions with top-down rule—which last sur- 
faced in the 1960s—have come bubbling to 
the surface again. 

The evidence is everywhere. In Na- 
gano, Mr Tanaka won with the support of 
citizens’ groups that opposed a dam the 
construction ministry wanted built 
against the wishes of local residents. Akio 
Fukuda won in Tochigi on a similar plat- 
form. Masayasu Kitagawa, the governor of 
Mie prefecture and a pioneer of the new 
confrontational style, won celebrity last 
year by opposing the construction of a nu- 
clear power plant. The government and 
the utility company, Chubu Electric, had 
been trying to build this plant, against lo- 
cal opposition, for 37 years. 

In Chiba, Miss Domoto wants to cancel 
a land-reclamation project that Tokyo's 
bureaucrats have been pushing for nearly 
30 years. The project, which would create 
land for new factories, has long since 
stopped making sense, says Miss Domoto: 
thanks to the weak economy, Chiba has 
plenty of empty factory space already. 

Calls for referendums are being heard 
all over Japan, on all manner of issues 
from rubbish dumps to airports. Local 
politicians have begun to realise that there 


are votes in championing them. After a ref- 


erendum in Tokushima in which the locals 
voted against a new dam, the mayor, a 
construction-ministry old boy, aban- 
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> doned his support for the project. Instead, 
he threw in his lot with the anti-dam lobby 
and was duly re-elected. 

Along with opposition to the centre 
comes a more humble approach to govern- 
ment. Here and there, the usual arbitrary 
rule is giving way to more enlightened atti- 
tudes. In Mie Mr Kitagawa has introduced 
a system to evaluate the cost- 
effectiveness of major items in the prefec- 
tural budget. Everything is disclosed, for 
voters to see, on the Internet. In six years, 
says Mr Kitagawa, 800 of the prefecture’s 
3,300 budget items have disappeared. Mr 
Tanaka’s administration in Nagano has be- 
come so transparent that he even sits be- 
hind glass walls, through which voters can 
see their governor at work. 

Clearly, Mr Koizumi owes a debt to the 
regions. With his sharp suits and his flair 
for political theatre, his style borrows 
heavily from the most popular of Japan’s 
new governors. His reforms, meanwhile, 
mirror their confrontational politics. A 
plan to review the huge road budget pits 
Mr Koizumi against his own party’s strong 
construction tribe. A call to reduce local- 
government subsidies takes on the bu- 
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reaucrats of the old home-affairs ministry. 
“Reform with no sacred cows” sounds a 
suitably revolutionary note fora man who 
himself came to power-—against the 
wishes of the antique leadership of the 
LDP in Tokyo—thanks to a revolt among 
the party’s local chapters. 

Yet it should be remembered that, be- 
sides championing this revolution, Mr Koi- 
zumi must also find time to lead his party. 
Miss Domoto, Mr Tanaka, Mr Ishihara and 
the other unruly governors owe their suc- 
cess to their independence. No party affili- 
ation binds them to the establishment: 
they attack it from outside. Superficially, 
Mr Koizumi resembles them. Yet if his re- 
form drive were to falter, the voters might 
come to see him not as Japan’s salvation, 
but as just another part of its problem. 

If that happened, his support could 
quickly melt away. In 1868, samurai from 
the two remote southern domains of Sat- 
suma and Choshu seized the imperial pal- 
ace in Kyoto, declared the restoration of 
the Meiji emperor and brought to a sudden 
end two-and-a-half centuries of rule by 
the Tokugawa shogunate. Mr Koizumi will 
need to watch his back. m 





Caste in India 


Still untouchable 


DELHI 


Should India’s caste system be equated with racism? 


66 MASTE is worthless and so is its 

name,” proclaimed Guru Nanak, 
the founder of the Sikh religion. Yet in the 
village of Sidhwan Khurd in Punjab, one of 
India’s richest states, there are two gurdwa- 
ras (Sikh houses of worship), a scruffy one 
for the village’s “scheduled castes”, the of- 
ficial name for people who used to be 
called untouchables, and a spiffier one for 
other Sikhs. India’s 160m Dalits—as mem- 
bers of its scheduled castes call themselves 
these days—suffer worse privations than 
segregation at prayer. But nothing shows 
better than Sidhwan Khurd's two gurdwa- 
ras how stubborn is the stigma of un- 
touchability, 500 years after the Sikhs 
abolished it and 50 years after the Indian 
state did so. 

That is why Dalit activists want their 
plight to be on the agenda of a forthcoming 
UN conference on racism, to be held in 
South Africa in August. Their demand has 
triggered a debate in India about the na- 
ture of caste discrimination and whether it 
is a subject fit for discussion by other coun- 
tries. The government is reluctant. “Race 
and caste are distinct,” says Soli Sorabjee, 
India’s attorney-general. Although India 
has been a vigorous campaigner against 


apartheid, it does not much like the idea of 
having outsiders poking around its own 
systems of stratification. 

India does not practise anything like of- 
ficial apartheid. On the contrary, a fifth of 
the seats in Parliament are reserved for 
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members of scheduled castes and tribes. 
They and other lower castes have places at 
educational institutions and jobs in gov- 
ernment ear-marked for them. Some states 
have powerful political parties based on 
alliances among lower castes. India’s pres- 
ident, K.R. Narayanan, is a Dalit. 

Yet quotas and job-preferment have 
not brought equality, dignity or even 
safety to India’s lowest castes. Dalits are 
barely represented among the grandees of 
business, one reason why some demand 
reservations for jobs in the private sector. 
They are over-represented, however, in 
the ranks of landless agricultural labourers 
and illiterates. Such humiliations as the 
“two-tumbler system” (separate glasses 
for Dalits and non-Dalits) persist in some 
places. In villages, the stigma can lead not 
just to segregation but to violence. Re- 
corded crimes and atrocities against sched- 
uled castes averaged 26,000 a year be- 
tween 1997 and 1999; in 1998 that included 
570 murders and 931 rapes. 

Dalit activists see no reason why these 
injustices should not be discussed at the 
UN conference, which is to discuss not 
only racism but “racial discrimination, xe- 
nophobia and related intolerance”. Just 
like racism, discrimination against Dalits is 
“based on descent”, argues Martin Mac- 
wan, convenor of the National Campaign 
on Dalit Human Rights. Nor is it restricted 
to India: Mr Macwan says that people of 
Dalit stock are discriminated against in 
Pakistan, Bangladesh and Nepal as well. 

Mr Sorabjee does not deny that “caste 
discrimination is prevalent in India.” But 
the government has a hard time admitting 
that it is an Indian variation of a world- 
wide phenomenon, worthy of interna- 
tional scrutiny. Even Dalits themselves are 
not free of prejudice. In the matrimonial 
section of a website for Dalits-www. 
ambedkar.org—advertisers boast of pros- 
pective spouses’ “fair complexions”. m 








J If it's in the sky and it 


moves, it certainly has 


something to do with us. 





Paris Airshow 2001 





ae en. e i 


Wharton Fellows 


A Wharton eBusiness Initiative 


are you being 
-clipsed? 


get on target: 
http: // efellows.wharton.upenn.edu/2732.cfm 


The Wharton School 
University of Pennsylvania 





Afghanistan’s failing opposition 
The graceless 
victors 


SHIBARGHAN 


The bleak life of a Taliban town 


HE town of Shibarghan in northern Af- 


ghanistan used to be one of the main 
strongholds of General Abdul Rashid Dos- 
tum, who was born there and who many 
hoped would be a match for the all-con- 
quering Taliban. It was much fought over 
in 1998 in a battle bloody even by Afghan 
standards. But eventually the Taliban pre- 
vailed. Today their flag flutters over Gen- 
eral Dostum’s former home. A five-minute 
walk away is the town’s sports stadium, 
where the general's men liked to show off 
their prowess. Today the stadium is empty, 
unused even for sporting activities, since 
the Taliban say sport conflicts with their 
Strict interpretation of Islam. 

The Northern Alliance, the grand name 
given to the remaining organised opposi- 


Trafficking in Central Asian women 
The rise in vice 


Lure of the West 


HE number of Central Asian women 

going abroad to work as prostitutes is 
on the increase. In Russia and the former 
communist countries of Eastern Europe, 
most women are probably aware that 
the promise of a well-paid job as a wait- 
ress or dancer in a West European 
country may simply be a ruse to entice 
them into prostitution. But in post-Soviet 
Central Asia, where authoritarian gov- 
ernments try to control their citizens’ 
knowledge of the world, not everyone is 
so sophisticated. 

Of the Central Asian countries, Kaz- 
akhstan gets most credit from internat- 
ional experts for trying to protect its 
women from traffickers in prostitution. 
Kirgizstan is working on a “plan of ac- 
tion”. Tajikistan is just beginning to 
attend to the problem. Uzbekistan and 
Turkmenistan see no need for public dis- 
cussion. The prevailing attitude seems to 
be: “In our countries, are no pro- 
blems, so you can also not speak about 
trafficking.” 

The International Organisation for 
Migration estimates that up to 4,000 
women were recruited into prostitution 
abroad from Kirgizstan in 1999, and 
1,000 women from Tajikistan in 2000. 
Kazakhstan's foreign ministry says it 
helps about two women a week to es- 


tion to the Taliban, had hoped that General 


Dostum would rejoin their cause. In April 
he discussed this possibility with Ahmad 
Shah Masoud, the alliance’s military com- 
mander. But the talks came to nothing and 
General Dostum is believed to have left the 
country again for exile. The general, a 
westernised Uzbek, was popular in Shi- 
barghan and the surrounding area. Not for 
him the Taliban’s ban on girls going to 
school. But General Dostum was an unreli- 
able ally. For years he supported the com- 
munists when they ruled from Kabul. His 
forces and the Tajik Mr Masoud’s have 
from time to time come to blows as a result 
of ethnic and political differences. 

Mr Masoud still holds out in the Panj- 
shir Valley, now a valley of fear. Sporadic 
opposition to the Taliban continues else- 
where in Afghanistan, but that is gradually 
being snuffed out. Yakowlang, a town of 
some 60,000 people, was reported this 
week to have fallen to the government. 
The alliance was cheered up recently 
when it shot down an elderly Soviet-made 
Taliban jet fighter. But this is hardly the 
kind of event to tilt the balance on the bat- 
tlefield. Kept from annihilation by supplies 


cape from prostitution and return home. 

The main destinations for Central 
Asian women are the United Arab Emir- 
ates and Turkey, with which the mostly 
Turkic-speaking countries in the region 
have cultural and economic ties. But 
there is also trafficking between the five 
republics. Tajik women are known to 
have ended up in Uzbekistan, a place 
they consider more stable than Tajiki- 
ae women, in turn, have been 

t to Kirgizstan and Kirgiz women 
to Kazakhstan, which is also popular as 
a transit country because of its flight 
connections from Almaty. 

In Tajikistan and Uzbekistan, coun- 
tries of close families where tradition 
requires a woman to be a virgin when 
she marries, most unmarried women 
may feel safe from the enticements of 
traffickers. But a woman's home life in 
those countries and her limited expo- 
sure to the world beyond her family 
make her vulnerable should her hus- 
band neglect her, forcing her to work. 

In Central Asia, it seems, the traffick- 
ing in women has cast suspicion on all 
their sex. Roza Aitmatova, president of 
Kirgizstan’s Women Support Centre, re- 
marks that these days “any woman who 
says she has been to the Emirates will re- 
ceive knowing looks”. 
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from the Russian garrison in neighbouring 
Tajikistan, the alliance’s policy appears to 
be one of holding on in the hope that the 
Taliban will become exhausted. It is ex- 
pected to attack major roads with the aim 
of disrupting the Taliban’s supply routes. 
Roads linking Kabul with such cities as 
Mazar-i-Sharif in the north and Herat in 
the west would be targets. 

The Taliban are unpopular rulers. Vir- 
tually bankrupt, they have been able to do 
little for those hit by the past three years of 
drought. Their friendliest neighbour, Pak- 
istan, provides unofficial help but cannot 
conduct trade officially, since that 
breaches United Nations sanctions, im- 
posed because of Afghanistan’s protection 
of Osama bin Laden, who is wanted by 
America on terrorist charges. 

Many western countries want to help 
the Afghan people, but any humanitarian 
aid is received by the Taliban without 
much thanks. A meeting of western donor 
representatives in Pakistan last week was 
told that some relief workers had been ha- 
rassed by the Taliban’s religious police. 
The old saying, biting the hand that feeds 
you, has taken on anew and sinister mean- 
ingin Afghanistan. = 
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Reform in China 
Quick march, slow 
march 


BEIJING 


Is China scaling back its reforms? 


HU RONGJI, China's prime minister, 

may have a reputation for being a 
straight talker, but he can still be hard to 
read. In a speech early last week, Mr Zhu 
admitted he was putting the brakes on 
some of the country’s main efforts at econ- 
omic reform because of the difficulties 
they were encountering. Yet at the end of 
the week he was giving the nod to an 
agreement with the United States that is 
meant to accelerate China’s long-awaited 
entry into the World Trade Organisation 
(see page 77)—an event that Chinese offi- 
cials admit is sure to put even greater pres- »» 


- BTL Piatt 
Eee 


36 Asia V De ty £ es Bisbee FR em ZY RES ea a 


> sure on some sectors of the economy. 





East Timor barbarity against their own people, but 


The normal practice of most Chinese 
officials is to deny any shifts in policy, even 
when they are abundantly obvious. Yet a 
leaked text of an address given by Mr Zhu 
at Tsinghua University in Beijing on June 
5th revealed the prime minister in a char- 
acteristically forthright mood, at least by 
the standards of his highly secretive gov- 
ernment. Mr Zhu said it was necessary to 
“be safe and slow down somewhat a few 
major reforms in light of the current situa- 
tion.” 

Mr Zhu indicated that one casualty 
would be the government's plans to pro- 
mote badly needed tax reforms in the 
countryside. The aim of these is to elimi- 
nate various fees and levies arbitrarily im- 
posed on farmers by local authorities and 
rely instead on a single tax based on in- 
come from crop production. 

Farmers in many parts of the country 
are being forced by greedy, corrupt and im- 
poverished local governments to pay ever 
bigger fees for such purposes as education 
and infrastructure. These often amount to 
over 10% of farmers’ incomes, which have 
anyway been stagnant for the past four 
years. Growing numbers of peasants are 
petitioning higher authorities or taking 
part in mass protests against the levies. 

As an experiment, China made 
changes to the taxes levied in rural Anhui 
province in early 2000. These have exacer- 
bated other problems. A report by the State 
Development Planning Commission pub- 
lished in March this year found that in one 
Anhui municipality farmers had been 
given permission to keep nearly half the 
money they used to hand over to the gov- 
ernment. But as a result the revenues of vil- 
lage-level governments had plummeted 
by nearly two-thirds—a devastating blow 


to an administrative tier that can hardly af- 


ford to support its bloated staff, let alone 
provide basic services for ordinary citi- 
zens. Across China, rural officials are 
nearly as demoralised as the farmers they 
are supposed to serve. 

The original plan had been to extend 
the tax experiment to most of the rest of 
the country this year. But now, as the 
prime minister delicately put it, “it seems 
there are still some problems that need to 
be looked into.” Other reforms to be 
slowed down (not for the first time) are 
plans to impose a fuel tax in place of the 
random charges imposed on vehicle own- 
ers by local governments, as well as the in- 
troduction of a social-security system that 
will remove the burden on employers to 
provide welfare benefits. The proposed tax 
would anger consumers at a time of rising 
fuel prices. Rapid changes to the social- 
security system would heighten fears 
among workers in state-owned enter- 
prises—no less bitter than their country 
cousins—that they might lose some of the 
welfare provisions they once enjoyed. m 


Ready to fight 


AILEU 


Former guerrillas turn regular 


S TALKS on reconciliation between its 
independence heroes and their pro- 
Indonesia militia foes get nowhere, East 
Timor has given up the idea of turning it- 
self into an Asian Costa Rica, with only a 
police force and no standing army. In- 
stead, in the hill town of Aileu, the first re- 
cruits of the new East Timor Defence Force 
are now going through their paces. Come 
independence, which is expected later this 
year or early in 2002, this force of ex-guer- 
rillas will have to defend the sensitive bor- 
der with West Timor, where the militia- 
men are waiting just over the hill. 

The first batch started training in Febru- 
ary, most of them drawn from East Timor's 
old resistance army, Falintil. They still 
carry that name on their uniforms for old 
time’s sake, but these days they are wear- 
ing full military dress. Taur Matan Ruak, Fa- 
lintil’s former chief, has been appointed a 
brigadier-general and is technically in 
command, although he has Australian 
and American advisers. The course, in- 
cluding five weeks’ basic training and in- 
struction in human rights, is run by the 
Portuguese army. 

Strangely, some of the nearly 700 re- 
cruits are former Timorese soldiers who 
once served in the Indonesian army. There 
is even one from the Kopassus special 
forces and one from the Kostrad strategic 
reserve, two units widely associated with 
atrocities in East Timor and elsewhere. 
Some of the Timorese soldiers who joined 
Indonesia’s army got a terrible name for 


Doing it by the book 


others leaked useful inside information to 
the guerrillas. Many voted for indepen- 
dence in the 1999 referendum. 

Their barracks are simple and the pay 
next to nothing, but there is no doubting 
their commitment. The average age is 42, 
two years older than Major Jose Afonso, 
the Portuguese chief trainer. The oldest is 
56. The men know how to kill and have 
their own style of discipline, but they are 
not used to the formalities and rigours of a 
modern army. They did not have ranks in 
the jungles, where many of them spent the 
entire 24 years of occupation, just “com- 
manders” and “troops”, and now they are 
having to learn correct safety procedures 
for their weapons. 

Ultimately, the force will be 3,000 
strong: 1,500 regulars and 1,500 reserves. 
The current recruits include 250 officer 
candidates, selected by the Portuguese 
trainers. Aileu was chosen as a base be- 
cause Falintil was founded there in the 
mid-1970s and encamped there before the 
1999 vote. Although wrecked by the mili- 
tias like the rest of East Timor, for Falintil it 
is a sanctuary. 

The UN advisers putting the army to- 
gether say they have deliberately struc- 
tured it as a defensive force that will be 
able to see off militia incursions. There 
have been a series of these, in some of 
which UN peacekeepers have been killed. 
The force is unlikely to stop another full- 
scale invasion. In that event, its task would 
be to hold off until help arrived. The Ti- 
morese presume it would, in contrast to 
1975 when the West gave tacit approval to 
Indonesia’s invasion. But most East Timor- 
ese think it is unlikely that Indonesia will 
ever come again. The first invasion caused 
it huge problems, international oppro- 
brium and vast expense. And as the coun- 
try threatens to disintegrate, its army has 
its hands full enough already. = 
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George Bush’s European tour 


A bumpy landing 


BRUSSELS, MADRID AND GOTHENBURG 





On his first visit to their continent, George Bush told European leaders that he is no 
unilateralist. And that they will just have to get used to it 


a whole, free and at peace”: 
George Bush’s motto for his Euro- 
pean policy, repeated endlessly this week, 
went one better than his father’s formula- 
tion of “whole and free” (applied to the 
programme for expanding NATO at the 
end of the cold war). This deliberate echo 
of continuity was both reassuring and 
Strange in a trip devoted largely to per- 
suading his allies that the end of the cold 
war actually requires a radical rethinking 
of security policy. After six days, five coun- 
tries, four summit meetings, 22 heads of 
state, three royal families and umpteen de- 
monstrators protesting against everything 
from the death penalty to global warming, 
Mr Bush looked likely to get at least half his 
aims fulfilled. 

As The Economist went to press, just as 
Mr Bush was due to join European Union 
leaders at Gothenburg, most of the atten- 
tion had been focused on reactions to the 
president. That was understandable, given 
the protesters and the initial hostility of 
many European governments (especially 
over America’s rejection of the Kyoto cli- 
mate-change treaty). For most European 
leaders, this was their first look at Mr Bush. 
Yet, as one European diplomat in Washing- 


ton puts it, “perhaps the more interesting 
question is not what Europeans think of 
the administration. It is what the adminis- 
tration thinks of Europe.” 

The administration’s emerging Euro- 
pean policy covers everything from steel 
trade and global warming (both topics for 
the summit with the Eu in Gothenburg) to 
human rights, the Middle East and the Ko- 
reas. But, for the moment, it is dominated 
by nuclear security. 

For the past few months, the Bush ad- 
ministration has been wrestling with two 
versions of a European policy, which are 
in part differing reactions to the EU’s own 
security ambitions. Nobody in Washing- 
ton thinks the United States should pull 
out, of course, or even pull back far. But 
one strand of opinion—represented by offi- 
cials in the Pentagon and America-firsters 
in the Senate—argues that it should with- 
draw some of its 120,000 troops in Europe, 
and step back, allowing Europeans to play 
a bigger role in the day-to-day manage- 
ment of their continent’s security. The 
other—represented by the State Depart- 
ment and the National Security Council— 
thinks America should continue to act as a 
European power, committing itself un- 
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equivocally to the expansion of NATO and 
the European Union. Cutting across this di- 
vide has been the Bush administration’s 
uncertainty over the Eu’s first steps to- 
wards creating its own reaction force, un- 
der the European Security and Defence 
Policy (ESDP). 

The European policy that emerged 
from Mr Bush’s visit appears to resolve the 
administration's strategic indecision in fa- 
vour of the Europeanists. In Brussels, Mr 
Bush came out strongly in favour of anew 
round of NATO expansion (though with- 
out specifying who should join). Lord Rob- 
ertson, the alliance’s secretary-general, 
said he expects to launch a new round of 
expansion next year, starting at a summit 
in Prague. The “zero option” (no one else 
gets in) is off the table. Mr Bush was ex- 
pected to be similarly supportive of fur- 
ther EU expansion in Gothenburg. 

No less important, Mr Bush went out of 
his way to soothe inflamed nerves over 
two touchy points affecting defence. As an 
earnest of his good faith, Europeans had 
wanted the president to back his secretary 
of state’s formulation for continued com- 
mitment to the Balkans (“in together, out 
together”), rather than his defence secre- 
tary’s suggestion that some troops be 
pulled out. He did so explicitly. 

He was equally forthright on the ESDP: 
“The United States would welcome a capa- 
ble European force, properly integrated 
with NATO, that provides new options for 
handling crises when NATO chooses not 
to lead.” Clearly, the support is condi- 
tional. Equally clearly, American support 
for espP has been evident since Tony » 
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> Blair’s visit to Washington in February. 
Still, to spell it out again at NATO head- 
quarters was significant, given the uncer- 
tainty that existed at the start of the year. 

But if Mr Bush avoided any temptation 
to disengage—the isolationist option—he 
was no less insistent about pushing what 
many Europeans see as the “unilateralist 
option”: deploying a missile-defence sys- 
tem in defiance of the Anti-Ballistic Missile 
(ABM) treaty. Mr Bush called this treaty “a 
relic of the past”. Jacques Chirac of France, 
in contrast, called it a “pillar” of the frame- 
work of strategic balances, while Gerhard 
Schréder, the German chancellor, insisted 
that “we are committed to strengthening 
the arms-control architecture.” 

Hardly a meeting of minds, you might 
think—and certainly not something that 
bodes well for Mr Bush’s summit meeting 
in Slovenia with Russia’s Vladimir Putin, 
whose foreign minister bluntly character- 
ised his government’s commitment to the 
ABM treaty as “categorical and un- 
changed”. Yet the Americans have more 
cause for satisfaction than this opposition 
to their policies suggests. 

Not for the first time, America has been 
able to use smaller nations as a counter- 
weight to the more truculent block of Euro- 
peans within NATO. Two of the newest 
members of the alliance, Poland and the 
Czech Republic, strongly supported mis- 
sile defence. The Czech president, Vaclav 
Havel, even claimed that a defensive alli- 
ance like NATO has a moral imperative to 
develop defensive weapons. 

And despite the opposition of France 
and, to a lesser extent, Germany, Mr Bush 
has done better with other European 
power-brokers. Spain’s Jose Maria Aznar 
was surprised that the very idea of missile 
defence should be “disqualified”. Tony 
Blair said “there are highly unstable states 
developing nuclear arsenals and we have 
to look at all ways, including missile-de- 
fence systems, of countering that threat.” 
Perhaps more significantly, Italy, whose 
new leader, Silvio Berlusconi, is a keen At- 
lanticist, expressed guarded support for 
the idea. 

This pro-Bush coalition is no guarantee 
that European countries will eventually 
endorse missile defence. Some of their de- 
ference may be a diplomatic reluctance to 
rebuff Mr Bush to his face. The president 
has also avoided giving adversaries any- 
thing concrete to attack. The devil remains 
in the details—and in Mr Putin’s reaction. 

At his speech in Warsaw, the culmina- 
tion of his European tour, Mr Bush was 
due to compare Europe “whole, free and at 
peace” with Churchill’s iron curtain 
speech of 1946. At that time, America and 
Western Europe united in the face of a clear 
Soviet threat. For all their attempts at 
agreement this week, America and Europe 
are far from uniting in the face of the more 
nebulous threats of the post-Soviet era. m 
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Gone, but not forgiven 


ST LOUIS, MISSOURI 


The long-planned death of the Oklahoma City bomber changed very little 


HE contrast between the events that 

will forever link Oklahoma City and 
Terre Haute, Indiana, could not have been 
greater. The bombing of the federal build- 
ing in Oklahoma on April 19th, 1995 was 
sudden, without warning. The execution 
of the bomber, Timothy McVeigh, in Terre 
Haute, was choreographed as a slow and 
detailed ritual. The 168 victims murdered 
in the blast were scattered amongst the de- 
bris: doctors pieced together body parts of 
children like a jigsaw puzzle to give their 
parents enough to bury. McVeigh’s death 
was clean, antiseptic and calm. 

But the biggest difference was the reac- 
tion. Only a handful of fanatics supported 
the deaths in Oklahoma. The vast majority 
of Americans supported McVeigh’s execu- 
tion—despite a chorus of disapproval from 
overseas and a vociferous debate on the 
subject in the United States. No execution 
since that of Gary Gilmore in 1977, which 
re-opened the current era of capital pun- 
ishment, has prompted the same degree of 
interest. 

The execution ran less smoothly than it 
should have done. It was supposed to take 
place on May 16th. It was postponed to 
June 11th when the FBI, after more than six 
requests from McVeigh’s lawyers, sud- 
denly found more than 4,000 pages of ex- 
tra evidence. 

Even that date looked optimistic. Al- 
though these still-sealed documents ap- 
parently contain nothing to contradict 
McVeigh’s boastful confessions, it was 
widely assumed that his lawyers would 
be granted more time to study them. The 
chances of the case dragging on for 
months (or years) were also helped when 
McVeigh, given the opportunity to tweak 
the government further, reversed his ear- 
lier wish to speed up his punishment. 

He did not succeed. The federal judge in 
Denver who presided over McVeigh’s trial 
tore into the FBI for its negligence, but 
ruled that nothing in the last-minute dis- 
closures would exonerate McVeigh. His or- 
der allowing the June 11th date to stand 
was backed by the federal Court of Ap- 
peals. Rather than make a futile appeal to 
the Supreme Court, McVeigh again ac- 
cepted the sentence. 

He spent his last days maintaining his 
delusion that he was a soldier in a state of 
war with the federal government. He 
showed no remorse; his half-apology was 
largely another justification for the mur- 
ders. He hand-copied a mawkish 19th-cen- 





McVeigh never even said sorry 


tury poem “Invictus” for his final 
statement but did not, in the end, read it. 

For his last meal he ate two pints of 
mint chocolate-chip ice cream. He slept 
during the last hours of his life, and 
hopped up on the gurney just before 7am. 
After he was strapped in place and the in- 
travenous lines inserted, the witness-room 
curtains were opened. He made eye con- 
tact but said nothing to the witnesses, sim- 
ply looking at the camera in the ceiling. In 
Oklahoma City survivors and relatives of 
the dead saw his face looming before them 
on a big screen as he defiantly stared at 
them, dying with his eyes still open. When 
he was pronounced dead, at 7.14, the trans- 
mission ended. 

McVeigh’s long-term significance in the 
debate about capital punishment remains 
to be seen. On the day of his death, the fo- 
cal point for many people was not Terre 
Haute but the memorial on the site of the 
federal building in Oklahoma City where 
168 sculpted chairs honour the people 
whom McVeigh slaughtered. Nineteen of 
the chairs are smaller than the rest, in 
memory of the children murdered in their 
day-care centre. On the edge of the site is 
the Survivor Elm, a tree damaged but not 
destroyed in the blast. For the first time in 
six years, birds have returned to nest in its 
branches. m 
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a path called innovation. 
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Appointments 


The Potemkin administration 


WASHINGTON, DC 


All the president’s men are arriving very slowly—and it is beginning to show 


HERE IS nothing like a trip abroad to 

convey the impression of the might of 
an American administration. The presi- 
dentis born hither and thither on Air Force 
One. He is surrounded by a praetorian 
guard of secret-service agents. The world’s 
press corps hangs on his every word. 

But back home in Washington the new 
administration is far from being a mighty 
machine. George Bush’s plans face grid- 
lock in a newly Democratic Senate. The ad- 
ministration itself is nothing more than a 
work in progress. Very slow progress. Al- 
most five months after inauguration day 
just under a quarter of its senior officials 
have been confirmed in their jobs. Paul 
Light, of the Brookings Institution, calcu- 
lates that Mr Bush may not have all his ap- 
pointees in place until March 2002. 

Desperate improvisation is thus the or- 
der of the day. The administration makes 
some use of trusted lieutenants who are 
awaiting confirmation. But they are strictly 
limited by law to offering advice. They can- 
not attend official meetings with interest 
groups or foreign officials unless escorted 
by a department official. They cannot even 
use their dining rooms or car parks, let 
alone sit in their future offices. The White 
House also makes some use of people 
held over from the Clinton regime. But 
they can hardly be expected to prosecute 
the Bush agenda with any great enthusi- 
asm. And lower-level people who do not 
require confirmation are used to do the 
jobs of their seniors. But, above all, the 


White House loads mountains of work on 
the few people who have been confirmed. 
At the height of the China crisis only 
five of Mr Bush's 47 appointees in the State 
Department and just two of the Defence 
Department's 45 appointees were in office. 
The Department of Education is handling 
a complex education bill with, to date, just 
two out of 16 positions filled. The Interior 
Department is conducting a heated debate 
about drilling in the Arctic with just one 
out of 17 positions filled. At the height of 
the debate over the tax bill, Paul O'Neill, 
the treasury secretary, had to go to a bank- 
ing conference in Honolulu because there 
was nobody who could take his place. 

Some early cock-ups were probably 
linked to lack of people. The United States 
might not have lost its seats on two influ- 
ential United Nations committees (human 
rights and drug control) if it had had a per- 
manent UN ambassador in place. 

There are more problems on the way. 
The budget is the engine that drives the 
Washington bureaucracy. Only three de- 
partments have appointed chief financial 
officers. So they may be late in submitting 
their budgets to the Office of Management 
and Budget, and the os, in turn, may be 
late in compiling the budget. 

The appointments process has got 
more troublesome with each new admin- 
istration. John Kennedy had his cabinet 
and sub-cabinet in place by April 1961; Bill 
Clinton had to wait until October. Now 
that Mr Bush will have to wait a year to 


complete his administration, the system is 
a farce. “Disastrous”, “a national disgrace”, 
“on the verge of collapse” are some of the 
more temperate phrases that academic 
commentators have used. 


What went wrong? 

It is hard to blame Mr Bush for much of 
this; he is generally deemed to have done 
most things by the book. The underlying, 
institutional reasons begin with the multi- 
plication of political appointees. In 1961, 
Kennedy had just 118 senior appointments 
to fill; today the number is closer to 300. 

A second reason is the absurd multipli- 
cation of bureaucratic tests. Every new 
scandal means another set of hoops for 
the hapless nominees to jump through: 
America now has to protect itself not just 
from the communist threat but also from 
the illegal nanny threat. Nominees must 
subject themselves to background checks 
by the White House Office of Presidential 
Personnel, by the Office of the Counsel to 
the President, by the FB1 and by the Office 
of Government Ethics. They must answer 
more than 230 questions, and list all the 
foreign trips they have taken in the past 15 
years, along with the purpose of the visit, 
and all traffic fines they have paid over 
$150. For some reason known only to the 
gigantic vetting industry, the replies also 
have to be filled out by typewriter. 

A third reason is the Senate’s abuse of 
its “advice and consent” power. That 
power was supposed to allow a Senate 
majority—51 senators—to check the more 
controversial nominees. But in recent 
years it has become an excuse for individ- 
ual senators to impose “holds” on poten- 
tial nominees to advance their own causes 
or simply to exercise personal spite. Jesse 
Helms is holding no fewer than four trea- 
sury nominees hostage until he is allowed 
to rewrite last year’s Africa-Caribbean 
free-trade bill, in order to protect textile in- 
terestsin his native North Carolina. Hillary 
Clinton, who is holding up a consumer- 
products safety commissioner, may be- 
come the Jesse Helms of her party. 

The change in power in the Senate, 
thanks to Jim Jeffords’s defection from the 
Republicans, will not help. If Mr Bush is 
lucky, the handover of power will delay 
the nomination process by a few weeks. 
But it could be far worse than this if Demo- 
cratic senators drag their feet over Bush 
nominees—as the Republicans did over Mr 
Clinton's people. 

Many senior Democrats have their 
minds not on the smooth running of the 
current presidency but on their own presi- 
dential ambitions in 2004. A bumper crop 
of senators are gearing up for tough elec- 
tion battles in 2002. And the ever diligent 
Senate goes into recess from early October 
until January. The idea that the Bush ad- 
ministration will be complete by next 
March may yet be too optimistic. m 
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overcome any risk. 


Innovation in Corporate and Investment Banking means 


pioneering a unique Portfolio Cover Program that covers risks linked 
to emerging market oil trade receivables. By tapping capital markets, 
the program creates an additional capacity to cover emerging 
market receivables—and its Al+ rating provides access to a broad 
investor base. This creativity, plus SG’s leadership in other areas of 
Commodity Finance, has led Trade Finance to rank us a “Highly 
Commended Commodity Bank” in 2000. Combining vision with 
precision is what Innovation Banking is all about. www.sg-ib.com 
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The great beret affair 


Badge of honour 


CABOT, ARKANSAS 


Well, hardly 


NE problem with political manoeuvr- 

ing in Washington, DC, is that it usu- 
ally ends up squashing somebody. There 
have been few better examples of Beltway 
bluster than the great beret controversy— 
the storm following the revelation that 
American soldiers would supposedly 
have to don Chinese headgear. Now the 
tiny town of Cabot, in the Arkansas Delta, 
has been hit by one of the gusts. 

For more than a century, the Bancroft 
Cap Company, one of Cabot’s main em- 
ployers, has been making hats. For the past 
20 years, it has made most of the army’s 
berets, including the distinctive black ones 
for the elite corps of Army Rangers. Last 
autumn, the Pentagon decided that as of 
this Thursday, June 14th, the army’s 226th 
birthday, all its soldiers should wear black 
berets like the Rangers. Bancroft was 
awarded an $8m contract to make 1.3m 
black berets—roughly a quarter of the total 
order. Barry Goldman, the third genera- 
tion of his family to run Bancroft, duly 
hired more employees and bought new 
equipment. Talk bubbled about a second 
factory being opened—a big thing in the 
Delta. 

Then the complications began. Ban- 
croft said it would have trouble meeting 
the June deadline; that helped spur the 
Pentagon to waive a long-standing rule on 
producing uniforms in the United States. It 
ordered berets from a Canadian firm and 
two British ones, one of which, Kangol, 
uses a factory in China. When this 
emerged in February, it provoked howls of 
fury from politicians. And after the China 
spy-plane incident, the Chinese part of the 
foreign contracts was ditched in May. 

Meanwhile, a separate row broke out, 
because many Army Rangers objected to 
the idea of lesser types being allowed to 
wear their black berets. Former Rangers 
marched on the Capitol to protest and cir- 
culated petitions on the Internet. 

At first neither dispute had any effect on 
Bancroft: it added staff and churned out 
the berets. Then, in May, the Pentagon’s 
Defence Contract Management Agency 
announced an inquiry into allegations 
that the company was violating the (aptly- 
named) Berry amendment, which has pro- 
hibited the use of foreign materials in pro- 
ducts bought by the Department of 
Defence for more than 50 years. Bancroft 
immediately had to halt beret production, 
and 50 people were temporarily laid off. 

Nobody at Bancroft disputes the 





Paint it black 


charge. The company has never made a se- 
cret of the fact that 10% of its wool blend 
comes from overseas, and that the leather 
straps on the beret are made in Pakistan. 
What amazes Mr Goldman is that the Pen- 
tagon, after years of accepting this arrange- 
ment, should suddenly seem so shocked 
by it—-even more bizarrely when, at the 
same time, it has just started getting entire 
berets made overseas. 

The Cabot city council turned to their 
congressman, Marion Berry, a conserva- 
tive Democrat with no connection to the 
eponymous amendment. After a bit of 
congressional sleuthing, Mr Berry claims 
that the investigation has nothing to do 
with the berets’ origin and everything to 
do with their colour and with Ranger 
pique. He says that three Republican con- 
gressmen with strong connections to the 
Rangers (Mr Berry will not name them) 
pushed the Pentagon into the investiga- 
tion, hoping to dissuade the army from 
black berets. The army has not budged, 
even though production delays mean that 
only 336,000 troops—a third of the total— 
had received their black berets by its birth- 
day this week. 

Mr Berry, who has kicked up some- 
thing of a public fuss about this, hopes that 
the office of Donald Rumsfeld, the secre- 
tary of defence, will produce a waiver to al- 
low Bancroft to resume beret production. 
As The Economist went to press, Bancroft 
was still waiting. Without a waiver, the 
company may well go out of business, 
leaving 165 people unemployed and the 
black berets to be made by non-patriots 
overseas. There are surely better ways to 
celebrate the army’s birthday. m 
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Chicago's schools 


Drawn upwards 


CHICAGO 
Magnet schools seem to work—but only 
for those in them 


HEN the doors opened at Chicago's 
Northside College Prep High School 
in the autumn of 1999, it was the first new 
public high school built in the city in 20 
years. The architecture in the $45m build- 
ing is inspiring; the corridors glisten. There 
are computers in every classroom and no 
bells or buzzers. Music marks the end of 
every class. And every student at North- 
side College Prep is above average. Really. 
Northside is the flagship for Mayor 
Richard Daley’s plan to keep talented stu- 
dents in the public schools and retain mid- 
dle-class families in the city. Beginning in 
1997, Chicago opened six new “magnet” 
high schools and a magnet military acad- 
emy. The system now has ten academi- 
cally selective high schools and a 
performing-arts magnet academy. Only 
the most talented students need apply. 
Northside accepted the 240 students who 
scored best on the entrance exam from 
nearly 5,000 applicants; some 30% of the 
students accepted were lured away from 
private schools. So was its headmaster. 
Magnet schools certainly help keep the 
brightest students in the system. In 1995, 
27% of the top students quit the public sys- 
tem after eighth grade; in 2000, only 15% 
did. “It’s pretty clear that they’re keeping 
stronger kids,” says John Easton, deputy 
director of the Consortium on Chicago 
School Research. The magnets have also 
pulled back white middle-class children. 
Although only one in ten of the students in 


Chicago's public schools is white, the mag- >» 
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> nethigh schools look more like the city as a 
whole: 24% white, 43% black, 20% Latino 
and 13% Asian. 

Still, Mr Daley has more school head- 
aches than at any point since he took con- 
trol of the system in 1995. In May, the 
president of Chicago’s school board, Gery 
Chico, resigned. Now the chief executive 
of the Chicago Public Schools, Paul Vallas, 
has gone too. As with Mr Chico, the mayor 
apparently applied pressure. (“The writing 
was on the wall—all over the wall. In fact, it 
was like graffiti,” Mr Vallas admitted.) 

Mr Vallas has much to show for his six 
years in office: better test scores, improved 
attendance and graduation rates, stable fi- 
nances, and nearly $3 billion spent build- 
ing new schools and repairing old ones. 
But after six years of steady gains, test 
scores have gone flat. A particular disap- 
pointment are reading scores in the third 
grade (nine- and ten-year-olds), which 
showed no improvement, even though 
this year’s class was the first to have had 
more intensive instruction since kinder- 
garten. Two in five students still drop out 
before finishing high school. Middle-class 
families whose children do not get into a 
magnet school are still likely to prefer the 
suburbs or a private school over their local 
public school. As the Chicago Tribune con- 
cludes, “While Chicago schools are better, 
they are not by any definition good.” 

Mayor Daley has chosen Michael Scott, 
the president of his parks board, to be the 
new school-board president, a part-time 
and unpaid position. He has not selected a 
new CEO. The candidate thought to be Mr 
Daley's top choice, Mary Dempsey, the li- 
brary commissioner, has expressed res- 
ervations that the job will “consume her”. 

Meanwhile, the labour peace that has 
made school reform possible has grown 
tenuous. The Chicago Teachers’ Union has 
elected a new president, Deborah Lynch- 
Walsh, who promises a less cosy relation- 
ship with the mayor; he has publicly en- 
dorsed her opponent. Ms Lynch-Walsh has 
criticised policies that punish teachers in 
failing schools. She prefers the familiar un- 
ion standbys: more spending and smaller 
classes. Before 1995, Chicago teachers 
went on strike nine times in two decades, 
leaving the system in perpetual disarray. 

Even the shimmering magnet acade- 
mies draw criticism. Magnets, like all 
forms of meritocratic education, “cream” 
the best teachers and students from the 
rest of the system. Only one in ten of Chi- 
cago’s high-school students are in mag- 
nets; the rest are stuck in schools that are 
improving slowly, if at all. Predictably, 
teachers are asking whether the resources 
lavished on the system's best students 
might be better spent on the more needy. 
On the other hand, it was lack of excel- 
lence and terror of experimentation that 
got Chicago’s school system into its mess 
in the first place. = 


School life 


No time for play 


NEW YORK 


And that man over there is a lawyer 


oe THE children spilling on to America’s 
streets this month for their summer holi- 
days seem to take extra delight in their free- 
dom, the reason is not hard to find. At one 
school after another across the country, re- 
cess (“break” to Brits), the 15-minute peri- 
ods of “non-directed activity” (“play” to 
non-child-psychologists) have disap- 
peared. Once, the tedious mornings and 
afternoons were gloriously broken by the 
bell and the stampede outside. No more. 

The trend began in the mid-1980s, and 
has been all downhill since. Atlanta seems 
to be the only place to eliminate recess ina 
whole school district; but individual 
schools have done so in Michigan, Wis- 
consin, New Jersey, Florida, California, 
Kentucky and Maine, to name only a few 
mirthless places. 

Some parents are not taking this lightly. 
The American Association for the Child’s 
Right to Play, an organisation based at Hof- 
stra University in New York, gets around 
300 furious calls a day. In May, more than 
1,000 people, many of them serious aca- 
demics, showed up at an association con- 
ference (“The Child’s Right to Play: a 
Global Approach”) to grapple with such 
topics as “The moral and ethical dimen- 
sions of controlling children’s play”, and 
“The role of the expert witness in play- 
ground litigation”. More on that later. 

The association’s president, Rhonda 
Clements, who is also a professor of edu- 
cation at Hofstra, thinks recess may always 
have been a bit controversial. An 1885 
memo from a Michigan school superinten- 
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The perils of being non-directed 





dent expresses concern over children be- 
ing improperly clad against the cold, 
“maimed for life” by boisterous older chil- 
dren, mauled by bullies and giving vent to 
foul language. 

None of these concerns has gone away. 
Supervision, once done by principals un- 
der the premise that this would allow 
them to see the children in their truest 
light, has often been relegated to part-time 
assistants. As a result, says Anthony Pelle- 
grini, a pro-recess professor at the Univer- 
sity of Minnesota, crucial but subtle 
distinctions are missed between, for exam- 
ple, whether boys are pounding each 
other in fun or sport (good) or trying to kill 
each other (bad). 

There’s less time for break, too. With 
more standardised tests and increasingly 
packed curriculums, anything that sounds 
like fun gets pushed aside. But, this being 
America, litigation may be the main cul- 
prit. In a survey of 523 elementary schools 
by the National Association of Elementary 
School Principals, more than one-third 
said that lawsuits and problems with in- 
surance had forced them either to modify 
or drop recess. Some schools have stripped 
play areas of any equipment, to pre-empt 
lawsuits from people who fall off swings 
when they break in after hours. 

For fans of play, however, all is not lost. 
Even outside Hofstra University, a back- 
lash has started. Last year, Virginia became 
the first state to make recess a daily require- 
ment. Texas, which has many no-recess 
schools, is re-evaluating its hands-off posi- 
tion. Philadelphia could soon put a pro-re- 
cess initiative on the ballot. Florida may do 
likewise in a few years. Given that state’s 
crucial role in national elections, and the 
delicate party balance of its population, a 
clever, school-reform-minded politician 
may want to take up the cause. Children 
will be grateful, and will no doubt make 
their feelings known in the strongest possi- 
ble manner to the voters in their family. = 
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Lexington Tiger, Tiger, burning 


bright 


In his attitude to race, Tiger Woods is as precocious asin his game 
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OR once the over-used claim that a sportsman is “unique” 

may make sense. Tiger Woods can hit a golf ball with greater 
consistency than anyone else in the world. He is the only golfer 
ever to hold all four top professional titles in the game at once. 
The only question is whether his dominance will be confirmed 
this weekend with victory at the us Open in Tulsa, where he 
could win an unprecedented fifth major title in a row, or with 
some other milestone in the near future. He has won $25m in 
prizes and earned far more from sponsorship and endorse- 
ments. He may become sport's first billionaire. 

All this Mr Woods will acknowledge. His beaming delight in 
his victories and his dedication to honing his talent speak of a 
man who is not just sure of his strengths but fiercely proud of 
his achievements. But there is one aspect of himself Mr Woods 
does not acknowledge as special. That is his race. 

In a game long played in clubs to which no Jew or black man 
was admitted, and where many are still not particularly wel- 
coming, Mr Woods, with his dark skin and black hair (except 
when he bleaches it for a lark), might have been expected to 
revel in his conquest of the inner sanctums. But he chooses not 
to. He acknowledges the mixture of black, white, Native Ameri- 
can, Chinese and Thai in his parentage, but claims no special 
privilege for it. Far from seeing himself as a lone black face in a 
sea of white ones, as Arthur Ashe used to be on a tennis court 
(and as the Williams sisters still imagine they are), Mr Woods 
sees himself as just another Californian hybrid. 

Demographically, his attitude seems obvious. Why bother to 
make a fuss about not being white if you come from a state 
where non-Latino whites are now a minority? Why preach the 
benefits of multiculturalism when the races you grew up with 
are becoming ever less distinct? More than 40% of third-genera- 
tion Asian-Americans marry people of different ethnic 


backgrounds. Among Latinos, who are racially even more dispa- 


rate than Asians, almost two-thirds marry non-Latinos. Among 
African-Americans intermarriage rates are lower, but neverthe- 
less higher than ever before and climbing. The census last year, 
for the first time, allowed people to register their race as a com- 
bination. Across the country 7m people, mostly young ones, 
took advantage of this opportunity. 

So Mr Woods is no oddity in terms of demographics. But he 





is in terms of politics—particularly black politics. Black leaders 
who took a dim view of the proliferation of ethnic categories on 
the census form, believing they would diffuse the power of mi- 
norities, patently feel uncomfortable with this new role-model. 
Mr Woods was chided by black leaders when he described him- 
self as “cablinasian”—a little bit of all his forebears—in an 
interview soon after the start of his professional career. Instead, 
his critics insisted, he should call himself black, since his black- 
ness would define the obstacles he would face. 


White men can’t jump, throw, run... 

Even when set alongside Colin Powell, the national black politi- 
cian who plays the race card least, Mr Woods stands out. He 
does not play the card at all; indeed, he seems to deny that it ex- 
ists. The fact that he is a sportsman probably only increases the 
radicalism of his non-position. The idea of the black athlete 
struggling against oppression to secure his or her dream is part 
of black mythology: Jackie Robinson making the major leagues, 
Jesse Owens humiliating Hitler, black-power salutes at the 1968 
Olympics. And rightly so: in those days, black Americans were 
clearly discriminated against. But the idea that there is a specific 
racial barrier in modern American sport, as opposed to barriers 
of poverty and background that apply to all races, looks increas- 
ingly hard to sustain. People of colour are well represented in 
every big American sport—except golf, which only makes Mr 
Woods an even more awkward figure. 

Ironically, aman who does not want to be seen as either 
black or a politician is a symbol for a series of huge questions 
nagging away at black America. Nobody denies that blacks have 
a uniquely awful history among Americans (though Native 
Americans come close), nor that they contend with more consis- 
tent racial prejudice than any other group. But with the black 
middle class growing bigger by the day, are racial-preference 
programmes still necessary? Should blacks really think of them- 
selves as a distinct group in need of a “black leadership”? Above 
all, even if blacks want to keep that distinction, how do they re- 
late to other groups who increasingly seem not to share it? 

Asian-Americans never really went down the route of group 
advancement in the first place (and have, in general, prospered 
mightily). In the 1970s Mexican-American activists formed the 
Chicano movement, which was loosely based on the black 
model; but its rhetoric of fighting for rights as a victimised group 
has faded in the face of diverse Latino success in business and 
culture. That is not without its drawbacks. In the recent mayoral 
election in Los Angeles, blacks, by voting as a traditional block 
(and voting in large numbers), helped deliver victory to James 
Hahn; black districts will surely benefit. By contrast, Latinos, 
proportionately, failed to turn out for Antonio Villaraigosa. They 
seem to think their future depends more on the city’s economy 
than either the race of its mayor or their own electoral clout. 

The idea of “post-racial politics” may be just a pipedream; 
but that does not mean that politics will not move in that direc- 
tion. Mr Woods's quiet presumption that he should be 
celebrated for his golf alone is the view of someone who is al- 
ready on the other side of whatever obstacle there was. By the 
time he is 46, the age at which Jack Nicklaus won his 20th major, 
whites will make up less than 40% of Californians, and nobody 
will raise the question of his family background, so unremark- 
able will it seem by then. Mr Woods has simply arrived in the 
future ahead of everyone else. As usual. m 
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Corruption in Latin America 


Wanted—a crusade to purify public life 


BRASILIA AND MEXICO CITY 


Arash of scandals is testimony to greater scrutiny as much as more widespread 
sleaze. But there are many more things governments could do to clean up 


RGENTINA’S former president, Carlos 
Menem, is under house arrest on sus- 
picion of involvement in an arms-trading 
scandal. Paraguay’s president, Luis Gon- 
zalez Macchi, who was recently discovered 
to be driving a stolen BMW car, faces calls 
for his impeachment over fraud allega- 
tions, as does Brazil's Senate president, 
Jader Barbalho. In Peru, more than 60 peo- 
ple—among them politicians, judges, gen- 
erals and businessmen—have been detain- 
ed, caught in the web of corruption spun 
by the regime of Alberto Fujimori, who 
was ousted as president last year. In Col- 
ombia the national auditor’s office re- 
ported this week that corrupt officials 
creamed off $27m last year from the educa- 
tion budget. In Mexico President Vicente 
Fox has launched a plethora of initiatives 
to crack down on endemic corruption. 

Mr Menem has not been charged, and 
denies all wrongdoing. But the arrest of a 
former president until recently seen in 
some quarters as a symbol of modernisa- 
tion has shaken Argentines. And across 
Latin America opinion polls reveal a belief 
that corruption is flourishing as never be- 
fore. In a region where poverty and in- 
equality remain disappointingly wide- 
spread, perhaps nothing is more corrosive 
of public trust in democracy than the be- 
lief that the politicians impose austerity 
on the many while lining their own pock- 
ets, and those of their fat-cat friends in an 
often monopolistic private sector. But be- 


lief may be outstripping reality. Corrup- 
tion is notoriously hard to measure. 
However, surveys of how prevalent bus- 
inessmen and others believe it to be, car- 
ried out by Transparency International, a 
non-governmental organisation, suggest 
that though some Latin American coun- 
tries are becoming more corrupt, others 
are improving (see chart). 

Certainly, privatisations have too often 
been tainted by corruption, and contracts 
padded, and bribery and influence-ped- 
dling remain common. The drugs trade 
and the need to finance political cam- 
paigns have both played a role in spread- 
ing corruption. But a sense of perspective 
is needed. Democracy, and a smaller role 
for the state in the economy, reduce the 
opportunities for sleaze. The biggest cor- 
ruption scandal in Latin America was 
probably in Venezuela in the 1980s, when 
a government decision to adopt multiple 
exchange rates saw $11 billion in hard-cur- 
rency reserves vanish. Under the dictator- 
ship of General Alfredo Stroessner in 
Paraguay, corruption was the rule rather 
than the exception. Its critics would say the 
same of the rule of Mexico’s Institutional 
Revolutionary Party (PRI), ended by Mr 
Fox’s election victory last year. 

Indeed, the current crop of corruption 
scandals may merely be a sign that wrong- 
doing is more likely to be exposed. In Bra- 
zil, “there has never been as much trans- 
parency as now, and there has never been 
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a government so willing to avoid covering 
things up as now. Never was society so de- 
manding as now, nor the media as active,” 
President Fernando Henrique Cardoso 
told The Economist this week. 

Many countries have enacted reforms 
that should inhibit corruption. Brazil, for 
example, now has compulsory competi- 
tive tendering for government purchases, 
and a requirement that local and national 
governments produce detailed accounts. 

But the effectiveness of such laws is too 
often undermined by judicial failings. 
“The big gangsters have lawyers and use 
the justice system to block their cases from 
advancing,” says Mr Cardoso. Attempts to 
reform Brazil's civil and penal code have 
got nowhere. In Argentina, Mexico or Mr 
Fujimori’s Peru, judges and prosecutors 
have been susceptible to political pressure. 
In Nicaragua, whose media are unusually 
free and feisty for a small Central Ameri- 
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ruption to persist. But in some countries 
there are signs that the judiciary is becom- 
ing more independent. 

Governments could have done much 
more to clean up public life. At the first 
Summit of the Americas in 1994, the conti- 
nent’s leaders drew up a grand plan 
against corruption. In 1996 they agreed on 
an Inter-American Convention Against 
Corruption. But the good intentions ex- 
pressed in both documents have largely re- 
mained just that. On June 4th, at the 
Organisation of American States’ annual 
meeting in Costa Rica, the governments at 
last agreed to create a vague “follow-up 
mechanism” to monitor each other's pro- 
gress on implementing the convention. 

The World Bank has faced resistance in 
some countries to its offers to pass on 
know-how to combat corruption. But not 
everywhere: in Colombia, the Bank has 
begun a confidential survey of public offi- 
cials and government suppliers, to try to 
gauge how much corruption exists and 
how it is carried out. In Brazil Marta Su- 
plicy, the new mayor of Sao Paulo, who is 
from the moderate wing of the opposition 
Workers’ Party, has invited the Bank to 
help her stamp out the countless frauds 
that have added to the problems of South 
America’s largest city. 

In the end, says Miguel Schloss, Trans- 
parency International's director for Latin 
America, there will be successful action 
against corruption only if the process is de- 
politicised. In Chile, for instance, the orga- 
nisation’s local branch assembled a 
cross-party group to report on the govern- 
ment’s compliance with the Inter-Ameri- 
can Convention Against Corruption. No 
one accused the group of political bias, 
says Mr Schloss. 

But in many countries the fight against 
corruption remains a partisan, rather than 
civic, cause. In Brazil, the opposition is 
seeking a wide-ranging congressional in- 
quiry into various corruption claims 
against figures in the governing coalition. 
That might do some good if it were con- 
ducted responsibly. But Mr Cardoso seems 
to have a point when he argues that it is 
motivated less by a genuine desire for a 
thorough investigation than by a wish to 
throw as much mud at him as possible in 
the year before a presidential election. 

Yet corruption has tended to flourish 
where political opposition is weak, as in 
Mexico under the PRI, in Colombia, or in 
Venezuela’s two-party oligarchy, turfed 
out by Hugo Chavez in 1999. That makes 
Mr Chavez’s concentration of power in his 
own hands look ominous. So is a power- 
sharing pact in Nicaragua between the rul- 
ing Liberals and opposition Sandinists. 

A vigilant (if not partisan) opposition, 
inquisitive media, a stirred up citizenry, in- 
dependent judges, tighter rules and more 
open government: all are needed if Latin 
America is to clean up its democracy. W 


Education in Chile 


Back to school 


SANTIAGO 
Big efforts have been made to improve 
Chile’s education. Not big enough 


HE centre-left governments that have 

run Chile for the past decade are proud 
of their commitment to education. Spend- 
ing on education has doubled in real terms 
over the 1990s. Reforms have been carried 
out to try to ensure that poorer Chileans 
get better schooling. But businesses say 
they still find it hard to get well-educated 
workers. And there are signs that poor edu- 
cational standards may be starting to hold 
back economic growth. 

Arecent study of 49 countries by the In- 
ternational Institute for Management De- 
velopment, a Swiss business school, 
seems to bear this out. Among the nations 
studied, Chileans worked the longest 
hours, but their productivity was among 
the lowest, though still higher than in most 
other Latin American countries. Another 
study, this one by the OECD, found that 
four Chileans out of five did not fully un- 
derstand even what they read in their own 
language. No wonder technology firms 
complain about the difficulty of hiring 
staff who can read manuals in English. 

In part, these shortcomings may stem 
from the past: two-fifths of the labour force 
did not finish secondary school. Today 
over 80% of children complete secondary 
education. President Ricardo Lagos, a for- 
mer education minister, wants to increase 
that to almost 100% by the end of his term 
in 2006. He has asked the World Bank for a 
loan to help adults to return to school to 
complete their studies. 

Chile devotes 7% of its GDP to educa- 


tion, but almost half of that is spent by par- 


ents, either on higher education or on 
private schooling for the 10% of children 
who do not go to state schools. The previ- 
ous government tried to make education 
more equal. Its education reform aims to 
extend the school day, by abolishing the 
two-shift system on which half of Chile’s 
state schools still operate. It also seeks to 
modernise the syllabus and improve 
teacher training. 

Officials reject criticism that the results 
have been disappointing. They point out 
that children educated wholly under the 
new system have yet to graduate. But crit- 
ics say that the reforms have failed to im- 
prove the quality of schooling. 

Chile allows private companies to op- 
erate state-financed schools. It has also 
tried to create competition: parents can 
choose which schools their children at- 
tend. State schools get a monthly grant, 
which varies with the number of pupils 






Human capital or hard labour? 


enrolled and their attendance record. But 
in practice parental choice is limited be- 
cause poorer parents lack information, 
and cannot afford the bus fare to more dis- 
tant schools in better-off areas. Neither can 
bad teachers or heads be easily sacked. 

Some educationalists blame lack of re- 
sources, rather than inefficiency, for poor 
school results. “It’s easy for business lead- 
ers to complain. They send their children 
to private schools that charge $300 a 
month, while state primary schools re- 
ceive a tenth of that amount,” argues Jose 
Joaquin Brunner, of Fundacion Chile, a 
quasi-governmental technology institute. 

One way to close that gap would be to 
attract more private donations to state 
schools. For example, Colegio San Joa- 
quin, a state-financed school run by a priv- 
ate foundation in a poor area of Santiago, 
the capital, has a well-stocked library, and 
modern science and computer facilities, 
mostly paid for by private sponsors. 

The government wants to expand the 
number of technical schools, some of 
which offer apprenticeships. But many 
businesses are loth to offer places to ap- 
prentices, according to Jose Weinstein, the 
deputy minister of education. That is 
partly because they fear accidents, and 
thus higher insurance premiums. The 
Association of Manufacturers, which runs 
five technical schools, solved the problem 
by asking parents to contribute $30 a year 
to buy their children accident insurance. 
Businesses could also make fuller use of 
tax credits for workplace training. 

Along with a plan to reform Chile’s 
health system announced by Mr Lagos last 
month, higher educational standards are 
central to the government's hope of 
achieving its promise of “growth with 
equity”. But a decade of educational re- 
form suggests that, though Chile is ahead 
of most of its neighbours in such aspira- 
tions, it is still far behind the rich world. m 
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every child knows us. 







www.eads.net 


A h eet eee 


The step beyond 


x 
‘ 
a" 






4 
EADS 


European Aeronsutic Defence and Space Compan 












Colombia's drug war 


Spraying protest 


BOGOTA 
Ariot by coca farmers poses a dilemma 
for the government 


HE American-backed offensive against 

drug crops, launched last December 
under the rubric of “Plan Colombia”, in- 
volves a carrot-and-stick approach. The 
carrot is money for alternative economic 
activities. The stick is widespread aerial 
eradication of coca fields. Now the govern- 
ment of President Andres Pastrana is fac- 
ing pressure to halt the spraying. 

This month police crop-dusters have 
been spraying weedkiller in Norte de San- 
tander, over about 7,000 hectares (17,300 
acres) of coca. But last weekend several 
thousand coca farmers and labourers de- 
scended from their hillside fields and took 
over Tibu, a town near Colombia's border 
with Venezuela. They looted local busi- 
nesses, and set fire to tanks of weedkiller 
stored at the town’s airstrip. The farmers 
are refusing to leave the town until the gov- 
ernment stops spraying. 

This was the first big protest against 
Plan Colombia’s spraying campaign, butit 
came as American officials were already 
casting doubt on the commitment of Mr 
Pastrana’s government to forced eradica- 
tion. Between December and mid-Febru- 
ary, about 25,000 hectares of coca were 
sprayed in Putumayo, home to around 
half of the total crop (estimated at 136,000 
hectares by the United States). The govern- 
ment then halted spraying there and in- 
stead employed 29,000 coca farmers to 
undertake the manual eradication of their 
plants. It has ordered no spraying in neigh- 
bouring Caqueta, a stronghold of the 
FARC guerrillas, with whom it is holding 
desultory peace talks. But in February and 
March it did spray 5,600 hectares of cocain 
the south of Bolivar department. 

The FARC is bitterly opposed to aerial 
spraying. But so, too, are the right-wing 
paramilitaries of the United Self-Defence 
Forces of Colombia (Auc). Both groups 
make money from drugs. Gonzalo de Fran- 
cisco, the government official in charge of 
Plan Colombia, cites police reports that the 
AUC, which controls much of Norte de 
Santander, was behind the taking of Tibu. 
He insists that Plan Colombia will go 
ahead in the area, but that manual eradica- 
tion is a possibility. Officials were due to 
visit Tibu this week to discuss alternative 
development. 

The ferocity of the protests recalls those 
in 1996, when seven people were killed as 
60,000 coca farmers and labourers 
clashed with the security forces in Putu- 
mayo, Caqueta and Guaviare depart- 
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ments. Those protests were said to have 
been organised by the FARC. 

The new revolt poses a dilemma for Mr 
Pastrana. He wants to keep American sup- 
port—and he wants to weaken both the 
FARC and the Auc by cutting their drug 
income. On the other hand, for many 
farmers coca is the only reliable source of 
income. Forced eradication is unpopular, 
and there is an election next year. Wm 





Canada 
Vive the difference 


MONTREAL 


C’est officiel: French is not under threat 


ANGUAGE, more than anything else, 
defines Quebec. The province, after all, 
is the only significant French-speaking re- 
gion notjustin Canada but in North Amer- 
ica. For three decades, defensiveness has 
defined the provincial government’s ap- 
proach to language. And the best way to 
defend French is to stop people speaking 
anything else—especially English. 

This has led to legislation that many 
Canadians consider draconian. Immi- 
grants to the province, for instance, are not 
allowed to send their children to state-run 
English schools. Shopkeepers must make 
French clearly predominant on all their 
signs, even in places where most of their 
customers speak another language. 

But now, an “estates-general” set up by 
the Quebec government has come to a sur- 
prising conclusion: French, it turns out, is 
not under threat in the province. The com- 
mission, led by Gérald Larose, a respected, 
priest-like former union leader who may 
soon join the Parti Québécois (PQ) govern- 
ment, does not recommend any loosening 
of the language laws. But neither, it says, is 
there any need to stiffen them, as PQ hard- 
liners argue. And Mr Larose urges the 
scrapping of the Orwellian bureaucracy 


created to deal with language issues, 
which is notorious for measuring shop 
signs and insisting that coasters for im- 
ported beer be made bilingual. 

The long-term danger, the commission 
suggests in its preliminary report, is not 
such linguistic trivia, but the poor quality 
of French spoken in the province. It wants 
better teaching, and also, surprisingly, of 
English. The logic: bilingualism could give 
Quebec a real competitive advantage. And 
the commission recognises that, if English 
still posed a threat, this would not come 
from the bilingual, and much-reduced, 
English-speaking minority in the province. 

Such proposals have won reluctant 
praise from many federalists. Most of 
them, including the provincial Liberals 
who boycotted the commission, had seen 
the estates-general as an elaborate propa- 
ganda device by a secessionist govern- 
ment eager for fuel to power its next 
election or sovereignty referendum. Con- 
versely, the PQ faithful feel let down, espe- 
cially by Mr Larose’s relaxed tone. “Some 
people would say I'm smoking some really 
good stuff,” he said. But he has proposed 
one measure to the PQ’s liking: that Que- 
bec should institute its own citizenship. 
However symbolic, that would increase 
Quebec’s psychological separation from 
the rest of Canada. 

The estates-general may have upset the 
plans of Bernard Landry, who took over as 
provincial premier in March after his 
predecessor had resigned. Mr Landry was 
widely expected to call an election this au- 
tumn to try to win a mandate of his own. 
Though he has refused to comment until 
the estates-general issues its final conclu- 
sions in September, the premier has im- 
plicitly recognised that itis unlikely to help 
the PQ’s cause. On the day the preliminary 
report was released, he said that he would 
not call an election until next year. m 
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Saudi Arabian justice 


Cruel, or just unusual? 


RIYADH 


A look at Saudi Arabia’s Islamic laws and the judges who apply those laws 


EXT to Afghanistan, no country im- 

poses tougher Islamic laws than 
Saudi Arabia. The resort to beheading, 
hand-chopping and whipping fuels tab- 
loid gore and human-rights outrage. Yet, 
cruel as the system often is, the deeper 
trouble may lie less with the letter of the 
law than with the obtuse, opaque and 
clumsy ways itis applied. Inefficiency, not 
excess, is what is now prompting belated 
efforts at reform. 

Most Saudis take pride in their legal sys- 
tem, or at least in the factthatit can claim to 
be purely Islamic. The kingdom is the only 
state to hold the Koran as its constitution, 
and the only one where judges are trained 
solely in the sharia or Islamic jurispru- 
dence. These traditions, along with the 
250-year-old alliance between the ruling 
al-Saud family and the arch-fundamental- 
ist Wahabi sect, form the core of the Saudi 
sense of identity. 

This is why Saudis tend to bristle at 
western criticism of their laws. Alarm over 
the recent sentencing of four Britons to be 
flogged for dealing in alcohol moved the 
head of the kingdom’s Supreme Court, 
Sheikh Saleh al-Luhaidan, to accuse critics 


of trying to “undermine Islam”. 

Ordinary Saudis were appalled this 
winter, says a Riyadh businessman, not by 
seeing three westerners confess on televi- 
sion to aseries of local bomb atrocities, but 
by the fact that they were not executed im- 
mediately, “as any Saudi would have 
been”. When Crown Prince Abdullah, the 
kingdom's de facto ruler, recently can- 
celled a trip to Canada after charges there 
that one of the alleged bombers, a Cana- 
dian, had been tortured, his popularity 
soared at home. 

A senior official explains that foreign- 
ers suffer under a basic misconception. 
“People confuse our human-rights record 
with government policy, but our laws 
were not instituted by the government,” 
he says. “They were already here.” 

Yet it is not only infidels who complain. 
Even the ultra-timid Saudi press voices 
protest at muddled, shabby and hasty 
court procedure, and at the small number 
of judges who must handle an increas- 
ingly varied load—fewer than 700 for a 
country with 23m inhabitants. 

In private, Saudis familiar with the 
courts offer sharper critiques. The main 
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complaint is that judges, who have wide 
discretion in interpreting the sharia, are ig- 
norant, and often contemptuous, of the 
modern world, issuing restrictive fatwas to 
preserve Saudi “purity”. Recent examples 
include edicts banning the children’s game 
Pokémon, telephones that play recorded 
music on hold, and the habit of sending 
flowers to hospital patients. 

Such reactionary preoccupations may 
be understandable, considering that, by 
one estimate, 80% of the kingdom's judges 
come from the Qasim, a region in the deep 
centre of the country that is a wellhead of 
Wahabi extremism. Senior judges will ad- 
mit only like-minded graduates of select 
religious institutes into what is in effect a 
priestly fraternity. One lawyer reckons 
that even a Qasimi jurist may be barred en- 
try if he happens to have trained at Mecca, 
a place considered tainted by foreign influ- »» 
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> ence. A judge who strays from the rigid 
conservatism of his elders risks being fired. 
The narrow doctrinal outlook of Saudi 
judges explains the survival of legal tenets 
that most Muslims consider outmoded or 
misguided. Virtually nowhere else are 
women banned from driving cars, or ob- 
liged to secure a male guardian’s permis- 
sion to travel locally or be admitted to 
hospital. Nowhere else are the qisas, or re- 
taliatory punishments allowed under Is- 
lam, applied with such punctilio: last 
August, an Egyptian worker's eye was sur- 
gically removed at the insistence of a man 
who lost the use of his own eye after the 
Egyptian had thrown acid in his face. 


Alternative justice 

Much of the Saudi public may accept such 
rulings as proper. Yet the government itself 
has long tacitly admitted the shortcomings 
of Saudi justice by the simple expedient of 
creating special tribunals to bypass sharia 
courts. Over 20 of these now adjudicate 
most commercial matters, from trademark 
infringements to labour disputes. 

Without them the Saudi economy 
would probably come to a halt. Sharia ju- 
rists, for example, insist that interest is tan- 
tamount to usury, one of Islam’s seven 
major sins. Since the courts will not en- 
force the payment of interest, the Saudi 
Monetary Authority steps in to cover de- 
faults on interest-bearing loans. But 
circumventing religious strictures is not al- 
ways so easy. Judges have recently blocked 
insurance laws (they say actuary science is 
akin to gambling) and progressive income 
tax (they say Islam enshrines the payment 
of one-fortieth of personal income to char- 
ity, and that other taxes are illegal). 

Because of such obstruction, moves to 
reform the legal system are gaining mo- 
mentum. A Code of Criminal Procedure, 
first introduced a decade ago but with- 
drawn under pressure from senior judges, 
isto be implemented next month. The new 
rules will help to ensure proper legal pro- 
cedures and strengthen the rights of defen- 
dants, including the right to be represented 
by a lawyer. Legal practitioners worry that 
judges, many of whom take pride in ignor- 
ing “worldly” laws, may simply decline to 
apply the new code. Still, it is a good step. 

Similarly, there is talk of establishing 
special courts to cover traffic offences. This, 
too, is an important step. Saudi roads are 
dangerous, not merely because of bad 
driving but because of the sharia courts’ 
harsh, arbitrary assignment of liability. 

More fundamental reforms will take 
time. The government, with its legitimacy 
tightly bound to its upholding of the faith, 
is wary. Yet there is something it could 
tackle urgently. Even Saudis who shrug off 
their judges as crusty and conservative 
charge the police, who apply the judges’ 
rulings, with bumbling brutality. There is 
nothing in Islam to excuse this. m 


Israeli-Palestinian ceasefire 


A hard plan for 
Arafat to sell 


JERUSALEM 
Will the CIA’s working plan for ending 
Israeli-Palestinian violence work? 


OW that Yasser Arafat has joined Ariel 

Sharon in reluctantly, and at the last 
minute, agreeing to the ceasefire brokered 
by George Tenet, the director of the CIA, a 
formal truce has replaced the patchy, uni- 
lateral Israeli-Palestinian ceasefires that 
have sort-of prevailed over the past week 
or two. But the new “workplan” remains 
precarious; it is already subject to conflict- 
ing interpretations. Although it says 
broadly what both sides should do to re- 
establish security, the first immediate step, 
as Israel has always insisted, is the reining 
in of violence. When this is established, 
other timetables will be set. Thus the onus 
is on Mr Arafat to deliver first-which 
makes it extremely hard for him to sell the 
deal to his people. 

An unconditional ceasefire was the first 
of several steps, both military and politi- 
cal, recommended last month by the com- 
mittee headed by ex-Senator George Mit- 
chell, and accepted by both sides. But even 
in this first stage of the plan, the devil is in 
the details, and in the timetable. 

Both sides are instructed to stop all viol- 
ent activities (examples in the past week 
include the Palestinian killing of a Greek 
monk, presumably by mistake, and the Is- 
raeli killing, also by mistake, of three Pal- 
estinian women who were hit by fragmen- 





A blockage to peace 


tation shells from an Israeli tank). In 
addition, the Palestinians are comprehen- 
sively called on to arrest and imprison all 
“terrorists”. Both sides, but this applies 
particularly to the Palestinians, are told to 
confiscate all illegal weapons and to end 
incitement to violence. The deal calls for 
buffer zones to be established round flash 
points—which, since these are all in occu- 
pied territory, the Palestinians interpret as 
further land grabs. 

The Israelis, to show willing, have al- 
ready pulled back some tanks, and re- 
moved some road-blocks. But the deal 
gives no dates for the full withdrawal of Is- 
raeli forces to the positions they held be- 
fore the intifada broke out on September 
28th, or for ending the blockade that has 
cut the West Bank into eight segments and 
Gaza into four. It says merely that, in a 
week’s time, the two sides should start 
forging agreed timetables for these devel- 
opments to happen. The Palestinians ob- 
ject to this, understanding that the Israelis 
will insist on a non-violent period before 
they withdraw or end the closures. 

Even worse, from the Palestinian point 
of view, is that Mr Tenet’s plan carries no 
mention of the political recommendations 
in the Mitchell report, above all the freeze 
on Jewish settlement-building. It is be- 
lieved that Israel is looking to a six-week 
“cooling-off” period, during which confi- 
dence-building measures could begin to 
be introduced. The Palestinians argue that 
all this appears to go back to the days when 
any progress on the Oslo peace agreement 
hinged on Israel’s view of how far the Pal- 
estinian Authority was co-operating to 
protect Israeli security. After an intifada 
that has cost nearly 500 Palestinian lives 
(and over 100 Israeli ones), the Palestin- 
ians are not ready for such a return. 

On June 13th, even as Mr Arafat gave his 
conditional yes to Mr Tenet, thousands of 
Palestinians demonstrated against the 
ceasefire in Ramallah and Gaza city. The 
militant Islamist movements, Hamas and 
Islamic Jihad, had already warned Mr Ara- 
fat that, should he “again become an 
American agent” and arrest their people, 
they would exact their revenge in Israel. 

A recent poll commissioned by the 
West Bank’s Birzeit University reveals how 
hardened Palestinian attitudes have be- 
come. Some 78% of those asked said they 
wanted the intifada to continue, come 
what may;74% supported the suicide oper- 
ations inside Israel. Even more worrying 
for Mr Arafat, the poll showed that, for the 
first time, combined support for Hamas 
and Islamic Jihad outstripped support for 
his own Fatah movement. In such a cli- 
mate it will be hard for Mr Arafat to push 
through the ceasefire, especially the ar- 
rests, which he insists should be preven- 
tive, not “retroactive”. He risks being 
depicted by his people as the CIA’s man, 
and Mr Sharon’s protector. m 





ilaina weapons 
Bugs in the system 


The difficulties in strengthening the 
Biological Weapons Convention 


HESE weapons make even seasoned 

generals quake in their boots. Colin 
Powell, commander of the forces that 
pushed Iraq out of Kuwait in the Gulf war 
and now America’s secretary of state, once 
admitted that, as a soldier, biological 
weapons scared him “even more than tac- 
tical nuclear weapons”. A dozen or so 
countries are suspected of dabbling in bio- 
logical black arts. Scores more would have 
the expertise to do so if they chose. And 
though efforts are under way to shore up 
the complete ban on such weapons writ- 
ten into the 1972 Biological and Toxin 
Weapons Convention (Bwc), advancing 
science, together with diplomatic differ- 
ences over a new “compliance” protocol 
for the BWC, is threatening to make it even 
harder than before to uphold the ban. 

Several years ago plans to destroy the 
remaining legal stocks of the virus that 
causes smallpox—a disease supposedly 
now eradicated—were dropped on advice 
from America’s intelligence services, 
among others, that North Korea and other 
countries were secretly experimenting 
with the stuff. Others suspected of illegally 
developing biological weapons include 
Egypt, Iraq, Iran, Libya, Pakistan and Syria 
(the only one in this group that has notrati- 
fied the Bwc). There are concerns about 
Russia, China and Taiwan. 

The effort to bolt some monitoring pro- 
visions on to the BWC got a big push after 
Russia, one of its depository powers, ad- 
mitted in the early 1990s that the Soviet 
Union had built up a huge biological- 
weapons programme. International in- 
spectors then concluded the same thing 
about Iraq. The sense of urgency is now 
heightened by fears that scientific ad- 
vances in the treatment of diseases could 
eventually be misused to attack particular 
ethnic or age groups. This would remove 
one of the biggest deterrents to the use of 
biological weapons: their unpredictable 
consequences. 

Yet talks in Geneva on a draft protocol 
to help countries show they are keeping 
the Bwc'’s rules and to help show up po- 
tential offenders are stalled. Iran leads a 
group of countries that wants western gov- 
ernments to ease tough controls on trade 
in biological substances. This proposal is a 
non-starter. Meanwhile America in par- 
ticular worries both that industrial inspec- 
tions may compromise valuable commer- 
cial information and that inspectors will 
sometimes have too few powers to pick up 
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signs of wrong-doing. A recent report by 
the Stimson Centre in Washington con- 
cludes that the business concerns are over- 
done, while the inspection regime as now 
proposed is indeed too weak to help up- 
hold the ban. An American veto, or de- 
mand for a delay to fix the inspection 
rules, others argue, would put the talks at 
risk. Either way, the November deadline 
for a finished protocol looks optimistic. m 


Sanctions on Iraq 
The council, its list 
and its music 


The UN’s controversial debate on 
changing Iraqi sanctions 


HE UN Security Council has given it- 

self until the beginning of July to de- 
cide what should and should not be 
exported to Iraq under new sanctions ar- 
rangements. America and Britain, the 
sponsors of these proposed sanctions, 
wanted them to come into effect on June 


' and, at the end of the old oil-for-food for- 


mula’s last six-monthly period. But they 
failed to bring the council into line in time, 
so the old formula, which allows Iraq to 
buy only humanitarian goods, was re- 
newed for a month. This abbreviated re- 
newal led the Iraq government, which 
demands an end to all sanctions but par- 
ticularly detests the American-British pro- 
posals, to halt its oil exports amid talk of 
yet another “confrontation”. 

The New York debate is not over the 
principle of the new sanctions: America 
and Britain have already won that argu- 
ment. The sanctions are called “smart” be- 
cause the idea behind them is to make it 
easier for Iraq to import the things its peo- 
ple need, and harder for its government to 
smuggle in the things that most of the rest 
of the world does not want it to have. This 
is fine in theory but hard in practice, since 
what the Iraqi people most need, no less 


than the food and medicine they are al- 
ready getting, are the tools to lift their coun- 
try out of the stone-age to which it has 
been banished by 11 years of sanctions. 
And most of these tools come into the 
tricky dual-use category of goods that 
could, conceivably, be dangerous. 

Hence the dispute over a list of things 
that will not be exactly banned but will be 
subject to review by UN monitoring com- 
mittees. America and Britain propose a list 
that is as wide as it is long, drawing sus- 
pected items from a previous UN list and 
from an amplified form of the Wassenaar 
Arrangement (an export-control instru- 
ment, supported by 33 countries, including 
Russia, which succeeded the cold-war Co- 
com mechanism for preventing the export 
of sensitive stuff to communist countries). 

France, which took a lead in the early 
days of the council’s discussions, seems to 
have largely shrugged off the whole intrac- 
table business. But Russia is still arguing 
hard to have the list narrowed, and made 
as specific as possible. The debate became 
so tense at one point that the British dele- 
gate tried to lighten the atmosphere by in- 
troducing a cheerful five-minute musical 
interlude—a diversion that was stopped 
this week when the Tunisian delegate ob- 
jected to its lack of seriousness. 

If the sprawling American list remains 
asitis, andif the review committee says no 
to the numerous categories on it, Iraq will 
have little chance of rebuilding its col- 
lapsed infrastructure, and its people will 
remain beggared. The difference between 
the new scheme, which is meant to allow 
Iraq to import everything that is not dan- 
gerous, and the old one, which allowed 
imports of only obviously harmless stuff, 
would disappear. The public-relations ex- 
ercise behind the proposals, whereby the 
blame for Iraqi suffering is meant to be 
shifted from sanctions to Saddam Hus- 
sein’s regime, would be unconvincing. @ 
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West African fish 
Too many boats 
for too few fish 


HANN PLAGE 
The European Union’s greed for West 
Africa’s fish 

ACK in 1968, five fishing boats operated 

off Hann Plage, near Dakar, the capital 
of Senegal. Three still used oars, two had 
motors. Now the sea is ploughed by over 
1,000 motorised pirogues, the descen- 
dants of the old African fishing canoes. But 
whereas in 1968 it took half an hour to sail 
from the beach to the fish, today it takes 
over four hours, and the fishermen catch 
only a fraction of what they used to scoop 
from the ocean. 

Driven by poverty and drought, West 
Africans have been migrating to their coast 
over the past 25 years. But there they face 
intense competition from the outside 
world, particularly Europe. Negotiators 
from the already overfished European Un- 
ion—which this week proposed a 50% cut 
in cod and hake catches in the North Sea— 
are currently trying to secure continued ac- 
cess for their fleets in West African waters. 

The EU has just struck new deals with 
Guinea-Bissau and Cape Verde, and is 
seeking them with Senegal and Maurita- 
nia. Its old agreement with Mauritania 
lapses next month; its one with Senegal 
lapsed on April 30th. All these West Afri- 
can countries desperately need the money 
from fishing licences, but they also need to 
safeguard their fish stocks. Over half of 


Sharks under threat 


Predators into soup 


BIJAGOS ARCHIPELAGO 
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Mauritania’s foreign exchange comes from 
selling fish and fishing licences. In Guinea- 
Bissau, one of the world’s poorest coun- 
tries, revenue from fishing licences is be- 
lieved to be worth 40% of government 
income. Its latest deal will bring it €51m 
($43.3m) over the next five years. Senegal 
has earned €48m in the past four years. 
According to Gregor Kreuzhuber, the 
European Commission’s fisheries spokes- 
man, the Eu’s subsidised fishing fleet has 
40% more boats than it needs. And since 
December 1999, it has been excluded from 
the rich fishing grounds off Morocco. The 
previous four-year deal with Morocco had 
netted the kingdom €500m but the two 
sides have failed to strike a new accord. 


Eastern promise is doing away with West Africa’s sharks 


O THE people of the Bijagos archi- 

pelago, the shark is sacred. In initiat- 
ion ceremonies young men from these 
islands off the coast of Guinea-Bissau 
must spear a shark and present the liver 
to their elders. But can this ancient cere- 
mony survive the economic fact that a 
bowl of shark’s fin soup can cost $150 in 
the Far East? 

In the archipelago, and all along West 
Africa's coast, sharks are being “finned” 
to death. Fishermen can earn $50-80 a 
kilo for sharks’ fins, far more than from 
ordinary fish. By the time they reach the 
Far East, they could be worth $500 a kilo 
or more, valuable as aphrodisiacs as 
well as for gastronomy. 

The high demand is devastating 
shark populations in West Africa and 
elsewhere. Most fish, vulnerable to be- 


ing eaten by bigger fish, protect their 
species by spawning millions of eggs. 
But the shark has no predator but man, 
and gives birth to just a handful of 
young. Since female sharks are often 
caught when pregnant, the result has 
been predictably disastrous. Shark-like 
sawfish, which are also “finned”, are al- 
ready virtually extinct off the Bijagos 
islands, and guitarfish are under threat. 

In some parts of West Africa, when 
sharks and other similar fish have been 
finned, the rest of the flesh is often dried, 
salted and exported to places like 
Ghana, where there is a demand for it. 
Dried shark is used much as a stock cube 
would be elsewhere. But in the Bijagos 
islands, where traders are uninterested 
in exporting dried shark, carcasses are 
often left to rot on the beach. 


Hard work, and even harder to compete with an industrial trawler 








Claude Martin, the director-general of 
the World Wide Fund for Nature, an envi- 
ronmental pressure-group, recently at- 
tacked the European Commission for 
knowing “first-hand the devastating effect 
ill-managed fisheries have had in its own 
waters”, and now exporting “this un- 
sustainable fishing practice to threatened 
coastal states in West Africa”. Mr Kreuz- 
huber insists that fishing in third countries 
is not unethical: “the point is to make sure 
itis done in a proper way.” 

But even when a deal is “proper”, it is 
hard to enforce. Poorly paid government 
monitors on foreign fishing boats in Sen- 
egalese waters are bribed by the ships’ cap- 
tains to certify that their catches conform 
to the rules. According to Adelino Tchuda, 
until recently Guinea-Bissau’s minister of 
natural resources, “We don’t have the ca- 
pability to control anything. We don’t have 
a navy, or any aircraft.” Mauritania has 
both navy and aircraft, plus radars paid for 
by the Eu, but, even so, officials believe 
that foreign ships regularly filch one-third 
more fish than they are supposed to. 

Nor is it just the Eu that is after West Af- 
rica’s fish. The Japanese, Koreans, Russians 
and Chinese are also there. West Africa’s 
own small industrial fleets, plus thou- 
sands of pirogues, are all chasing the same 
fish. Indeed, stocks off Dakar have col- 
lapsed to such an extent that, in despera- 
tion, the government has begun tipping 
old cars into the sea to create artificial reefs 
in a bid to attract the fish back. 

According to the UN’s Food and Agri- 
culture Organisation, what is happening 
in the waters off West Africa is happening 
across the world. In a recent report it noted 
that up to 10% of the world’s marine fish 
populations were depleted or recovering 
from depletion, up to 18% were over- 
exploited and up to 50% were being fished 
to the limit. But the demand, and search, 
for fish continues to expand. m 





The European Union and the Irish referendum 


Could everything now go horribly 
wrong? 


BRUSSELS 


The no vote in Ireland’s referendum on the Nice treaty has disturbing implications 


for the European Union 


TU, Paddy? For European Union offi- 
cials it was a bitter blow that Ire- 
land—of all countries—should reject the 
Nice treaty. Ireland, which has received 
billions of dollars’ worth in cash handouts 
from the EU; Ireland, whose wealth has 
soared over the past generation; Ireland, 
where 86% of the population say that their 
country has benefited from EU member- 
ship, against an EU-wide average of 47%. In 
Brussels there is much bitter grumbling 
about ingratitude. How could the Irish, 
latecomers to the Eu club themselves, now 
reject a treaty designed to ease the en- 
trance of a dozen newcomers? 

It still seems unlikely that Ireland’s no 
to Nice will stymie enlargement. When 
Denmark rejected the Maastricht treaty in 
1992, its government negotiated some 
“opt-outs” from the bits of the treaty its 
public most disliked—and then won a re- 
run referendum. Something similar may 
well happen with Ireland, particularly if it 
is made clear that the treaty’s military 
parts need not touch the country's cher- 
ished tradition of neutrality. 


But, even if the Nice treaty is kept alive, 
the European Union will still face some 
unsettling questions. In particular, how 
much more political integration can the 
EU’s citizens swallow? By a quirk of its con- 
stitutional law, Ireland is the only EU 


country obliged to submit Nice to a ref- 


erendum. How many other electorates 
across the EU would reject it too, if given a 
chance? Quite a few, probably. 

The same question is raised by the euro, 
Europe's single currency. Only Denmark 
has held a referendum on joining it—in 
which it voted to stay out. Yet opinion polls 
in some of the 12 countries about to pulp 
their own currencies suggest that people 
remain ambivalent about the change, 
even though it is now a fait accompli. In 
Germany, for example, a recent poll taken 
by the European Commission’s own Euro- 
barometer found 47% in favour of joining 
the euro and 44% against. 

What can be done to persuade so many 
queasy Europeans that integration is good 
for them? One solution espoused by many 
top Germans is simply not to hold referen- 
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dums: indeed, Germany's constitution 
bans them. These European issues, they 
Say, are too complex for ordinary people to 
judge properly; that is what their elected 
representatives are for. In time, the voters 
will come to see the advantages. As a se- 
nior German puts it: “If we had had a ref- 
erendum on the Treaty of Rome in 1957, it 
might have been rejected because it raised 
the price of bananas.” 

This German attitude may be elitist, but 
so far history has vindicated it. On the 
other hand, the sort of integration now be- 
ing urged across Europe is much more tan- 
gible than a customs union or a single 
market. Nobody living in the euro-zone 
will fail to notice the new currency when it 
comes in. Given that some of Germany’s 
most traumatic and triumphant experi- 
ences this century have involved their cur- 
rency—the hyperinflation of 1923 that 
helped bring the Nazis to power and the 
inexorable rise of the p-mark after 1945—it 
is certainly bold to go ahead with so far- 
reaching a change without first legitimis- 
ing it through a referendum. 


Divergent interests 
Beyond that troubling gulf between elite 
and popular opinion lies another issue. 
Might the interests of certain influential 
countries in the EU be changing in ways 
that make them less “pro-European”? 
Ireland's vote is a modest example. 
When Ireland joined the club, it was a 
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poor country in Britain’s shadow. Joining » 


> Europe gave the Irish a new confidence, 
new markets and lots of financial aid. But 
they are now so rich that by 2006 they will 
become net contributors to the Eu’s bud- 
get. Expanding the club could raise Ire- 
land’s bill further, since it will ensure that 
there are fewer farm subsidies to be had. 
Such considerations may sound ignoble, 
but voters are not obliged to be altruistic. 

Besides, Ireland is not the only small 
country to fear that the EU, which has al- 
ways been shaped explicitly to protect 
small countries’ interests, may be chang- 
ing its nature. In a still bigger EU, more de- 
cisions will have to be taken by majority 
vote; small countries will find that their 
relative weight goes down. It was notice- 
able at Nice that the two countries that 
came closest to walking out—Portugal and 
Belgium—were both small. 

But big countries are reassessing their 
stake in the Union too. When the EU got go- 
ing, it was easy to pin down the national 
interests driving Europe’s big powers. 
After three horrific wars, France could 
create a new political arrangement based 
on absolute equality with Germany. Ger- 
many and Italy could win political re- 
habilitation after Nazism and fascism. 
Britain joined in the 1970s partly because it 
felt its economy was falling behind the rest 
of Europe’s. And, when Spain joined in the 
1980s, the Eu offered it a chance to emerge 
from the isolation and backwardness of 
the Franco era. 

But such calculations may be changing. 
The French are clearly spooked by the idea 
that a bigger eu will be dominated by Ger- 
many~one reason why they fought so 
hard at Nice to preserve their parity of vot- 
ing weight with their bigger partner. Ger- 


many’s elite is more excited by the 
prospect of enlargement and closer inte- 
gration, but it is not clear that ordinary 
Germans regard the ditching of the p- 
mark and the opening of their country’s 
borders to eastern immigrants as an ac- 
ceptable price to pay. Since it is no longer 
the sick man of Europe, Britain is more free 
to agonise about integration’s political 
costs~and has been indulging this free- 
dom flamboyantly for at least a decade. 
And a more prosperous and assertive 
Spain clearly worries about the economic 
and political costs of enlargement. 

Since so many of these calculations re- 
volve round enlargement, it is safe to say 
that the Irish rejection of Nice will not be 
the only EU crisis provoked by the Union’s 
decision to take in new members. And en- 
largement is just one of three big tasks the 
EU has set itself. In less than six months’ 
time, two more will crop up: the euro will 
replace national currencies, and the EU’s 
members will undertake a constitutional 
debate, set to culminate in 2004. 

Trying to do all these things at the same 
time runs daunting risks. Yet the EU has 
been through many crises since 1957—and 
has kept up the momentum for “ever- 
closer union”. The British, in particular, 
have always been inclined to predict fail- 
ure, underestimating the sheer determina- 
tion of the other Europeans to make the 
Union work. Certainly, anyone betting 
against the Eu over the past 50-odd years 
would have lost a lot of money. On the 
other hand, as the Union takes up ever 
more ambitious challenges, it is beginning 
to resemble a gambler on a long run of 
luck, who keeps pushing his pile of chips 
back out onto the table. m 





Ireland's no to Nice 


Ahem, Ahern, a 
horlicks 


DUBLIN 
Critics of the EU treaty ran a strong 
campaign, its backers alousy one 


NLY a third of Ireland’s 2.9m voters 

took part in the referendum on June 
7th, and only a bit over half of those said 
no. But that was enough to send the Euro- 
pean Union into a tizzy: Irish voters had re- 
jected the Eu’s Nice treaty, their leaders 
cannot ratify it, and the treaty, a necessary 
prelude to the Eu’s enlargement, cannot 
come into force until they do. Why did this 
usually Europhile nation thumb its nose at 
Brussels, its own government and main 
political parties, its employers and trade 
unions, its bishops and farmers, and many 
forecasters too? 

One reason was that many voters did 
not understand the treaty, and could not 
see why they should bother. And of the 
few who did bother 54% joined its critics, a 
loose alliance comprising the Green Party, 
the ultra-nationalist Sinn Fein (the political 
wing of the IRA), conservative Catholics, 
pacifists and Eurosceptics in general. 

All argued that institutional changes 
proposed in the treaty would reduce Ire- 
land’s influence in the EU. They raised 
fears of a two-tier EU superstate, and un- 
derlined and overstated the threat that 
plans for an £u rapid-reaction force posed 
to Ireland's neutrality. Money too was at 
stake: more for new, poor, farming East 
European countries must one day mean >> 
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> less for no-longer-poor, farming Ireland. 

The no vote also reflected worries 
about the eu that went wider than the 
treaty. Over the past year, ministers of Ber- 
tie Ahern’s government have criticised the 
EU’s increasingly centralised decision- 
making. Mary Harney, the deputy prime 
minister, who heads a small free-market 
party in the ruling coalition, has argued 
that Ireland is closer to Boston than Berlin 
in its style of economic management. Ire- 
land has been scolded by some EU coun- 
tries, notably France, for its low corporate 
tax regime. Its fiscal policy has been cen- 
sured by the European Commission as too 
loose. Maybe, but given [reland’s boom, it 
all seemed unfair. 

On their side, the yes campaigners fell 
victim to their own complacency. They 
underestimated their opponents and 


failed to mobilise their own supporters. 
The pro-Nice parties between them took 
85% of the vote in Ireland’s 1997 general 
election. But in the referendum campaign 
they were barely to be seen, preferring, it 
seemed, to save money for the next general 
election, due within a year. 

For Mr Ahern, who said at the cam- 
paign’s outset that rejection of the treaty 
would be “a deep embarrassment and na- 
tional humiliation”, the result, personally, 
is both. His political judgment had plainly 
gone walkabout. Still, he intimates that he 
will try to ratify Nice in the end. Ireland 
will not seek changes in the treaty, which it 
would not get, but reassurances about it. 
Then, after winning (he hopes) a general 
election next year, Mr Ahern would call a 
second referendum—and launch a much 
more vigorous campaign for the treaty. m 





Italy's new government 


Tutti frutti 


ROME 


Silvio Berlusconi’s new government contains some formidable operators—and 


some awkward customers too 


N THE past nine years, since the old sys- 

tem dominated by Christian Democrats 
collapsed, Italians have got used to govern- 
ments that have included a hotch-potch of 
different kinds of people-—ex-Commu- 
nists, Greens, Catholics, technocrats— 
more often than not led by a prime minis- 
ter who has been little better than primus 
inter pares. Not this time. Silvio Berlusconi 
is plainly the boss, with a cabinet very 
much to his own taste. Unusually, he has 
also ensured that the leaders of the main 
parties in coalition with him, Gianfranco 
Fini of the post-fascist National Alliance, 
and Umberto Bossi of the once-separatist, 
now-federalist Northern League, have big 
posts in government too: the first as dep- 
uty prime minister, the second as minister 
for institutional reform and devolution, 
two areas where the previous centre-left 
government made little headway. 

This is a smart move. In the past, Italian 
party leaders have stayed out of govern- 
ment, sniping and manoeuvring from the 
wings. Last time Mr Berlusconi was in 
power—in 1994, briefly-the Northern 
League was in coalition with him but Mr 
Bossi undermined the government and 
then dished it. This time Mr Bossi will be 
more tightly boxed in. He wants northern- 
ers to pay less in tax and the governmentin 
Rome to leave them generally alone. He 
may even go on being rude about Italians 
who live south of the River Po. But he must 
get along with a Sicilian, Enrico La Loggia, 
the minister for regional affairs. 

The ministers likely to carry most 


weight and enjoy most freedom are those 
with briefs in areas outside Mr Berlus- 
coni’s own range of experience: Renato 
Ruggiero at foreign affairs and Antonio 
Martino at defence. Mr Ruggiero has been 
a diplomat, minister for foreign trade, am- 
bassador-at-large for the Fiat car-making 
conglomerate and, until recently, the boss 
of the World Trade Organisation. A tough 
negotiator (he is “Rocky Ruggiero” to those 
who had to bargain with him), he knows 
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the ways of the world (and of his mentor, 
Giovanni Agnelli, Fiat’s grand old man). 
Mr Ruggiero is a free-trader who is keen on 
the European Union—and wants to widen 
it to the east. He is unlikely to give Italy's EU 
partners any nasty surprises. 

Mr Martino is different. Son of Gaetano 
Martino, one of the European common 
market's founding fathers, he was foreign 
minister in Mr Berlusconi's first govern- 
ment. More notably, he is one of a rare 
breed in Italy: a true liberal in the 19th-cen- 
tury sense, a nation-state man who-—by 
Italian standards—is wary of EU integra- 
tion. He likes Margaret Thatcher and has 
friends in the new American administra- 
tion. Indeed, a word from the White House 
may have encouraged Mr Berlusconi to 
give him the defence job. The new interior 
minister is a Ligurian, Claudio Scajola, re- 
warded for his clever orchestration of Mr 
Berlusconi's election campaign, including 
the adroit way he dealt with other parties 
and divided up the seats between them. 

As expected, Giulio Tremonti, a rich tax 
lawyer who was finance minister in 1994, 
gets a beefed-up Treasury, with economics 
and finance merged for the first time. He 
will be the first Italian minister in charge of 
both raising and spending the country’s 
cash. Until a few years ago another minis- 
ter presided over the budget; this, too, will 
be Mr Tremonti’s responsibility. The new 
economics supremo is also credited with 
having persuaded the Northern League to 
accept the deal that ties it more tightly this 
time into the governing coalition. 

Other ministers include Letizia Moratti, 
a former strong-willed boss of state televi- 
sion who has also worked for Rupert Mur- 
doch and now becomes education 
minister; Roberto Maroni, Mr Bossi’s faith- 
ful deputy, who will head the labour min- » 
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> istry; Roberto Castelli, another Northern 
Leaguer, who becomes justice minister. 
Giuliano Urbani, an academic who may 
actually have dreamed up the idea of Forza 
Italia, Mr Berlusconi's party, in 1993, will 
oversee art and culture—a bigger job than it 
used to be, since Italy, under go-ahead 
ministers in the two previous leftish gov- 
ernments, has begun to promote itself as 
an artistic superpower. 

The most controversial appointment is 
Mr Bossi’s as minister for devolution. The 
new government may be the most north- 
ern-slanted in Italy’s history. Eight minis- 
ters, including the boss, come from just 
one of Italy’s 20 regions: Lombardy, which 
is the country’s richest—and has the most 
go-getting, can-do attitude. So the question 
is: will the Lombards change Italy, or will 
Rome change the Lombards? m 


Dirigisme in France 


Don’t sack your 
workers 


PARIS 
The French government is making life 
harder for employers 


AUSE and effect? Last weekend thou- 
sands of banner-waving French work- 
ers marched through Paris, denouncing 
companies such as Marks & Spencer that 
lay off workers without adequate con- 
sultation. Four days later, on June 13th, the 
National Assembly, in pursuit of “social 
modernisation”, amended its labour laws 
to make it still harder for employers to 
make “economic redundancies”. The min- 
ister of labour pronounced herself “very 
happy”; the leader of the assembly’s Com- 
munists said the world of work had made 
“important advances”; and bosses be- 
moaned the perils of political expediency. 
The bosses have a point. After all, the 
chain of consequences is rather longer 
than a mere four days. It goes back to 1995, 
when the reformist ideas of Alain Juppé, 
France's last conservative prime minister, 
provoked huge street demonstrations and, 
two years later, the conservatives’ defeat at 
the polls. And it will surely go forward to 
next spring’s presidential election and the 
presumed encounter between Mr Juppé’s 
Socialist successor, Lionel Jospin, and 
France’s incumbent conservative presi- 
dent, Jacques Chirac. Put simply, however 
loudly the bosses, caught between a slow- 
ing economy and ever-increasing foreign 
competition, demand flexible labour laws 
and lower social charges, Mr Jospin has no 
intention of upsetting the voters. 

That, in turn, means he can ill afford to 
upset the Communists. They may be elec- 
torally weak-—in local elections three 
months ago their vote collapsed—but they 
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are part of Mr Jospin’s coalition and to 
have them vote against their partners 
would insult the prime minister's reputa- 
tion as a political manager. Unfortunately 
for Mr Jospin, such behaviour is likely to 
become ever more tempting for the Com- 
munists: the lesson they draw from the lo- 
cal elections is that to revive their support 
they need to revert to the hardline tradi- 
tion of the class struggle. Hence this week’s 
vote: it should have taken place two weeks 
ago but had to be postponed as the Com- 
munists twisted arms fiercely enough to 
get a legal wording that they could live 
with. 

How much difference the wording will 
make is hard to say. What has prompted 
new legislation on “social modernisa- 
tion”—jargon for improving relations be- 
tween workers and employers—is a rash of 
layoffs at a time when the French economy 
is doing better than any other in the euro- 
zone. In 1999, for example, Michelin, a 
tyre-maker, announced large layoffs even 
as it reported record profits. Mr Jospin prot- 
ested, but did nothing. This year layoffs 
have already been announced or mooted 
at Marks & Spencer, Danone, Moulinex, 
AOM, Valeo and other big companies. 

In the boardroom, such job losses are 
seen as arational response to tougher com- 
petition, bad exchange rates and other re- 
alities of the global market. On France’s 
shopfloor—and in Mr Jospin's govern- 
ment—they smack of the “economic self- 
interest” of businessmen wanting to boost 
shares or satisfy foreign pension funds. 

So the government’s remedy is not the 
looser labour law craved by the employ- 
ers, but a tighter one: assuming a company 
is not confronted by impossible circum- 
stances or by irresistible technological 
change, it can announce “economic redun- 
dancies” only after “all other means” have 
been tried to preserve jobs. Moreover, it 
will have to negotiate with a works council 
authorised to offer other solutions and, if 
deadlock ensues, submit to the arbitration 
of a government-approved mediator. 

How will such legislation work in prac- 
tice? One businessman sourly notes that 
of the seven countries in which Marks & 
Spencer has announced layoffs only 
France has felt compelled to legislate. He 
predicts a fall in foreign investment in 
France and a drop in its competitiveness. 

Maybe so, but not until after the elec- 
tion. In the meantime Mr Jospin is intent 
on winning that election. Witness this 
week not just more “social modernisa- 
tion” but also a promise that from next 
year new fathers will be able to take two 
weeks’ state-financed leave. Of course, 
after the election, the arithmetic could all 
come adrift and the workers may take to 
the streets again. But the difference would 
be that a President Jospin and his prime 
minister will have five clear years with al- 
most no elections to worry about. W 








Bulgaria’s election 


An ex-king for 
ex-communists? 


SOFIA 
Simeon II looks likely to win power 


OUR years ago, Ivan Kostov was Bul- 

garia’s white knight, his mission to re- 
vive the economy from the financial col- 
lapse inflicted on it by the ex-Communist 
Bulgarian Socialist Party (BSP). Four years 
on, he has done it. Yet Mr Kostov’s armour 
is looking pretty grubby. And the new 
white knight is a former king—and maybe 
future prime minister, nay president. 

Exiled as a boy king in 1946, and a per- 
manent possibility in Bulgarian politics 
ever since 1990, Simeon II—or Simeon Bo- 
risov Saxe-Coburggotski, to use the name 
in his passport—entered the political fray 
in February. The latest poll gives the move- 
ment he set up 37.5%, putting it far ahead of 
the only other group likely to qualify in the 
general election on June 17th for any seats 
at all: Mr Kostov’s United Democratic 
Forces (a coalition dominated by his own 
Union of Democratic Forces) with 18%, the 
Bulgarian Socialist Party (Bsr) with 16%, 
and the mainly ethnic-Turkish Movement 
for Rights and Freedoms with 5%. Other 
polls disagree in detail, but the ex-king’s 
Simeon II National Movement looks likely 
to win the most seats, perhaps even an ab- 
solute majority. 

Why? With help from multilateral lend- 
ers and a currency, the lev, pegged since » 
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> 1999, through a currency-board system, at 


just under two to the euro, the Kostov gov- 
ernment has indeed stabilised the econ- 
omy. It has privatised a lot—but mostly to 
politically favoured managers and du- 
bious investors, foreign or local. Unem- 
ployment is a high 18%, living standards 
still low. Sleaze is widely assumed to be 
rampant; Mr Kostov’s attempts to distance 
himself from it have come late. And the 
BSP, its economic incompetence still fresh 
in voters’ minds, is no real alternative. 

The ex-king’s message, put out in early 
April, was simple (or simplistic): honesty 
and new faces in public life, harsh mea- 
sures against corruption, a huge improve- 
ment in living standards within 800 days. 
The details, filled in since, are not alto- 
gether convincing. 

His new faces are a curious collection: 
media and cultural figures, lawyers, young 
investment bankers with experience 
abroad, businessmen linked to local econ- 
omic groupings. Egos abound, and often 
clash. Simeon himself is an exception. 
Self-effacing and evasive, he will not even 
be standing for parliament, perhaps be- 
cause it would involve swearing alle- 
giance to the republic. Nor will he say 
whether he would become prime minister 
if his movement were to win the election, 
though he has hinted he might challenge 
President Petar Stoyanov in the election for 
that post due this autumn. It would require 
constitutional amendments: till recently, 
Simeon lived in Madrid, and the rules re- 
quire five years of continuous residence. 

As to policy, the movement's pro- 
gramme, unveiled only last month, is or- 
thodox free-market stuff: the budget 
balanced, licences abolished, bureaucrats 
laid off, taxes cut and rejigged to woo priv- 
ate enterprise and investment, easy loans 
for small firms, capital markets developed. 
But the main doubt concerns post-elec- 
toral politicking more than policy. Simeon 
says he is for a coalition government, even 
if his movement wins an overall majority, 
but one with people who share the same 
principles. Mr Kostov says he is willing, 
provided the ex-king backs Bulgarian 
membership of NATO—as Simeon seems 
to, though a good many Bulgarians do not. 

Conspiracy theorists say itis all an elab- 
orate pantomime, backed by “powerful 
European interests”—Bulgaria is also a 
would-be EU member—to exclude the ssp. 
If so, the script is less than perfect: the 
mayor of Sofia, Stefan Sofianski—caretaker 
prime minister in early 1997 and long seen 
as a potential rival to Mr Kostov—has been 
getting ready to lead his grouping into co- 
alition with Simeon if Mr Kostov will not. 

The Simeon II movement too looks apt 
to split, sooner or later. But that could 
mean later if the economy perks up a bit. 
Meanwhile, an ex-king looks likely at least 
to be sharing power in a republic that was 
communist-run only a dozen years ago. @ 





Divided Macedonia 


War clouds gather 


ARACINOVO 
Worry grows that Macedonia may 
descend into all-out civil war 


Wits they surfaced last weekend in 
this suburb of Skopje, the Macedo- 
nian capital, Commander Hoxha and the 
dozen or so ethnic-Albanian fighters in his 
entourage looked like cats with a limitless 
supply of cream. Squinting in the hazy 
sunshine, they pointed their sniper rifles at 
tower blocks in the nearby city and defied 
their foes to come and get them. 

By midweek, as fighting broke out for 
control of several nearby villages, their 
smart black uniforms had become a bit di- 
shevelled. But, unmistakably, it is the re- 
bels of the National Liberation Army who 
are calling the shots, in more than the lit- 
eral sense, in Macedonia’s conflict. 

They were not, of course, represented 
at the emergency consultations on Mac- 
edonia held by NATO's leaders in Brussels 
on June 13th; nor even at the talks sched- 
uled for the next day in Skopje between 
Macedonia’s Slavic and ethnic-Albanian 
politicians and envoys of NATO and the 
European Union. 

But in both places the mounting chal- 
lenge from the NLA was setting the tone of 
increasingly frantic deliberations about 
the political future of Macedonia, which 
the rebels want to remake as a sort of bi- 
communal state. The fighters’ threat to fire 
a few mortar rounds at the capital or the 
airport, entirely credible now that they are 
positioned half-way between those two 
places, has concentrated minds. 

The rebels’ advance has also hastened 
the flow of civilians out of mixed areas 
and spurred efforts to bring about a cease- 
fire. On June 11th the government forces 
agreed to stop shelling villages in the north 
of Macedonia, near Kumanovo, where re- 
bels and thousands of non-combatants 
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had been holed up. But that left only the ti- 
niest opportunity for peace in a conflict 
that has already displaced about 70,000 
people and reduced five villages to ruins, 
though it has claimed relatively few lives- 
perhaps two or three dozen. 

On both sides of Macedonia’s ethnic di- 
vide there is a sense that closer involve- 
ment by western peacekeepers, whether 
under the aegis of NATO or simply a co- 
alition of countries willing to take part, is 
the only way to halt the slide towards all- 
out war. Behind a smokescreen of reassur- 
ing language, which insists that the NLA is 
a small band of extremists and that all is 
more or less under control, the western 
countries whose troops protect nearby Ko- 
sovo have been pondering what to do. 

Britain is being urged to do the lion’s 
share of any peacekeeping tasks that may 
arise in Macedonia. On past form, these 
might include an effort to “demilitarise” 
the new war zone by persuading the NLA 
to hand over its weapons, or at least some 
of them. As a first step, a British battalion 
has been deployed near Prizren in south- 
ern Kosovo, hitherto policed by Germans 
and Turks. 

Though extremely wary of an open- 
ended involvement in yet another Balkan 
quagmire, NATO commanders draw some 
comfort from the recent success of their 
plan to bring an end toa low-level guerrilla 
campaign by ethnic-Albanian rebels in a 
strip of southern Serbia to the east of Ko- 
sovo, near Presevo. The fighters were in- 
duced to leave the area and hand over 
several truck-loads of arms, as the Yugo- 
slav army reasserted control in close co-op- 
eration with NATO, its old enemy. But the 
rebels in Macedonia seem better armed 
and less amenable to pressure than their 
ethnic-Albanian cousins in Serbia. 

And if western forces do become more 
involved in Macedonia, what exactly 
would they do? As suspicion between Slav 
and Albanian deepens by the day, there is 
huge disagreement over the terms of any 
international operation. The Slav leader- 
ship would like more military advice and 
hardware to help defeat the guerrillas. For 
their part, even moderate ethnic-Albanian 
politicians see future NATO intervention 
as a way to legitimise their community's 
control of a large swathe of the country’s 
north and west, including the entire bor- 
der with Kosovo. 

In one sense, NATO is already deeply 
involved in Macedonia: the country is a vi- 
tal supply route and logistical base for 
peacekeepers in Kosovo. If necessary, 
NATO could make alternative arrange- 
ments, especially now that its relations 
with Serbia are improving fast. But could 
the West really remain indifferent to an- 
other, escalating ethnic war in the south- 
ern Balkans, a stone’s throw from a NATO 
member, Greece, and from would-be allies 
like Bulgaria and Romania? No. m 
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T BRITAIN'S progressives these past four years he has been 
Mr Nasty Guy: the home secretary—in plain European, minis- 
ter of the interior—who loved to keep out asylum-seekers; who 
smothered dreams of a genuine freedom-of-information law 
and brought in a phoney one; who wanted to limit the right to 
trial by jury and was already pushing up prisons like mush- 
rooms to hold the startling number of Britons who are sent there 
anyway. He was also the minister who handled the incorpora- 
tion of the European Convention of Human Rights into British 
law. But he got little credit for that; it merely damned him in the 
eyes of conservatives who see the convention as a foreign plot 
to let crooks go free and give RA gunmen compensation for not 
being arrested with kid gloves. And now, hey presto, Jack Straw 
has changed hats: out, a week ago, went the bug-eyed but Euro- 
phile Robin Cook, and in came Mr Straw to speak for Britain to 
the world. In particular, to the EU—a union for which, until now, 
he has expressed no visible enthusiasm whatever. 

So what does Tony Blair’s new foreign secretary bring to the 
council table? Could his appointment be a heavy hint to other 
EU countries that their recalcitrant British partners plan to be 
even more stroppy than before? No. Whatever Mr Blair’s rea- 
sons for shifting Mr Cook—the latter’s friends and enemies will 
offer you quite a menu-this was not one of them. In Britain’s 
general election on June 7th, Mr Blair has just ground into the 
dust a Conservative Party whose slogan was “In Europe, not run 
by Europe”, and even that by the end of the campaign had be- 
gun to sound almost Europhiliac, set against the off-message 
hostility of many Tories, not least Margaret Thatcher. In contrast, 
the EU-ardent Liberal Democrats are riding high, whereas the 
United Kingdom Independence Party, although it has three 
members in the European Parliament, is not even visible in the 
dust. At this moment, Mr Blair no more needs to pander to Brit- 
ain’s Eurosceptics than to the Grand Cham of Tartary. 

Mr Blair, however, was not born yesterday. He knows that 
moments pass, and that the British public, little as it loves the 
Tories, loves the EU's single currency even less. And he is sworn, 
at some unspecified date, to a referendum on that issue. There is 
also one force that he need not pander to, but cannot ignore: his 
finance minister (and rival) Gordon Brown, who will accept 
membership of the euro-zone when the Treasury’s five econ- 


omic tests for doing so are met, maybe, but not a day before. 
Who better to put in charge of Britain’s European policy than a 
loyal ally, and one who cannot be accused of letting any private 
passion for the EU outweigh his duty to the public interest? 

Not that Mr Straw’s career, on the face of it, reveals any pas- 
sion for foreign affairs, in any direction. Twenty years ago, it is 
true, he was a stalwart of Labour’s anti-European wing. Yet in 
the string of posts as spokesman on this and that which he held 
from soon after he entered Parliament in 1979 until he won high 
office in 1997, none looked out to the wide world. Here, how- 
ever, is an adaptable man. Born in 1946, as a schoolboy he was a 
marcher against Britain's nuclear weapons, in the 1970s a coun- 
cillor in a London borough widely known as “the Socialist 
Republic of Islington”. By the mid-1980s he was, accurately, de- 
nouncing his party’s then anti-nuclear stance and its “loony-left” 
local councils as making it unelectable. As home secretary, he let 
Britain’s police arrest Augusto Pinochet in 1998, but he was 
happy later, on grounds of health, to let the general go. 

And whatever his lack of passion, ignorant of the EU Mr 
Straw is not. When its interior ministers have met, there for four 
years he has been—“co-operative, innovative, constructive, bet- 
ter prepared than almost any other British minister,” says a 
British Euro-addict. A “formidable” member of the ministerial 
council, says an EU commissioner. For a senior politician, Mr 
Straw is unusually ready to listen. Few doubt that, having lis- 
tened, he will be rapidly in command of his wider briefs— 
though it will take some doing to match Mr Cook's grasp of the 
Balkans—before deciding, firmly, what's best for Britain and 
(how could there be a difference?) for Labour and Jack Straw. 


Down-to-earth, up from Essex 

Do not mock: that happy coincidence of interests might be a real 
one. Britain’s voters may be right or wrong about what is best 
for them, but they and Mr Straw think much alike. They do not 
want asylum-seekers in their country or liberalism in their inte- 
rior ministry. They value the jury system, but they value a 
“guilty” verdict on the guilty more. The all-informed press that 
most of them want is the tabloids. Likewise, they do not want to 
be run from Brussels, but they are not mad keen on Whitehall ei- 
ther. And though they prefer the pound to the euro, few of them, 
witness the election, would go to the barricades to save it. 

Not by chance does Mr Straw share this down-to-earth out- 
look. He is that rarity in the first Blair government, a very English 
Englishman: son of a clerk and a teacher, pacifists both; council- 
estate childhood just outside London, the Essex side, the one 
where the nobs do not live; parental divorce; then the usual path 
upward for the unusual cut-above-working-class youth of the 
1960s—state-aided independent school, red-brick (Leeds) univer- 
sity, student politics, the Bar, political aide in 1974 to flaming-red 
Barbara Castle at the mud-grey department of social services. 
Divorced and remarried himself by 32, Mr Straw knows how the 
real world lives. If there is a whiff of “old Labour” about him, it 
is that of practical social betterment, not the dream-world left- 
ism that (as Islington must have taught him) seldom achieves it. 

Organised betterment, that is: Mr Straw is a manager, a man 
of performing government. (“Freedom of information? That's 
for oppositions,” as one watcher quotes him.) How high he may 
hope, at 54, to manage himself, who knows? He keeps his cards 
close to his chest. Still, for what is visible, says this watcher, 
“with Jack Straw, what you see is what you get.” m 
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The world is getting both wealthier and less equal. Whether that is a 
good thing is increasingly up to the rich, says Matthew Bishop 


HE past decade was probably the most 

exuberant period of wealth creation in 
human history. It also produced an un- 
precedented number of wealthy people. 
Despite the recent disappearance of some 
well-known dotcom tycoons, the count of 
millionaires and billionaires still went up 
last year. The world now has 7.2m people 
with investable assets of at least $1m, up 
from 5.2m in 1997. Those 7.2m dollar mil- 
lionaires control about a third of the 
world’s wealth. According to Forbes maga- 
zine’s “rich list”, there are also 425 billion- 
aires, 274 of them in America alone. 

Why was so much new wealth created 
in the 1990s? How did so much of it end up 
in the hands of the rich? And what are the 
economic, social and political implica- 
tions of wealth creation when it goes hand 
in hand with rising inequality? This sur- 
vey will consider these and other ques- 
tions facing the wealthy, particularly the 
new rich, but will assume that they will 
have little difficulty finding ways of spend- 
ing their money. Wilfred Beckerman, an 
Oxford economist, surely has it wrong 
when he says that “The problem of creat- 
ing sufficient wants...to absorb productive 
capacity may become chronic in the not 
too distant future.” Look no further than 
the imitation Japanese palace being built 
by Larry Ellison, the billionaire boss of Or- 
acle, an IT company, or the state-of-the-art 
armoured vehicles that are all the rage 
amongst the rich of Moscow and Sao 
Paolo, to be reassured that the supply of 
wants is infinite. The recent $20m trip on a 


Russian rocket taken by Dennis Tito, a rich 
American with a taste for space tourism, is 
unlikely to prove the final frontier. 

But what exactly does it take to be rich 
nowadays? As Bradford De Long, an econ- 
omist, writes in his forthcoming “History 
of the 20th Century Economy: Slouching 
Towards Utopia”, most Americans today 
enjoy standards of material comfort that 
“were beyond the reach of even the richest 
of previous centuries. Even lower-middle- 
class households in relatively poor coun- 
tries have today material standards of liv- 
ing that would make them, in many 
respects, the envy of the powerful and 
lordly of past centuries.” 


Common-or-garden millionaires 
Equally, millionaires are not what they 
used to be. In industrial countries, almost 
anybody prepared to work hard, save dili- 
gently and live like Scrooge can become 
one. In 1956, when Cole Porter launched 
his song, “Who wants to be a millionaire?”, 
it carried connotations of flashy flunkeys, 
a marble swimming pool and a country es- 
tate. Today, $1m would not buy you much 
of a house in the better parts of New York, 
San Francisco, London or Tokyo. “The mil- 
lionaire has become common in numbers, 
common in the source of wealth, common 
in the usage of bygone snobberies in social 
origin, common in the continued narrow- 
ing of the gap between his fortune and that 
of the normally affluent middle class,” 
notes Robert Heller, an author. 
Having investable assets in 


the » 


> $250,000-5m range simply makes you one 
of the “mass affluent”, as the financial-ser- 
vices industry now calls them. To be truly 
rich, you need quite a bit more than that. 
Silicon Valley has a useful, if gratuitously 
rude, phrase for the sort of money that will 
free you from ever having to take a job 
again: “Fuck-you money”. This is currently 
reckoned to be around $10m, enough to 
generate an annual income of around 
$500,000. Above $100m, you are one of 
the super-rich, able to meet any conceiv- 
able need that you (or your family) might 
have in your lifetime. Your main worries 
will be about what will happen to your 
money when you die. 


For richer, for poorer 

“Riches, in spite of the most violent regula- 
tions of law to prevent their dissipation, 
very seldom remain long in the same fam- 
ily,” noted Adam Smith 225 years ago in 
“The Wealth of Nations”. The rich man, he 
suggested, “frequently has no bounds to 
his expense, because he frequently has no 
bounds to his vanity or to his affection for 
his own person.” To this day it remains ex- 
ceptional for families to retain great wealth 
for more than three generations, if not al- 
ways for the reason Smith suggested. 

Will today’s new rich once again dissi- 
pate their wealth? The temptation to spend 
may be as strong as ever, but the opportu- 
nities for conserving, or even increasing, 
wealth through astute investment strate- 
gies have multiplied. The rich can invest in 
hedge funds to minimise their exposure to 
a sharp decline in the stockmarket; they 
can earn higher returns on their money by 
investing in venture capital and private 
equity funds, which are not available to 
the less well-off; and they can minimise 
their tax liability by using offshore finan- 
cial centres, carefully designed trusts or 
special insurance policies. 

“Getting this right is a huge challenge 
for the new rich, because the complexity of 
wealth management increases geometri- 
cally as they get richer,” says Maria Elena 
Lagomasino, head of J.P. Morgan's private 
bank. But they can also buy better wealth- 
management advice and administration 
than ever before, though choosing the 
right adviser requires great care. 

“Who is rich?”, asked Benjamin Frank- 
lin, one of the wealthiest of America’s 
founding fathers. “He who is content. Who 
is that? Nobody.” Money does not guraran- 
tee happiness, and the rich have their 
share of troubles, as well as some extra 
ones that arise directly from their wealth— 
though that is not to suggest for a moment 


that they would rather not be wealthy, nor 
that they deserve any special sympathy. 
The Silicon Valley affliction known as “af- 
fluenza” or “sudden-wealth syndrome” 
has been widely reported. Rich people of 
all kinds are increasingly worried that 
their wealth will demotivate their children 
and make them selfish and unappreciative 
of the value of money. 

In a famous essay entitled “Wealth”, 
published in 1889, Andrew Carnegie, then 
one of America’s richest men, claimed that 
“The problem of our age is the proper ad- 
ministration of wealth, so that the ties of 
brotherhood may still bind together the 
rich and poor in harmonious relation- 
ship.” Carnegie believed that the inequal- 
ity between rich and poor resulted from 
the pursuit of maximum economic effi- 
ciency. In a free-market system, winners 
did very well and the rest did not. As this 
generated more wealth than any alterna- 
tive system, “much better this great irregu- 





larity than universal squalor.” However, to 
prevent the rise of rival philosophies such 
as socialism, the accumulators of great 
wealth should use it “for the common 
good” by spending it “for public purposes, 
from which the masses reap the principal 
benefit.” He also argued that wealthy par- 
ents should not leave much to their chil- 
dren, and that the state should impose 
death duties in “condemnation of the self- 
ish millionaire’s unworthy life”. 

Does any of this still hold true more 
than a century later? Broadly speaking, in 
the developed world the recent growth in 
inequality does reflect greater economic 
efficiency, though not a perfect meritoc- 
racy. Bill Gates, Larry Ellison, George Soros 
and Warren Buffett have joined the ranks 
of the world’s richest men on merit- 
which is not the same as saying they be- 
came rich by being good. And as the rich 
have got much richer, the large majority of 
people in developed countries have also 


got quite a bit richer. Wealth seems to be 
trickling down from those at the top. 

Not so in some less developed corners 
of the world. Russia’s new rich have be- 
come wealthy as the majority of the peo- 
ple have got poorer. According to 
Hernando de Soto, a Peruvian economist 
and author of “The Mystery of Capital: 
Why Capitalism Triumphs in the West and 
Fails Everywhere Else”, many of the richin 
the developing world have prospered 
through gaining favours from the state. 
“The rich of the West were winners in a 
competitive system, the rich of the de- 
veloping world won a competition for po- 
litical favours.” That is why the growing 
wealth of a developing-world elite should 
not be regarded as a precursor for broader 
prosperity on the American model, says 
Mr de Soto. He fears that unless capitalism 
is made truly meritocratic and inclusive, 
there may be a revolutionary backlash 
against it in some poorer countries. 

Certainly the public seems far more tol- 
erant of the richin countries where capital- 
ism is considered to be broadly fair. In 
parts of the developing world, the rich con- 
stantly fear attack. “Sao Paolo has the high- 
est number of helicopters in the world 
because the rich don’t feel it is safe to 
drive,” says Victor Siaulys, boss of Ache, a 
Brazilian pharmaceutical firm, and a cam- 
paigner for change. “My family all drive ar- 
moured cars. It’s no good.” 

And what of Carnegie’s belief that the 
best way to help the masses and defeat 
non-capitalist political and economic 
models is private philanthropy? In Amer- 
ica philanthropy plays a crucial part in fi- 
nancing the country’s hospitals, 
universities, libraries, museums and con- 
cert halls, whereas in Europe and Japan the 
rich are taxed more heavily and therefore 
expect such institutions and facilities to be 
provided by the state. In Latin America, 
meeting social needs has often been seen 
as ajob for the Catholic Church. 

Barring a prolonged economic crisis 
and stockmarket collapse, the next 20 
years are likely to see a huge increase in 
American philanthropy. Not all of this will 
be worthwhile or well done. But it will en- 
gage many of America’s most creative en- 
trepreneurs in trying to meet the country’s 
social needs. A great deal of money will go 
to help the less well-off, particularly in 
health and education. And the richin other 
countries may well follow suit. 

But in order to give away lots of money, 
would-be philanthropists first have to 
make it. The next section will take a closer 
look at how the new rich got so wealthy. m 





Loaded 


T WAS politics, not prurience, that in- 

spired the publication of the modern 
world’s first “rich list”, in 1892. American 
protesters against protectionism argued 
that tariffs on many imported goods had 
turned some 31,000 businessmen into mil- 
lionaires. To refute this claim, the pub- 
lisher of the New York Tribune, a fervent 
supporter of tariffs, drew up what he reck- 
oned was a complete list of all the million- 
aires in America. It ran to a mere 4,047, of 
whom only 1,125 had become rich in 
industries protected by tariffs. 

In 1982, when Forbes magazine first 
published its annual list of America’s 400 
wealthiest families, the threshold for inclu- 
sion was a net worth of $90m. In last year’s 
money that would have been $161m, but 
by that time the cut-off point had risen to 
$725m. Nearly three-quarters of those in- 
cluded in the list in 2000 were billionaires, 
and 18 had an estimated net worth of more 
than $10 billion. The richest of them all 
was Bill Gates, although his estimated 
wealth of $63 billion was well below the 
$85 billion it had been a year earlier, 
largely because of Microsoft's tumbling 
share price. Such dramatic swings show 
up the limitations of most studies of the 
wealthy. They generally measure invest- 
able wealth, which is highly sensitive to 
the ups and downs of the stock- and bond 
markets. 

Over the past four years the number of 
millionaires has risen sharply in America 
and Europe and slightly in Asia, says the 
latest annual “World Wealth Report” by 
Merrill Lynch, an investment bank, and 
Cap Gemini, a consultancy (see chart 1). 
But the number of millionaires in other 
continents has remained much the same: 
an estimated 200,000 in each of Latin 
America, the Middle East and the former 
eastern block, and 40,000 in Africa (most 
of them in South Africa). Latin America ac- 
counts for only 3% of the world’s million- 
aires, but 12% of their total assets. 

Merrill Lynch-Cap Gemini found that 
the rich not only grew in number, but also 
got much richer individually. The total 
wealth controlled by people with assets of 
at least $ım nearly quadrupled between 
1986 and last year, from $7.2 trillion to $27 
trillion. The rich of North America (includ- 


ing Canada) accounted for $8.8 trillion of 
last year’s global total, and those of Europe 
for $7.2 trillion. Over the past 14 years the 
fastest growth in assets in the hands of mil- 
lionaires was in Asia, with a rise of 600%, 
compared with 440% in Europe, 313% in 
America and only 166% in Africa. 


Thank the stockmarket 

The recent surge in wealth is due first to the 
biggest ever bull market in shares, particu- 
larly in America. Movements in other sorts 
of wealth, such as land and property, are 
harder to measure, not least because its 
owners rarely make such information 
public, though its value has almost cer- 
tainly gone up sharply, too. As a result, the 
rankings may exaggerate the rise of new 
compared with old wealth. 

The rising stockmarket reflected not 
only actual increases in corporate profit- 
ability, but also the reasonable expecta- 
tion that strong profit growth would 
continue. The rapid spread of globalisa- 
tion and market economics has been good 
for profits, and new technology appears to 
have boosted productivity. On the other 
hand, the ratio of share prices to corporate 
profits now stands well above its historic 
average. The broad stockmarket could still 
turn out to be a bubble that might burst, 
just as the bubble in the narrower tech sec- 
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tor did last year. 

As it happens, last year’s tech-stock 
meltdown had a surprisingly modest ef- 
fect on the growth in wealth. The Merrill 
Lynch-Cap Gemini report found that the 
number of people with investable assets 
of at least $1m increased from 7m world- 
wide in 1999 to 7.2m in 2000. Despite anec- 
dotal evidence to the contrary (see box, 
next page), it seems that many of the dot- 
com wealthy held on to a decent chunk of 
their new riches. According to Winthrop 
Smith, head of private banking at Merrill 
Lynch, “People were more widely diversi- 
fied than you might have expected.” 

A large amount of wealth during the 
1990s, particularly in America, was 
created by share options held by the man- 
agers of big, established companies. Mak- 
ing it to the executive suite of a big 
American company has become a guaran- 
tee of multiple millions. If the bull market 
in shares becomes less rampant, future 
gains may be smaller. More likely, though, 
the staggering salary and share-options 
packages (often undeserved) that are the 
norm in America will become common- 
place in the rest of the world, too. 


Selling the family silver 

Some of the increase in investable wealth 
reflects a shift of assets to the market that 
had previously existed in an illiquid and 
less measurable form. In recent years 
many family-owned companies have 
been sold, including a growing number 
through an initial public offering (IPO). 
Does this amount to wealth creation, or 
merely a zero-sum wealth reclassification? 
Probably some of each. 

Liquid assets, such as publicly traded 
shares or the money received in a sale, can 
be worth a lot more than an illiquid stake 
in a private company. The sale of a family 
firm may also create wealth by enabling 
the resources locked up in the firm to be 
used more efficiently. In Latin America, in 
particular, many inefficient family con- 
glomerates have been sold to multination- 
als and broken up. Sales of family-owned 
firms, and iros in particular, have slowed 
in the past year, but this has been mainly 
because the uncertainty in the stockmark- 
et has made it harder for buyers and sellers >» 





> to agree on price, not because the strategic 
case for selling has become any less strong. 

Another factor that has made more 
people rich is the recent tendency to re- 
ward top performers in any field dispro- 
portionately well. As Robert Frank and 
Philip Cook point out in their book “The 
Winner Takes All Society”, new technol- 
ogy, globalisation and market economics 
have changed the structure of many indus- 
tries in such a way that their star perform- 
ers now earn vastly more than the average. 
This has been most visible in sports and 
the arts, where the best can become global 
celebrities and sometimes earn more than 
those who manage and advise them, 
whereas average performers receive only a 
mediocre pay. Oprah Winfrey, who neatly 
combines both managing and performing 
in her company, Harpo Productions, is on 
course to become the world’s first self- 
made billionairess. 

But superstar remuneration has also 


become widespread in less glamorous 
businesses, from law to investment bank- 
ing, and Mr Frank thinks this process has 
further to go. “The technologies that have 
been steering the lion’s share of income 
and wealth gains to those atop the econ- 
omic pyramid are in their infancy. The gap 
between top earners and everyone else 
will continue to grow,” he says. 

Wall Street bankers have been among 
the biggest winners of the wealth-creation 
boom of recent years, not least because 
they have earned juicy fees for repackag- 
ing wealth into investable forms. This 
sometimes includes their own firms—most 
notably Goldman Sachs, which sold itself 
to the public in 1999, instantly making its 
189 partners worth at least $40m each. Al- 
though many of the Internet entrepre- 
neurs who took their companies public 
saw their paper wealth vanish, the invest- 
ment banks that underwrote the sales 
made a lot of money out of them. 


Easy.com easy.gone 


But it was great while it lasted 


Y THAT the markets give, they can 
quickly take away. The bursting of 

the dotcom bubble made this painfully 
clear, and Jay Walker was exhibit number 
one. When early this year it was reported 
that building work had stopped on the 
mansion of the founder of Priceline, a 
once-hot Internet stock, he attracted com- 
parisons to another Jay, Scott FitzGerald’s 
Great Gatsby, an earlier symbol of 
wealth’s ephemeral quality. In 1999, 
Forbes magazine had ranked Mr Walker as 
the 53rd richest American, with an esti- 
mated net worth of $4.1 billion. This year, 
he was along way off the list. 

At least Mr Walker sold a chunk of his 
Priceline shares before they hit rock bot- 
tom. So did many of the other well- 
known dotcommers, but very few got out 
anywhere near the top. Some of them 
were locked into their company’s shares 
by rro rules or because options had not 
vested. Investment banks were reluctant 
to provide true hedging of dotcom shares 
held by corporate insiders, though they 
sometimes made loans against them—of- 
ten to the later regret of the borrowers. 
Some holders of options exercised them 
but did not sell their shares, and now find 


themselves with hefty taxes to pay on 
wealth that has vanished. 

But many dotcommers declined to sell 
because they truly believed that their 
shares would soar even higher. “The fer- 
vour of the market created a false safety 
net,” says Dean Dorman, who worked for 
Chemdex (later called Ventro), a spectacu- 
lar B2B burn-out, whose share price 
plunged from $239 in February 2000 to 37 
cents in April 2001. “People felt they were 
a diamond in the rough when in fact they 
were just another pretty smart recent 
business-school graduate.” Some of his 
500 colleagues took money out, but it was 
more a matter of luck than superior in- 
sight. “Those who made $2m-10m are 
pretty damn happy they did, though dis- 
appointed they didn’t take out more. That 
sort of money allows you to take a sab- 
batical, clear your head for a year or two.” 

Thousands of less-than-it-might-have- 
beens can still add up to a lot, however. 
The California State Department of Fi- 
nance estimates that some $80 billion of 
share options were exercised in the state 
in 2000, accounting for a remarkable 10% 
of its total wages and salaries that year. 
That was twice as much asin1999 and 


Things will not be so easy in future, 
reckons John Whitehead, one of Goldman 
Sachs’s bosses in the 1970s and 1980s. “The 
bubble in Internet shares created an artifi- 
cial boom for Wall Street. Now Wall Street 
will have to get back to work and earn its 
living.” Venture capitalists will certainly be 
less awash with capital than in the past 
two years. But Silicon Valley, which sup- 
plied many of the most lucrative rros of 
the 1990s, remains broadly optimistic, and 
some of its entrepreneurs seem almost re- 
lieved that the bubble has burst. “Silicon 
Valley existed before the runaway wealth 
creation of the Internet bubble,” says Jim 
Clark, founder of Netscape. “I hope 
enough people have gotten burned that 
the bubble won't return.” 

On the other hand, Bill Nguyen, who 
has founded several technology firms, 
reckons that although there “will be as 
much wealth created in the next five years 
due to technology as in the past five years, »» 





five times as much asin 1998. 

Alas, in the year ending last March the 
market value of Californian tech firms set 
up since 1997 declined by nearly 70%. As- 
suming that there will be no resetting of 
strike prices on the options, the decline in 
market value has put most unexercised 
options “out of the money”. In effect, says 
Fred Furlong, an economist at the Federal 
Reserve Bank of San Francisco, “The po- 
tential to generate income from employee 
options associated with the so-called IPO 
tech firms in California is now nil.” 
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> it will be much broader than Silicon Valley, 
and perhaps to its exclusion.” This is be- 
cause in future much of the wealth cre- 
ation will be by established companies 
using technology to improve efficiency, as 
opposed to creating the technology itself. 
At best, American share prices over the 
next 20 years are unlikely to rise by any- 
thing like as much as they did in the past 
two decades. “The value of financial assets 
issued and traded has grown at twice the 
rate of the real economy for nearly all of 
these 20 years and, inevitably, the growth 


rate must slow down to the same rate as 
the underlying economy itself,” argues 
Roy Smith in “The Wealth Creators”. 

The last great boom for the rich ended 
with the stockmarket crash of 1929, the 
Great Depression, and the spread across 
the world of government policies aimed at 
narrowing the gap between the rich and 
poor. A repeat of this less-than-winning 
combination is unlikely. So will wealth go 
on being created as rapidly as it has done 
in recent years? 

For what it is worth, the Merrill Lynch- 
Cap Gemini study forecasts that the 
wealth controlled by millionaires will in- 
crease by 8% a year to 2005, reaching $40 
trillion. Over the same period, the Boston 
Consulting Group expects total investable 
wealth (everybody's, not just million- 
aires’) to grow to $88 trillion, from $58 tril- 
lion now, and reckons that the assets of the 
wealthiest group will grow by 10% a year. 
But perhaps they are being too sanguine. 


Death and taxes 

In much of the world, governments over 
the past 20 years have moved away from 
the punitive marginal tax rates with which 
they used to hit the rich. The idea was to 
make hard work more worthwhile. The co- 
incidence of lower tax rates with rising 
wealth suggests that the ploy was success- 


To have and to hold 


HE Chinese have a saying, “Fu bu guo 

san dai,” or “Wealth never survives 
three generations.” America has its own 
version of this saying: “From shirtsleeves 
to shirtsleeves in three generations.” As 
with most old proverbs, there is a grain of 
truth to this—and the new rich are search- 
ing for ways to avoid history's curse. 

As people get wealthier, the task of 
managing and retaining their riches gets 
increasingly complex. As well as decisions 
about how to invest the money, there are 
tax-planning issues that can make a huge 
difference to how much wealth survives to 
be passed on to the next generation. 

Rich people everywhere face the same 
sort of wealth-management problems, but 
there are big regional differences in the 
way they invest their money. Wealthy Eu- 
ropeans need a more international invest- 
ment strategy than Americans, who can 


usually find solutions within their home 
market. Americans find it hard to avoid do- 
mestic tax by moving money offshore be- 
cause their country taxes its citizens on 
their global income. They concentrate on 
estate planning and the use of tax-exempt 
trusts (as the British do). Europeans often 
have multiple passports and tax domi- 
ciles, and their tax planning tends to be 
much more complex. In general, Asian tax 
regimes are less onerous (except in Japan), 
so less effort goes into avoidance. 

In the past, the rich often failed to man- 
age their wealth actively. Assets would be 
entrusted to a discreet and impeccably- 
mannered private bank, often located off- 
shore, which would invest them securely 
and account for their performance per- 
haps once a quarter. Entrepreneurs often 
built great companies but neglected to 
build an infrastructure to manage the 


ful, but economists struggle to provide 
proof of a causal link. In America, accord- 
ing to Joel Slemrod of the University of 
Michigan, “It is difficult to link the recent 
surge in incomes at the top to tax policy.” 

Perhaps the tax cuts had a muted effect 
simply because the rich were already 
keeping their tax bills down through a 
mixture of trusts, charities, insurance and 
offshore private banks. At any rate, few 
economists think that further tax reduc- 
tions would do much to boost wealth cre- 
ation. The rich themselves, at least in 
America and Britain, seem much less exer- 
cised about taxes than in the 1980s, when 
tax cuts were crucial to the election success 
of both Ronald Reagan and Margaret 
Thatcher. President Bush’s $1.3 trillion 
package of tax cuts, which will benefit 
mainly the rich, has actually been op- 
posed by a group of billionaires. They ar- 
gue their case on their own website, 
www.responsiblewealth.org. 

The other certainty besides taxes is 
death—and the grim reaper is bound to 
create plenty of new wealthy people as the 
old ones drop off the vine. A large chunk of 
the wealth created in the past 50 years is 
likely to be passed on in the next few de- 
cades. But until that happens, what can the 
new rich do to make sure that they hold on 
to their wealth? = 


Making the money is only half 
the battle. Hanging on to it can 
be a struggle too 


wealth they had created. 

These days, “The very wealthy are en- 
gaged in business, not in writing poetry to 
each other. They want to be involved in the 
management of their wealth on a daily ba- 
sis,” says Jes Staley, head of investment 
management and private banking at J.P. 
Morgan. Indeed, some of those who got 
rich in the past three or four years decided 
to manage their wealth for themselves, 
trading shares via online brokerages— 
though the recent market meltdown has 
made many of them question their quali- 
fications for the job. 

Today’s rich care less about the secrecy 
of an offshore account, because many of 
them have made their money through 
public transactions such as rros, selling 
the family firm or exercising share options, 
which the taxman will be aware of. Do- 
mestic political risks in many parts of the » 





> world have declined, making security less 
of an issue. Increasingly, the main goal of 
the rich everywhere is good investment 
performance. 

There is fierce competition to provide 
advice and manage the wealth of the new 
rich. Through mergers such as Charles 
Schwab's with us Trust and Credit Suisse’s 
with Donaldson Lufkin & Jenrette, private 
banking is consolidating both nationally 
and globally—although worldwide no sin- 
gle private bank has more than a 2-3% mar- 
ket share. Many banks now claim to offer a 
one-stop service, including asset manage- 
ment, tax planning and accounting. How- 
ever, the quality of this integrated product 
varies widely. 


A wealth of advisers 

The new rich are less loyal to their private 
bank, and are more prepared than people 
with old money to switch to one with a 
better track record. The sleepy Swiss priv- 
ate banks are waking up to the growing 
threat posed by foreign competitors, espe- 
cially American ones, which now account 
for some 25-30% of foreign money man- 
aged in Switzerland. Rich individuals al- 
ready pay the same low trade-execution 
fees as institutional investors, but compe- 
tition is also driving down the cost of priv- 
ate banking. However, fees in Europe 
remain above American levels. 

Private banking is labour-intensive, 
with each highly paid banker dedicated to 
at most a handful of clients whom he 
knows well. A traditional Swiss private 
bank probably has little interest in custom- 
ers with marketable assets of less than 
$5m. Below that level, clients are likely to 
be offered standardised banking and bro- 
kerage services targeted at the “mass afflu- 
ent”. This is a market that most financial 
services firms find highly attractive, be- 
cause it can be run out of an existing 
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branch network and is thus supposedly 
“scalable” (ie, can be cheaply expanded). 

Investment banks such as Goldman 
Sachs and Morgan Stanley have been try- 
ing to expand their private banking busi- 
nesses in the past few years, particularly 
by courting those whom they have helped 
to become rich by taking their company 
public. Seeing the millions of dollars 
raised in IPOs walk straight out of the door 
to a private bank was simply too much for 
the investment bankers to bear. 

From the customer’s point of view, 
whether there is much synergy between 
investment banking and private banking 
is debatable. In an institution dominated 
by investment bankers, the need of bro- 
kers to earn commissions by selling the 
bank’s own investment products may be 
given a higher priority than offering the 
customer good advice. Even when banks 
promise “open architecture”, other firms’ 
financial products recommended by them 
are often dwarfed by their own brand. 

The new rich in the $5m-100m category 
are the most vulnerable to the abuses of a 
commission-driven wealth manager, says 
Christian de Juniac of the Boston Consult- 
ing Group; particularly if they remain ac- 
tive in running their firm and thus have 
less time to keep an eye on their broker. For 
people with assets above $100m, advice 
tends to be more objective, says Mr de Ju- 
niac. Such people will typically pay 
wealth-management fees of over $1m a 
year—roughly what it would cost to poach 
a banker to work directly for you. Such 
poaching can be an effective way for 
wealthy families to choose between the 
increasingly complicated options pre- 
sented to them by the private banks. 

For families with $250m or more, it is 
common to have a “family office” with 
anything from five to 50 employees to 
oversee the financial affairs of a single 
family. According to the Family Office Ex- 
change, over 3,500 American families and 
over 200 European ones have dedicated 
family offices. Over 50 institutions or fam- 
ilies have started multi-family offices, 





spreading the costs of their office by shar- 
ing its services with other families. 

Itshould come as no surprise that some 
of the high-tech new rich have tried to in- 
vent a better mousetrap for managing 
money. Jim Clark, the founder of Net- 
scape, is behind Mycro, launched in1999, 
which claims to offer comprehensive and 
independent financial advice to wealthy 
customers. One reason for setting up the 
company was Mr Clark’s frustration with 
the traditional banks. “Morgan Stanley 
would offer advice, but it would include 
mostly Morgan Stanley products. The 
same goes for the other banks. I wanted 
unbiased advice.” MycFo now has 310 cli- 
ents and $44 billion under management, 
but doubts remain about its long-term via- 
bility. It has certainly shaken up its rivals, 
which now all claim to offer integrated, ob- 
jective advice—though according to 
Mycro, what they are really doing is 
“putting a coat of red paint on a Model T 
and calling it a Ferrari”. 


More eggs, more baskets 

As it turns out, by far the best investment 
strategy in the 1990s would have been be- 
nign neglect: buy and never sell. The great- 
est individual fortunes were created by 
people with a big position in a single com- 
pany’s shares who held them all the way 
up. But in the longer term, people typically 
Stay wealthy through diversification. 

In continental Europe, in particular, the 
need to diversify has recently prompted a 
rush into equities, putting an end to the 
fixed-income culture that was dominant 
there even a decade ago. Fixed-income se- 
curities used to be regarded as wealth-pre- 
serving and tax-efficient; now the fashion 
has turned against them, perhaps more 
than they deserve. 

Some newly rich people find diversifi- 
cation much harder to achieve than others. 
Many dotcom-share-owning employees 
were barred from selling when the market 
was ripe by rules agreed on as part of the 
IPO process. And even when these time 
limits had passed, there was a danger that »» 













































> the market would react badly to a sale and 
send the firm’s share price plunging. Some 
senior executives have minimised adverse 
market reaction to their share sales by plac- 
ing their holdings in a trust that automati- 
cally disposes of pre-announced chunks 
of the shares at set dates. 
Investment banks have come up witha 
range of innovative ways to hedge out of a 
Single stock exposure without actually 
selling. Derivatives can be used to buy pro- 
tection against downside risk, and paid for 
by selling the right to future gains in the 
share price. With the share price hedged, 
banks will lend some of the value of the 
asset. Some executives who borrowed 
without hedging their share price have 
found themselves in difficulty when the 
share price tumbled as their bankers have 
made margin calls. Another hot instru- 
ment, not least thanks to its favourable tax 
treatment, has been the “exchange fund”. 
This is created by selected corporate insid- 
ers from several firms pooling their hold- 
ings into a sort of mutual fund, with each 
receiving a proportionate ownership of all 
the shares in the fund. 





Three strikes and you’re out 

Many families that own a business are 
looking to diversify out of the unhedged 
exposure that their firm represents by sell- 
ing it. A number of academic studies sug- 
gest that a company should pass out of the 
control of the founding family within 
three generations; only 4% of firms survive 
into the ownership of the fourth genera- 
tion. Many family firms in continental Eu- 





66 NLY the little people pay tax,” in- 
sisted Leona Helmsley, a hotel ty- 
coon, shortly before she was jailed for tax 
evasion. Some economists agree, arguing 
that for the rich in a global economy, pay- 
ing taxes is in large part a matter of choice 
rather than necessity. This is an exaggera- 
tion—but for rich people who are well ad- 
vised, not much of one. The sheer 
complexity of taxation opens up endless 
opportunities for them to minimise the 
amount they pay. As fast as governments 
try to close down popular methods of tax 
reduction, new ones are discovered. 
That said, many rich people still pay a 


rope and Latin America are now coming 
on the market, having been inherited by a 
generation much more financially sophis- 
ticated than the founders. Asians are less 
keen on this form of diversification, be- 
cause many of them still aim to build a 
business dynasty. 

Artists and sports stars, who account 
for a growing share of the new rich, find it 


even harder to diversify. For a start, they of- 


ten receive poor financial advice. “As soon 
as they get millions, they are descended on 
by a horde of people who want to use and 
live off them,” says Mark McCormack, 
boss of iMG, a firm that manages many of 
the world’s top sports stars. Because most 
of them reach their peak earnings capacity 
early in life, they are ill-equipped to deal 
with their new wealth. “A 16-year-old 
can’t easily tell a con man from an adviser 
who's any good. At least the dotcom 
whizz-kids mostly had a college education 
and know something. Most sports stars 
don’t.” 1mG has a joint venture with Mer- 
rill Lynch to manage its clients’ money, in- 
cluding operations in Monte Carlo that 
allow tax planning. Insurance is a particu- 
larly effective method for allowing its 
sports stars to diversify. 

The leading wealth-management firms 
generally have few clients from the enter- 
tainment business. According to David 
Pullman, a Wall Street financier, “A lot of 
entertainment and sports people come 
from poor backgrounds, and their idea of a 
good investment strategy is to buy five 
homes.” Mr Pullman has helped a few 
rock stars to diversify by selling bonds se- 


lot of tax-perhaps because they think 


they should contribute something, if not 
as much as the taxman would like them to. 
In Germany, for example, the 5% of people 
at the top of the income scale pay 40% of 
allincome taxes collected. Even so, the rich 
there seem to care even more about tax ef- 
ficiency than investment performance. A 
lot of German money finds its way to dis- 
creet Luxembourg. Likewise, many 
wealthy French and Spanish people are 
moving to London to take advantage of 
Britain’s relatively favourable tax regime. 
A big question is whether to shift assets 
to an offshore bank, out of reach of the lo- 





cured against their future earnings fror 
royalties. The first of these was for Davi 
Bowie, so they became known as Bowi 
Bonds (though their creator modestly r 
fers to them as Pullman Bonds). l 
For the rich of every sort with liquidas- 
sets to invest, there is a growing number of. 
more exotic ways to diversify. The most 
fashionable of these are “alternative in 
vestments” such as hedge funds, vet 
capital and other private equity. The past 
performance of such investments has o 
average been excellent, but the manage 
ment fees and commissions are large, an 
although the minimum sums that can b 
invested in one of these vehicles hav 
been coming down in recent years, in € 
fect they are still available only to mu 
millionaires. These investments are alsi 
illiquid, so they are not well-suited to 
vestors who may need cash in a hurry 
And investors often overlook the need ti 
diversify among alternative investment: 
and their vintage. Another risk is that 
many hedge funds do not actually hedge; a 
lot of successful hedge funds of recen 
years have simply borrowed to take big- 
bets that share prices will keep rising. > 
In general, there is a huge divergence be 
tween the performance of the best funds 
which tend to produce good results ove 
long periods, and the majority, which o 
ten dono better than a basic equity mutua 
fund, at much higher cost. But howeve 
well the constituent parts of a portfolio 
perform, its overall value can vary enor-. 
mously depending on whether or not it is- 
designed to minimise taxation. @ i 













cal taxman. Private banking started tò 
grow rapidly 35-40 years ago, largely be~- 
cause the rich wanted to move their 
money offshore to minimise taxes and po- 
litical risk. But the advantages of being off-. 
shore have become less persuasive. In- 
much of the world, taxes have been cut. 
and political risk has declined. The main 
criterion for moving money about now is | 
investment performance, and attractive re- 
turns are often available at home too. Thi: 
is especially true of Latin America, which 
has recently benefited from a lot of fligh 
capital returning home. 

There is still serious political risk in the 
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> Middle East, so offshore banking remains 
predominant there even though domestic 
taxes are negligible. Middle-Eastern inves- 
tors were badly advised in the 1980s and 
piled into dud investments. Their offshore 
strategies today are mostly wiser. 

There are two main reasons why the 
new rich are likely to keep more of their 
wealth onshore than their predecessors. 
First, much of their wealth is generated by 
events such as IPOs, share-option exer- 
cises and sales of family firms, which are 
too visible to allow the money to be spir- 
ited offshore. Second, the governments of 
rich countries are cracking down on tax ha- 
vens, particularly those in the Caribbean. 
Rather than be blacklisted by the OECD, 
places such as the Cayman Islands are re- 
forming themselves. 

Switzerland, which remains the largest 
offshore private banking centre, has reluc- 
tantly agreed to become less secretive in 
certain circumstances, and to co-operate 
with foreign tax authorities where appro- 
priate. Yet Swiss banks are well aware that 
in their country (unlike, say, in Britain) it is 
nota crime knowingly to assist a customer 
to evade taxes. Today’s law-abiding Swiss 
bankers may be willing to expose a big- 
time crook such as President Suharto of In- 
donesia, who shortly before being ousted 
is said to have shifted billions of dollars 
from Switzerland to more secretive Aus- 
tria; but they would not abandon a mere 
fugitive tax-dodger such as Marc Rich. Poli- 
ticians from developing countries, and 
rich people from Russia or China, find it 
increasingly difficult to open accounts 
with reputable international banks— 
though with a bit of ingenuity and will 
there is often a way. 

As a refuge for the rich, offshore bank- 
ing will survive for two main reasons, says 
Simon Evans of J.P. Morgan. First, offshore 
banks can do other things besides provid- 
ing a tax haven. For example, a lot of Tai- 
wanese money is managed out of 
Singapore, Asia’s main offshore financial 
centre, because Taiwanese cannot invest 
in China directly. Second, unless govern- 
ments declare a general amnesty, much of 
the money already in offshore centres is 
likely to stay there, because repatriating it 
might incur huge back tax bills. 


Till death us do part 

For most rich Americans, the biggest tax- 
planning challenge is to avoid estate 
taxes—or, as those campaigning for their 
abolition call them, “death taxes”. Federal 
estate tax is currently among the highest in 
the world, at 55% on estates exceeding 





$650,000. By contrast, Singapore has an 
estate tax of only 10%, and Australia has 
none at all. Italy slashed taxes on capital 
gains, gifts and inheritance at the start of 
this year to plug a constant leakage of capi- 
tal offshore. 

Americans get round this impost by 
putting their assets into a trust well before 
they are likely to die. Technically, by doing 
this they hand over control of the wealth 
to the trustees, who have a legal duty to ad- 
minister the money in the interests of the 
beneficiary of the trust, be that some chari- 
table cause or the children of the person 
establishing the trust. Americans also like 
to use life insurance as a means to avoid es- 
tate tax, which is why the insurance indus- 
try lobbied furiously against proposals to 
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scrap the tax. Trusts are popular with 
wealthy Britons, too. In continental Eu- 
rope, however, they are still regarded with 
suspicion, even though their legality has 
been established in several countries. 
There is particular resistance to handing 
over control of assets to a third party. 

Japan also has a heavy estate tax, oppo- 
sition to which is growing. Whereas the 
post-war generation that created much of 
Japan’s current wealth regarded it as un- 
patriotic to minimise their tax liability, the 
next generation has no such quibbles, and 
has taken to using Japanese versions of 
Anglo-Saxon trusts. However, most Japa- 
nese wealth is tied up in property and 
holding companies and is not easily mo- 
netised in a tax-efficient way. 

One way round an onerous domestic 
tax regime is to take up foreign citizenship, 
but it needs careful consideration. People 
often change citizenship only to discover 
unwelcome tax implications later. Over 
the past couple of decades many Asians 
have become American citizens, and thus, 
often unwittingly, exposed themselves to 
the risk of making their inheritance sub- 
ject to America’s worldwide tax net. 

Some wealthy people still make the er- 
ror of dying without a will, notes William 
Zabel, a lawyer, in his entertaining and 
practical book, “The Rich Die Richer and 
You Can Too”. Picasso died intestate, leav- 
ing around $300m in assets; lawyers say 
that he was superstitious, and not making 
a will was “a way of avoiding death”. His 
family spent years in the courts sorting out 
the mess. But then, points out Mr Zabel, 
“family madness” can result in lengthy le- 
gal battles even if the deceased has left a 
will. Ask Anna Nicole Smith, a former 
Playboy Playmate whose long-running ef- 
forts in court to get a slice of the fortune her 
nonagenarian billionaire husband left be- 
hind have riveted the American public. m 


Rich man’s burden 


N ABUNDANCE of money is no mir- 


acle cure for all human ills, as the new 
rich—like each generation of the wealthy 


before them—are discovering. What is dif- 


ferent this time is that there are so many 
more of them. As Dinesh D’Souza argues 
in his fascinating study of the new rich, 
“The Virtue of Prosperity”, today millions 
of families “have triumphed against neces- 
sity; they are, by any historical standard, 
rich. So they are ready to pursue happi- 
ness, but this is where the problem begins: 
they don’t know where to find it.” 

For all the existential angst that may go 
with being rich, there is no evidence to sug- 
gest that those with money would rather 
be without. Yet there are specific problems 
associated with being, and particularly 
with becoming, exceptionally wealthy. 
The world’s leading private banks now en- 
courage some of their clients to seek advice 
from psychoanalysts on their relationship 
with their wealth—not just in America, but 
also in more reticent parts of the world, in- 
cluding stiff-upper-lipped Britain. 

There has been plenty of publicity 
about “sudden-wealth syndrome” (also 
known as “affluenza”)—evidence mainly 
of the fact that comparatively indigent 
journalists like to write about the new rich 
having a bad time, despite their fast cars 
and swanky houses. Sudden-wealth syn- 
drome was named by Stephen Goldbart 
and Joan Di Furia, two (inevitably) Califor- 
nian psychologists, who in 1997 set up the 
Money, Meaning & Choices Institute 
(MMCI) to explore the “psychological 
opportunities and emotional challenges 
of having and inheriting money”. With the 
popping of the dotcom bubble, they have 
also been quick to offer help with “sud- 
den-loss-of-wealth syndrome”. 

“Twenty-nine-year-olds in Silicon Val- 
ley were finding that, suddenly, they never 
needed to work again, and started asking, 
‘what is the purpose of their wealth and 
life?’ ”, says Ms Di Furia. For many of the 
new rich, wealth meant a leap in social 
class. “They had no expectation of wealth, 
nor history of knowing how to live with 
it.” The American dream has always been 
about the possibility of personal advance- 
ment up the social scale, but “traditionally 
the dream was really about going from 


working class to middle class, not working 
class to rich—and certainly not within a 
few years,” says Mr Goldbart. “Car, house, 
work, the whole way of life—the new rich 
have often undergone a radical change in 
identity.” Compared with the old wealthy, 
the new rich are “more guilt-ridden and 
sympathetic to the plight of ordinary 
Americans”, says Mr Goldbart. 

Though the bursting of the dotcom 
bubble has made some MM ci clients a lot 
less wealthy, most are still rich by any defi- 
nition. But gone is the belief that “instant 
wealth automatically accompanies hard 
work and good ideas,” says Andre Del- 





becq, a management professor at the Uni- 
versity of Santa Clara Business School. “It 
was a wake-up call to a generation who 
grew up in affluence,” teaching the new 
rich a lesson about the fragility of wealth 
that their parents and grandparents 
learned from the Great Depression and the 
second world war, says Mr Delbecq, who 
now offers a course in “spirituality and 
business” to Silicon Valley executives 
searching for a deeper meaning. 

It is not only dotcom billionaires that 
find their new riches a mixed blessing. 


Too much money can be bad for 
you in all sorts of ways 


Sports stars and entertainers can suffer 
from an even greater sense of dislocation, 
because they are often physically removed 
from their familiar surroundings and 
spend life on the road. Marcus Camby, a 
basketball star at the New York Knicks, 
pays a Salary to a childhood friend to live 
in his mansion and keep him company. 


What now? 

Sports stars also have to come to terms 
with their careers peaking early, and draw- 
ing to a close when most of their life is still 
ahead of them. According to Mr McCor- 
mack of IMG, two problems come up time 
and again. The first is a refusal to recognise 
that it is time to retire and move on to a 
new career. “Towards the end of their ca- 
reer, sports stars are more mature and re- 
ceptive to advice. But it is an emotional 
time, and many leave it too long.” A sec- 
ond problem is over-confidence in their 
ability to succeed in a second career, sim- 
ply because they were great athletes. 
“They think because they were good at 
sport, to start a restaurant or a magazine 
will be a piece of cake. Ninety-nine per 
cent of the time they get killed because of 
that super-confidence.” 

There are some parallels with the ex- 
perience of family patriarchs after they 
have sold the family firm. In recent years 
many have pulled out sooner than they 
would have liked, partly because they 
were offered an attractive price, and partly 
because the firm was finding it increas- 
ingly difficult to survive on its own. Even 
though they are now flush with cash, 
many of these patriarchs are struggling to 
come to terms with losing the power and 
identity they got from the firm. Argentina 
is currently awash with wealthy 40-50- 
year-olds who used to run family firms 
and are depressed because nobody listens 
to them any more—and they don’t want to 
spend their days playing polo. 

A more general source of worry for the 
truly rich is that their wealth makes them 
the target of crooks and lunatics. To reduce 
the risk, they make growing use of private 
security firms, and often live in well-pro- 
tected “gated communities” or secure priv- 
ate estates. In some countries employees 
of big multinational companies are in » 


> much greater danger of abduction than 
the local millionaires because their com- 
pany will usually pay a generous ransom. 
A multinational typically pays around 
$im-2m a year for kidnap insurance. In 
1999, there were 1,789 reported abductions 
for ransom worldwide, up 6% on a year 
earlier. Over 90% took place in just ten 
countries, headed by Colombia, Mexico 
and Brazil. In most kidnap-prone countries 
itis mainly locals who get abducted, but in 
Nigeria four out of five victims were for- 
eigners, and in South Africa one in two. 

But what troubles rich people more 
than anything else is the effect that their 
wealth will have on their children. “I'm 
not saying, ‘have sympathy for the rich’, 
but it really hasn’t been widely recognised 
that inheriting wealth can be a serious pro- 
blem,” says Alex Scott, who runs Sand 
Aire, the family office of the heirs (of 
which he is one) to the founders of Provin- 
cial, a British insurer. “The key to being a 
successful inheritor is not to be suppressed 
by the wealth, so you can go on to live a ful- 
filling life, exploring your own potential. 
But that is easier said than done.” 


Bad heir days 

Without the need to work, wealthy peo- 
ple’s children can become demotivated 
and purposeless. They can find it difficult 
to develop an appreciation of the value of 
money because they have never been 
short of it. They can also feel crushed by 
the pressure to match the achievements of 
the creator of the wealth they are enjoying, 
not least from the family itself. “Being in 
the shadow of a great wealth creator can 
be a huge burden,” says Mr Scott. He him- 
self declined to take over Provincial, which 
the family subsequently sold. He plans to 
build Sand Aire into a business that man- 
ages wealth for other families. 


Teams of lawyers and psychologists of- 


ten have to guide adult children who in- 
herit a business through family mine- 
fields—who runs the firm, who gets bought 
out, whose spouse or child goes on the 
payroll. Sometimes the challenge is to talk 
siblings or cousins out of killing each 
other. Professional help should perhaps be 
more widely used, says Mr Scott. “Psycho- 
logical counselling is probably very help- 
ful to inheritors of wealth. American 
families may accept this more easily, but 
we as a nation are not the first to pick up 
the phone to our analyst.” 

America’s new rich are more fearful 
than their counterparts elsewhere that 
their children will be deprived of the work 
ethic to which they themselves attribute 


{ Poor little rich kids 
Worries among affluent parents about 
the effect of denies Gn their chitin. 
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their success. At the same time they dis- 
dain the idle rich produced by old wealth, 
such as the European aristocracy and the 
drifting trust-fund kids descended from 
the East Coast tycoons of the early 20th 
century. According to a recent survey of 
the richest 1% of Americans by us Trust, a 
private bank, around half fear that their 
children’s initiative and independence 
will be undermined by having material 
advantages. Some 80% want their kids to 
find a satisfying career, and 65% want 
them to earn enough to support them- 
selves entirely through their own work. 
But most of them accept that this is an up- 
hill struggle. How can a child be taught 
that money is a scarce commodity when 
the most clinching reason for turning 
down a request, “We can't afford it”, pa- 
tently does not apply? 

Rich American parents, it seems, try to 
toughen up their children by making them 
do household chores. According to us 
Trust, 99% of the poor little dears are ex- 
pected to tidy their own rooms, 85% to take 
out the rubbish, 83% to set the table and do 
the dishes. Perhaps more significantly, 77% 
are expected to take part-time or summer 
jobs while at high school, and 81% to con- 
tribute to the cost of college education by 
working part-time. Parents are also wait- 
ing until their children are more mature be- 
fore handing over wealth. us Trust found 
that the average age at which rich children 
gain control of money passed to them 
through atrustis 30. A current hot fad is the 
“incentive trust”, which makes inheritance 
conditional on the heir behaving. The con- 
ditions can be onerous, with a “hand be- 
yond the grave” guiding everything from 
choice of university course, career and 


spouse to avoiding and curing substance 
abuse. 

Most of the leading private banks offer 
“sons and daughters” events to educate 
rich kids about wealth. A growing number 
of family limited partnerships are being 
created which allow children to work 
alongside parents in managing the family 
fortune without actually getting control of 
the money. Such schemes provide a tax-ef- 
ficient way of transferring wealth between 
generations, and also offer a method of 
stopping the family money going to an ex- 
spouse. Only 27% of rich parents would 
advise their children to get a pre-nuptial 
agreement, and even if they did their ad- 
vice might be ignored: such unromantic 
agreements are rare in first marriages 
(though not the second time around). 

Many of America’s new rich are seri- 
ously considering an extreme solution to 
the work-ethic problem: handing over 
only a little, if any, of their money to their 
children. But most wealthy families in 
other countries would consider that a 
counsel of despair. Much more than their 
American counterparts, they regard being 
able to pass wealth down the generations 
as one of the benefits of getting rich. Be- 
sides, this option is typically open only to 
the person who created the wealth and 
can do with it as he wishes. Second and 
later generations would find it difficult 
withholding money that was given to 
them rather than earned by them. 

Bill Gates, it is said, plans to leave only 
$10m each to his two children, a tiny pro- 
portion of his fortune. But even that might 
be enough to demotivate them. For most 
people, it would be plenty to live on with- 
out ever doing a stroke of work. According 
to the us Trust survey, rich parents reckon 
that the motivation of an heir will start to 
be affected once they pass on more than 
about $3.4m. 

The new rich might usefully learn from 
one of the few American family dynasties 
that has coped well with its fortune. Ac- 
cording to David Rockefeller, the 86-year- 
old grandson of John D. Rockefeller, who 
made a vast amount of money in the oil 
business a century or so ago, “How you 
bring up children is crucial. If they have a 
sense of responsibility, you do not have to 
worry about how the money will affect 
them. My parents brought us up to know 
that with opportunity comes responsibil- 
ity.” For the Rockefellers, one of their big- 
gest responsibilities is philanthropy. A 
growing number of the new rich are hop- 
ing that this may offer a solution to their 
problems too. w 
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Giving something back 


OR someone who has just spent a re- 

cord $62m of his own money to get 
elected, Jon Corzine makes a surprising ob- 
servation. “The rich are getting increas- 
ingly active in philanthropy and the 
political world. The political side is more 
difficult and less important than what is 
going on in philanthropy.” 

Using the fortune he made as head of 
Goldman Sachs to become senator for 
New Jersey certainly exposed Mr Corzine 
to the difficulties of the political side. He 
faced accusations of trying to buy the elec- 
tion, and was questioned about whether 
all his money was obtained from ethical 
activities. But he is philosophical about 
this sort of sniping, and reckons it is proba- 
bly inevitable when a rich person runs for 
office. Nor is there any guarantee that 
spending a lot of money will bring elec- 
toral success. 

Those tycoons around the world who 
are prominent in politics represent a wide 
range of opinion. On the right, there is Sil- 
vio Berlusconi, Italy’s new prime minister, 
who according to Forbes is the world’s 14th 
richest man, along with Christoph 
Blocher, a Swiss nationalist (227th); the left 
caucus includes David Sainsbury (109th), 
a minister in Britain’s Labour government, 
and Mr Corzine and (once-rich) Maria 
Cantwell in America’s Senate. Provided 
there is full financial disclosure, there 
seems no obvious reason why the rich 
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should not be allowed to play a full partin 
the democratic process. 

But they would get better approval rat- 
ings from a public that still generally 
frowns on wealth if they devoted their en- 
ergies to philanthropy rather than politics. 
Is Mr Corzine right that philanthropy— 
with a few honourable exceptions—is usu- 
ally a better way for the rich to use their 
time and money? 

Philanthropy has long been a crucial 
part of American life, though there are 
signs that it is becoming increasingly im- 
portant in other countries too. A century 
ago, Andrew Carnegie and John D. Rocke- 
feller spent fortunes establishing libraries, 
museums, universities and music halls. In 
America, charitable giving of all sorts to- 
talled $203 billion in 2000, around 2% of 
GDP (up sharply from 1995, see chart 5). In 
other countries the cash value of philan- 
thropic contributions is proportionately 
much lower. 

“Americans have a much greater ten- 
dency to think about serious philanthropy 
at much lower levels of wealth,” says Ms 
Lagomasino of J.P. Morgan private bank, 
which runs a global philanthropy forum 
where its wealthy clients can exchange 
ideas. Nine out of ten of the bank’s clients 
in America have some significant philan- 
thropic interest. Americans seem to start 


A golden age of philanthropy 
may be dawning 





giving chunks of their money away once 
they are worth around $20m, whereas in 
other countries the threshold is more like 
$100m. 

Philanthropic giving in America is fore- 
cast to soar over the coming decades. A 
new study by the Boston College Social 
Welfare Institute forecasts that the inter- 
generational wealth transfer during 1998- 
2052 could be at least $41 trillion, of which 
$6 trillion might be devoted to philan- 
thropic purposes. If average annual GDP 
growth turns out to be faster than the 2% 
assumed in the study, the figures could be 
larger still. Allow for the rising trend in giv- 
ing by people while they are alive, and 
there should be enough money for good 
causes to achieve extensive social change. 


Save as you give 

The Boston study expects the rich to hand 
out even more generous gifts if estate taxes 
are phased out, as the Bush administra- 
tion’s recent tax reform intends. With less 
tax to pay, the argument goes, the rich will 
have more money to dispose of, and will 
split the extra between their heirs and phi- 
lanthropy. “Most philanthropy is tax-mo- 
tivated,” says William Zabel, a tax lawyer 
and writer on related matters. “The notion 
that charity wouldn't be hurt if you elimi- 


nated the death tax is absurd.” Many chari- » 





> ties agree with him, and have lobbied hard 
to keep estate taxes. 

Giving favourable tax treatment to 
charitable donations is on the political 
agenda in many countries. Charity is one 
way of supplementing the services pro- 
vided by the state, which are becoming 
ever harder to finance out of taxation. In 
Europe, the state’s leading role in areas 
such as higher education, health care and 
civic amenities such as museums may 
have discouraged private philanthropy. 
Tax concessions on private giving may 
help to change that. 

The Boston study is optimistic that phi- 
lanthropy will continue to grow. First, the 
proportion of estates left to charity is 
steadily rising. The share of estates of 
$20m or more allocated to charity in- 
creased from 34% in 1992 to 49% in 1997. 
Second, many interviews with donors 
suggest that there has been a fundamental 
shift in the motivation for giving. Accord- 


Saint Bill 


ing to Paul Schervish, one of the authors of 
the study, the rich used to give only when 
they were “scolded into it—told they were 
not giving enough to the right causes at the 
right time in the right way.” Now they are 
increasingly giving out of inclination— 
“doing something they want to do, that 
meets the needs of others, that they can do 
better than commercial interests, govern- 
ment or existing philanthropists, that ex- 
presses gratitude for their wealth and their 
identification with others, and that makes 
them happy.” Mr Schervish thinks this 
shift to giving out of inclination is a result 
of people getting richer, and will fuel phi- 
lanthropy everywhere. He sees signs of it 
as far afield as India, Ireland and Latin 
America, 

Inclination, not guilt, certainly seems to 
be motivating Bill Gates, whose gift to 
charity in real terms is the biggest of all 
time (see box). So, too, Ted Turner, who 
gave $1 billion to the United Nations— 


How to give away riches beyonds the dreams of avarice 


66 T EOPLE would see me at cocktail 
parties and wonder if I was going to 
come up and talk to them about tubercu- 
losis. I was the TB guy.” Listening to Bill 
Gates holding forth about vaccinating the 
world’s poor, it soon becomes clear that 
he is not doing this merely to polish an 
image tarnished by the antitrust action 
against his company, Microsoft. He could 
have done that with a lot less money. 

The $21 billion with which he en- 
dowed the Bill and Melinda Gates Foun- 
dation makes it the world’s richest 
charity, and the biggest philanthropic 
give-away ever. Developed countries 


may be worrying about the side-effects of 


this or that vaccine, butin the developing 
world there is no doubt that Mr Gates can 
improve the lives of literally billions of 
people. 

Time was when Mr Gates was criti- 
cised for a lack of charity, despite endow- 
ing two smaller foundations, but he says 
he has known since his early 30s that he 
wanted to put the bulk of his resources 
into charitable activity. He “knew I'd 
been fortunate, and wanted to give some- 
thing back—not lucky in the sense that I 
found the code sitting on a desk, but in 


terms of the circumstances, the time and 
country I was born in.” 

But he had not expected to do so much 
so soon. “I used to have the notion that I 
would wait until my 50s and 60s to put 
substantial resources into the foundation. 
I wondered if there was really something 
where I could make an impact. Then I saw 
a cause I believed in. Seeing how urgent 
the needs are changed my time line.” 

His eyes were opened when he reada 





though he could not resist the temptation 
to scold other wealthy Americans that 
they should give more. 

But rich donors may have other mo- 
tives too. Adam Siegel, head of strategic 
philanthropy at Hill & Knowlton, a public- 
relations firm, reckons that many of the 
new philanthropists are driven by “self- 
promotion, taking credit, branding your- 
self. They are not acting out of a sense of 
obligation, but rather to be a celebrity—Mr 
Literacy, or whatever. A lot of passion goes 
into it, even so.” 

Cynics also say that inclination may 
amount to nothing more than giving to 
your favourite hobbies rather than tack- 
ling the basic needs of society. The arts 
and religion always do well. All the same, a 
growing number of the new rich are turn- 
ing their attention to health and education. 
For example, the co-founder of Netscape, 
Jim Barksdale, is supporting basic literacy 
programmes for children in Mississippi.  »» 


World Bank report on investing in health 
(which should encourage bureaucrats ev- 
erywhere: their work can make a differ- 
ence after all). He saw the opportunity to 
use his vast wealth to correct a huge “mar- 
ket failure on the research side. A lot of 
diseases exist primarily in places where 
there is no prospect of a viable drugs mar- 
ket because of a lack of resources.” The 
world’s governments were unwilling to 
bear the risk of investing in research that 
might not pay off for 20 years, if at all. 
And health issues are a political minefield 
that can be more easily negotiated by a 
private foundation. 

Does he think other rich people 
should emulate his philanthropy? “Ilove 
Ted Turner for saying there should be 
more of it. But you can’t shame people 
into being more philanthropic. They have 
to come to it with their own enthusiasm.” 
Still, he notes that most philanthropists, 
even the newer ones, are a generation 
older than he is, and thinks there remain 
plenty of causes where the younger new 
rich could make a big impact. He is 
“happy to talk about this to any of the 
new rich guys in confidence”. Just ask him 
to a cocktail party. 










































The biggest sceptic of them all is Larry 
Ellison, the boss of Oracle and the world’s 
second-richest man. So far, he has de- 
clined to compete in largesse with Mr 
Gates, his arch-rival. In his view, the pub- 
lic’s attitude to philanthropy is “deeply bi- 
zarre...We measure philanthropy by how 
much money you waste. We measure the 
size of your donation, not results.” 

Even if it is an excuse for being tight- 
fisted, Mr Ellison has a point. Results mat- 
ter. But the newly rich philanthropists are 
well aware of that. Some even call them- 
selves “venture philanthropists” because 
they are trying to take an entrepreneurial, 
businesslike approach to their giving. They 
are often critical of established charities, 
which have struggled to win donations. 

David Rockefeller thinks that rather 
than attacking the old foundations, the re- 
cently rich should seek their advice. “Some 
new philanthropists are floundering a bit, 
not sure how to do it. Grandfather said giv- 
ing money away effectively needs as much 
effort and thinking as making it. It is not 
something people with no experience can 
do well without assistance.” 

Philanthropy may not be able to 
achieve the scale of some state-financed 
activities, but it can engage the creativity of 
a country’s most successful people, rather 
than causing their resentment by con- 
fiscating some of their wealth in tax. Chari- 
ties can take risks where governments 
cannot or will not. Nor should this be seen 
as an “either-or” choice: charities can com- 
plement and influence government pol- 
icy, as shown, for example, by Michael 
Milken’s efforts to find a cure for prostate 
cancer. Mr Milken, a disgraced former 


OR most of history, the attitude of the 

majority of the human race to the rich 
minority ranged from grudging accep- 
tance to fear and loathing, mostly with 
good reason. As democracy spread, these 
feelings lingered, giving rise to payback 
policies such as punitively high marginal 
tax rates and hefty estate taxes on the 
wealthy. More recently, governments 
have become more aware that squeezing 
the rich too much is in nobody’s interest 
because it risks putting off society’s most 
effective wealth-creators. Yet there is still 


junk-bond king, has become one of Amer- 
ica’s leading philanthropists since leaving 
jail. And, as he has pointed out, each dollar 
invested in philanthropy can be leveraged 
by the efforts of volunteer workers. 

The biggest doubt.about charitable giv- 
ing concerns its accountability, particu- 
larly once its founder has died. One of 
America’s biggest charities, the Ford Foun- 
dation, has caused much controversy by 
funding initiatives that Henry Ford him- 
self would have hated. Foundations often 
end up in the control of professional char- 
ity workers, who can exercise consider- 
able power, but may not be accountable to 
anyone. Roy Smith, author of “The Wealth 
Creators”, fears that unless this problem is 
tackled, huge amounts of capital could end 
up being squandered by inefficiently run 
foundations. 

Donors can help to prevent “mission 
creep” by defining clearly what they want 
their foundation to do. Unless they are as 
rich as Croesus, they may prefer some- 
thing more targeted than the Rockefeller 
Foundation’s mantra, which is “to pro- 
mote the well-being of mankind through- 
out the world”. More radically, they could 
set a time limit on the life of their founda- 
tion, requiring it to be wound up, say, 
10-20 years after their death, or after the 
departure of the last blood relative from 
the board. 


Going global? 
Perhaps the most interesting change in ap- 


proach to philanthropy—though still in its - 


early stages~ is taking place in Latin Amer- 
ica. “There is a mind-set change from re- 
garding poverty as a permanent aspect of 


no broad acceptance that those wealth-cre- 
ators might be making a big contribution 
to the common good. Thatis a pity. 

More than a century ago, Thorstein 
Veblen argued in “The Theory of the Lei- 
sure Class” that “The accumulation of 
wealth at the upper end of the pecuniary 
scale implies privation at the other end.” 
This is still true in some of the world’s 
poorer countries where capitalism lacks 
the underpinning of the rule of law and ef- 
fective property rights for all. But in 
prosperous, democratic countries it is 


civilisation,” says Fernando Espuelas, the 
youthful boss of Star Media, a Latin Ameri- 
can Internet content firm. His company’s - . 
share price has plunged alarmingly, buthe — 
remains upbeat. “The Catholic idea that © 
suffering is good exonerated the old- 
wealthy from any sense of responsibility _ 
for the poor. The next generation is more - 
sophisticated, understanding that as Latin 
America moves beyond military dictators, 
the key to social stability is a more equal 
distribution of wealth.” | 

Latin Americans tend to hand out char- 
itable donations through companies, 
rather than in a personal capacity, because 
the tax system does not encourage philan- 
thropy. The Star Media Foundation, 
created two years ago, aims to narrow the 
digital divide by providing education and 
technological training for the have-nots. If. 
it succeeds in its aim, then Star Media 
benefits too. This strikes Mr Espuelas as a 
win-win situation. “Our goal is to create 
conditions in which it is possible to be 
profitable. Lifting people out of poverty is 
good for society, and so is having profit- 
able companies.” 

From almost nothing, philanthropy is 
increasing rapidly in Brazil, led by big busi- 
ness, says Victor Siaulys, boss of Ache, a 
drugs firm. Multinationals operating in 
Brazil have put a lot of effort into improv- 
ing education and childcare, shaming do- 
mestic firms into following suit, mainly by 
trying to stop children working. This is an 
area in which the government has failed to 
deliver. “We are in the most tragic situation 
in the world in terms of inequality,” says 
Mr Siaulys. “Philanthropy is the way to in- 
vest in a better place to live.” m 


clearly not so. True, these countries are not. _ 
perfectly meritocratic, and may become 
less so as huge fortunes pass from the cre- 
ators to their heirs. Inequality has also in- 
creased as the rich have got richer—but this 
is because income and wealth at the top 
have grown even faster than for the bulk of 
the population. 

At the same time, though, the balance 
of evidence suggests that incomes at the 
bottom, too, have been rising noticeably. 
The rich may have helped themselves to 
the largest slice, but the whole economic 


> cake has got so much bigger that most peo- 
ple have more on their plates than they did 
20 years ago. 

Even in the current economic slow- 
down, the American model of wealth cre- 
ation is widely admired around the world; 
less so the wealthy people who have pros- 
pered thanks to its application over the 
past couple of decades. Yet a remarkable 
change is taking place among America’s 
rich that their counterparts elsewhere 
should be encouraged to emulate. A grow- 
ing number of Americans who have be- 
come wealthy beyond their wildest 
dreams are looking for ways to put their 
fortunes to work for the common good— 
just as Andrew Carnegie advised more 
than a century ago. 


Follow the American way 

Clearly there are plenty of rich people, 
both in America and elsewhere, who are 
obnoxious, selfish, mad or bad. Yet on 
closer examination, many of the rich, es- 
pecially in America, are increasingly alert 
to the risk that wealth often turns people 
into selfish swine, and are searching for a 
meaning beyond money, though not in- 
compatible with it—for themselves and, 
even more, for them to pass on to their chil- 
dren, so that those children will not be ut- 
terly spoilt by the wealth they inherit. 
There are still plenty of greedy big spend- 
ers out there, but a growing proportion of 
the rich now seem to feel that perhaps they 
should be working for a better society, 
however they choose to define it. 

Why would this idea flourish in Amer- 
ica, of all places? A tax system that encour- 
ages charitable giving may help. So, too, 
may a cultural tradition that abhors idle- 
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ness and does not look to government first 
to provide the infrastructure of commu- 
nity life—and that honours those who give 
generously, instead of merely accusing 
them of trying to buy favourable publicity. 

“Rather than trying to constrain the 
rich, as they have done for the past cen- 
tury, populists ought to look at the free- 
doms the rich enjoy and try to make them 
more generally available. In this, they 
might find powerful allies amongst the 
rich themselves,” argues Keith Hart, a Brit- 
ish economic anthropologist and author 
of “Money in an Unequal World”. In fu- 
ture, successful campaigns for social 
change may require both a mass move- 
ment and some very wealthy backers— 
much like the free-trade and anti-slavery 
movements of the 19th century, he sug- 
gests. “To succeed in changing society, best 
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make friends with some capitalists,” he 
says. One cause he thinks could prove par- 
ticularly attractive to the meritocratic rich 
might be an attack on global inequality of 
opportunity. 

A unique advantage of being very rich 
is the power to bring about single- 
handedly the sort of change that would 
otherwise require a broad social move- 
ment. Bill Gates’s campaign to get the poor 
vaccinated is one example. That should 
make the rich attractive allies for anybody 
trying to shape society—and indeed they 
are increasingly being sought out, albeit 
often in secret. The main consequence of 
the bash-the-rich rhetoric of much public 
discourse, particularly outside America, 
may be to discourage them from putting 
their wealth to use for the common good, 
or to drive their giving underground. How 
much better to welcome the wealthy into 
public life with open arms, and to debate 
constructively with them how best to put 
their resources to work, on condition only 
that they conduct their activities transpar- 
ently. That, in turn, is most easily done un- 
der a fiscal regime that requires them to 
pay a fair but not excessive amount of tax. 

In 1930, John Maynard Keynes pre- 
dicted that, some day, each person, as he 
achieved material comfort, would be con- 
fronted for the first time with his “real, his 
permanent problem—how to use his free- 
dom from pressing economic cares, how to 
occupy the leisure which science and com- 
pound interest will have won for him, to 
live wisely and agreeably and well.” For a 
growing number of rich people, that day 
may have arrived. With luck, many of 
them will adopt solutions that will also 
benefit society at large. m 
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Conservative politics 


Foreigners in their own land 


The Tories are down but not out 


SECOND landslide defeat has left the 

Conservative Party bewildered. The 
leadership election in which it is now en- 
gaged is not just a search for a new leader 
but also for a new inspiration (see Bage- 
hot). The oldest and most successful politi- 
cal party in the world, “the natural party of 
government” as it sees itself, has rarely 
been further from power. 

Last week's election result speaks for it- 
self. After four years of opposition, the 
party managed to gain only one more seat 
in Parliament. Although it gained two per- 
centage points (to 33%) in the popular vote, 
this figure still represents merely its sec- 
ond-lowest share of the total votes cast 
since 1880. And, more tellingly, the actual 
number of votes cast (8,352,845) for the 
party was the lowest since the mass fran- 
chise was introduced in 1929. 

No wonder that party leaders have 
been calling for a period of “reflection”. 
The swing needed to overturn the Labour 
majority in five years’ time looks daunting. 
Yet those who in the past have written off 
the party have always been proved wrong. 
Not for nothing did its most recent histo- 
rian, John Ramsden, call his book “An Ap- 
petite for Power” (HarperCollins 1998). 

Years in the wilderness are not a new 
phenomenon for the Conservatives. In 
1830, they lost power over the first Great 
Reform Act, and the party did not form a 


majority government until 1841. After the 
split over the Corn Laws in 1846, the party 
did not enjoy a majority in government 
until 1874. After the catastrophic defeat of 
1906, it did not return to government until 
1915. And after the 1945 landslide, it was 
out of office for six years. 

After every big defeat the same ques- 
tions have been asked about the party's 
continuing relevance. After 1906, many 
doubted that a party founded to represent 
the interests of the landed aristocracy in 
the late 18th century could possibly sur- 
vive in the age of mass democracy. 

In fact, the party proved itself the mas- 
ter of the mass electorate. After each defeat 
the party has re-invented itself. Above all, 
its politicians demonstrated a ruthless ap- 
petite for power, subordinating all other 
considerations, which resulted in the 
ditching of whoever happened to be the 
unfortunate leader at the time. The party 
has always prided itself on being the non- 
or even anti-ideological party and has 
seen itself more as a pragmatic exercise in 
statecraft. This is founded on an inherent 
Tory belief that the party is a party of gov- 
ernment, or it is nothing. 

Given that appetite for power, there is 
every reason to believe that the Conserva- 
tives will revive. But they will need to cast 
off old certainties and re-engage with the 
electorate. As Mr Ramsden writes, “there 
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has almost been an inverse correlation be- 
tween the Conservative Party leadership’s 
intellectual clarity and its electoral record 
of success”. Before each big crash, the 
party has been captured by a wing of the 
party, be it die-hard anti-reformers in 1830, 
protectionists in 1846, tariff reformers in 
1906 or appeasers in 1945. This wing, argu- 
ing its case with passion and conviction, 
has taken over the party, only to see the 
party then subside into minority isolation 
within the political nation as a whole. 

The leaders who led the party out of 
these ideological cul-de-sacs were all pre- 
pared “to sacrifice some clarity to the be- 
lief that unity and diversity were more 
important”. And each of those leaders, 
such as Disraeli, Salisbury, Baldwin and 
the “Butskellites” of the 1950s were able to 
win office for long periods of time. All 
these leaders were pragmatists, able to 
shift the party’s agenda on to new con- 
cerns, not necessarily healing the wounds 
of the past but uniting the party around 
the issues of the present. 

Crucially, leaders such as Baldwin and »» 
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> Disraeli were able to present a narrative of 
change and flexibility, and yet link these 
qualities to eternal Conservative verities 
such as nationhood and stability. It is also 
true that those thinkers and politicians 
who have been best at plotting a new 
course for Conservatism, such as Burke 
and Disraeli in the 19th century and Hayek 
in the 20th, have been foreigners or outsid- 
ers. Their detachment has given them the 
clarity that has often been lacking in their 
more blinkered, true-blue colleagues. 

How does this reading of history ac- 
count for the phenomenon of Lady 
Thatcher? In the coming weeks, many MPS 
will be holding her up as a shining exam- 
ple of what can happen if the party fights 
on a set of clear ideas. But this would be to 
ignore three crucial facts. First, she was 
much more cautious in her early years as 
prime minister than her acolytes now like 
to remember. And once she shed that cau- 
tion after 1987, she became an electoral li- 
ability. Second, her success in the elections 
of 1983 and1987in winning parliamentary 
seats was not based on increasing the over- 
all Conservative share of the vote. Her vic- 
tories depended on the split between the 
Labour, Social Democratic and Liberal par- 
ties. Lastly, her period of electoral success 
disguised a collapse in the mass member- 
ship of the party that has never been seri- 
ously addressed. 

Even allowing for the overall decline in 
political party membership, the loss of 
600,000 members in a generation, more 
than half the membership, is still a huge 
fall. Thatcherism may have gone down 
well with the activists, but it failed to ap- 
peal beyond them. Much like Mr Hague’s 
brand of Conservatism at this election. W 


Ministerial reshuffle 
Blair’s new world 


All change. But to what end? 


TUNG by voters’ criticism of his first 

term, Tony Blair has embarked on the 
biggest upheaval Whitehall has seen for 
years. He says he wants the reshaped bu- 
reaucracy to deliver, and fast. But his min- 
isterial reshuffle reveals, on the two big 
issues which will determine the success or 
failure of his second administration, a two- 
speed government. On the first—relations 
with the euro—the pace will be slow and 
tentative. On the second—delivering better 
public services—ministers will have to gal- 
lop. Yet economic turns of fate and White- 
hall conservatism may still frustrate him 
despite his 167-seat majority. 

The replacement of the euro-enthusias- 


We are still friends, honest 


tic Robin Cook as foreign secretary by the 
euro-pragmatic Jack Straw (see page 58) is a 
sign of the caution with which Mr Blair is 
approaching a decision on joining the 
euro. Downing Street aides tried to soothe 
Mr Cook's pain at his demotion to the lead- 
ership of the House of Commons by laud- 
ing his formidable parliamentary and 
debating skills. But Mr Blair had evidently 
become tired of the soap opera of euro tus- 
sling between Mr Cook and Gordon 
Brown, the chancellor. 

This leaves Mr Blair as reliant on Mr 
Brown as ever. Some close observers claim 
to detect a distinct cooling of the relation- 
ship between the two. Ministers who 
work with both insist that this talk is me- 
dia babble. “New Labour was Gordon and 
Tony’s creation,” says one minister. “If 
they fall apart, New Labour falls apart and 
they both know it.” 

Far from shoving Mr Brown out, the re- 
shuffle seems in fact to bring him in closer. 
Apart from getting rid of Mr Cook, a major 
irritant, it has brought back Brown loyal- 
ists sacked in the first term, such as Harriet 
Harman, now given the job of solicitor- 
general. Young Brown protégés, such as 
Douglas Alexander, who helped run the 
election campaign, have been rewarded 
with junior ministerial jobs. 

In truth, Mr Blair needs Mr Brown to de- 
liver the economic growth and hence the 
tax revenues to pay for the increased cash 
he has promised will go to public services. 
But money alone does not ensure im- 
provement. That is why Mr Blair has been 
persuaded to abandon his reluctance to in- 
terfere with Whitehall structures. 

David Blunkett, the new home secre- 
tary, takes on a greatly shrunken depart- 
ment. The Home Office will now deal 
solely with crime, punishment, race and 
immigration. Everything else, from elec- 








toral law to gambling supervision, has 
gone to other departments. The Ministry 
of Agriculture has paid the price for its mis- 
management of foot-and-mouth disease 
and various food scares; it has been sub- 
sumed by environment with Margaret 
Beckett in charge. 

Alistair Darling, a success at social secu- 
rity, has added employment to his brief in 
anew Ministry of Work and Pensions. This 
ends the time-consuming negotiations be- 
tween two departments previously re- 
quired in pursuit of the Blairite mission to 
link welfare benefits to requirements to 
seek work. Right across Whitehall, says a 
cabinet minister, the message is clear: “If 
you don't deliver, your unemployment 
notice will be on your desk.” 

Three things, however, could frustrate 
this dynamism. First, ministers in the 
merged departments will have to over- 
come deep-rooted bureaucratic conserva- 
tism. Mrs Beckett, for example, will have 
her work cut out stamping out the old pro- 
ducer-orientated mentality of the farming 
bureaucrats in order to put consumer inter- 
ests to the fore. 

Second, the enhanced policy “enforce- 
ment” role of the Cabinet Office, now un- 
der John Prescott, the deputy prime 
minister, could hamper rather than help 
delivery. Some ministers worry that, 
when set alongside the Treasury's weap- 
ons for ensuring policy delivery, there will 
be far too much enforcement and too 
much time will be spent inspecting poli- 
cies rather them making them work. 

Finally, Whitehall high-flyers tradition- 
ally regard the making of policy as the su- 
preme bureaucratic achievement and 
delivery of policy as an altogether lower 
form of life. Whitehall is long on thinkers, 
short of doers. But doers are what Mr Blair 
needs most. @ 





Public services 


Taking on the 
teachers 


Can Tony Blair deliver on his promises 
to improve education? 


F EDUCATION, education, education 
was the soundbite for Labour’s first term, 
delivery in triplicate is the overriding 
theme of Labour’s second term. The elec- 
tors were prepared to give Tony Blair a sec- 
ond chance to come good on the promise 
to achieve high-quality public services. 
They will not be so forgiving a third time 
round if performance remains lacklustre. 
In Britain’s schools, money is not the 
problem over the next three years. But the 
shortfall in spending compared with other 
countries remains substantial. Interna- 
tional comparisons released this week by 
the OECD show that public spending on 
education in Britain was 4.9% of GDP in 
1998, compared with an average of 5.3% for 
developed countries. Several countries, in- 
cluding Denmark, New Zealand, Norway 
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and Sweden, devoted far more, between 
7% and 8% of GDP. Even with the govern- 
ment’s generous funding increases for 
schools, Britain's spending will only reach 
5.3% of GpP in three years’ time. 

Big budgets help only if the money is 
spent effectively. “High spending does not 
necessarily mean high quality,” points out 
Andreas Schleicher, in charge of educa- 
tional statistics at the OECD. The top per- 
formers in international comparisons of 
maths scores for 13-year-olds are South Ko- 
rea, Japan and the Netherlands. None of 
these countries is a big spender on educa- 
tion. The largest improvement in maths 
scores in the late 1990s occurred in the 
Netherlands, which spends the same pro- 
portion of GDP as Britain. Discouragingly, 
scores for British children did not improve 
over the same period, leaving Britain 
ranked tenth out of 12 countries. 

If the government is to deliver better- 
performing schools, it will have to con- 
front Britain’s powerful teacher unions 
over pay and workload. Contrary to popu- 
lar perception, teachers in Britain are well 
paid compared with their counterparts in 
other countries. Especially at primary 
schools, salaries are significantly above 
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the average for other developed countries, 
contributing to unfavourable pupil/ 
teacher ratios (see chart). However, even 
with the introduction of performance-te- 
lated pay, salary scales do not deliver effec- 
tive incentives for more experienced 
teachers. Nationally-agreed pay schemes 
do not provide sufficient compensation for 
the higher cost of living in London, leading 
to severe shortages of teachers in the capi- 
tal. There is still too much rigidity in the 
system to attract the best teachers to the 
more difficult schools. 

The other bruising battle that lies ahead 
for the government will be fought over an 
enhanced role for the private sector. When 
launching the manifesto, Tony Blair said 
that “no dogma” should stand in the way 
of reform of the public services and high- 
lighted the intention to create “a diverse 
range and choice of state schools”. The 
manifesto appeared to wave a green flag to 
the creation of new schools, which would 
be an important spur to competition. 

This week, the Adam Smith Institute 
(Asi), a right-of-centre think-tank, called 
for a more far-reaching reform to combine 
public finance and private provision. All 
schools should become independentof lo- 
cal education authorities, allowing new 
ones to set up as long as they can attract 
pupils. “A wave of new schools is the best 
way to raise standards because it will force 
the closure of most of the bad schools,” ar- 
gues Madsen Pirie of the Ası. 

In the Netherlands, three-quarters of 
children attend schools that are publicly fi- 
nanced but privately provided. Under this 
long-established system, the government 
ensures that money follows the pupil and 
schools compete among themselves for 
children. The vast majority of these 
schools are run as non-profit institutions. 
They have to teach a national curriculum 
but are free to adopt their own approach in 
how to teach it. Such a system is some- 
times supposed to lead to inequalities in 
attainment, but these are less in evidence 
in the Netherlands than in Britain. It offers 
a benchmark to measure whether Labour 
now delivers reform in office to match its 
rhetoric during the election. Wm 





Bagehot N(euro)sis all round 


A week ago William Hague was ridiculed for fussing about the euro. Now everybody is doing it 
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ERPLEXING, ironic, unpredictable, unforgiving and generally 

pretty foul are the ways of politics. William Hague’s attempt 
to make the euro the big issue of Britain’s general election on 
June 7th was a calamitous misjudgment. Wrong subject, wrong 
moment to talk about it, was the near-unanimous verdict of 
pundits and voters alike. One short political week later, but with 
the habitually premature Mr Hague having now volunteered 
himself at 40 for the rubbish bin of history, the big issue of Brit- 
ish politics for both main parties is indeed the euro. 

In the case of the Tories, it is Mr Hague’s going that has pro- 
pelled the euro to the top of the agenda, where the poor man 
had wanted it a week ago. It was not in truth the right issue for 
the general election, because voters had a promise from Tony 
Blair that a Labour government would hold a referendum before 
joining the single currency. It is the right issue in the election of 
the next Conservative leader, because nobody can unite what is 
left of the once-great party without finding some way to bridge 
its internal differences on Europe. 

Michael Portillo, the front-runner and first of the contenders 
to step into the open, said this week that this job of internal 
healing would be his first priority. But he has two problems. 
One is Kenneth Clarke. Mr Portillo could pose far more credibly 
as the unity candidate if he had the support of the former chan- 
cellor, who leads both the party’s left wing and its remaining 
band of europhiles. The two men have been talking, but, as of 
midweek, to no avail. This is because there are limits to the sort 
of deal Mr Portillo can offer Mr Clarke. 

As a long-time disbeliever in monetary union, Mr Portillo 
cannot turn on a penny and still claim to be a man of convic- 
tion. Nor would this make tactical sense. Hatred—it is not too 
strong a word—of the euro and the Eu is rife among both Con- 
servative MPs and grassroots party members, the two groups 
that will vote in turn on who is to become the new leader. And 
although Mr Portillo has many supporters in Parliament, includ- 
ing most of what was Mr Hague’s shadow cabinet, he is less 
admired lower down in the party. He will find it hard enough to 
persuade the old dears and dragons in the local Tory clubs to 
swallow his gay past and new gospel of touchy-feely tolerance 
without asking them to betray their beloved pound as well. 

All that Mr Portillo can really offer the europhiles is a softer 





tone. In declaring his candidacy, he talked of the need for Con- 
servatives to be “internationalist” in outlook, and to co-operate 
with and learn from Britain’s neighbours. At a stretch, he could 
even give Mr Clarke a job, though this requires a more delicate 
calculation. What if Mr Clarke demanded both a big job in the 
shadow cabinet and a licence to campaign in any euro-referen- 
dum in favour of joining? Besides, Mr Clarke might run for the 
leadership himself, not necessarily because he expected to win 
but to strengthen his bargaining hand for later. 

Mr Portillo’s second problem is that the further he leans to 
the left, the more he exposes his right. The main threats there are 
Ann Widdecombe, shadow home secretary, and Iain Duncan- 
Smith, shadow defence secretary. Ms Widdecombe made her- 
self the darling of Conservatism’s grassroots by promising 
beastly treatment of asylum-seekers, but lost ground by voting 
for a ban on foxhunting. She looks so odd and sounds so shrill 
that many of her parliamentary colleagues think she would 
make the party terminally unelectable. Mr Duncan-Smith, a 
sharp yet kindly former soldier, is a bigger threat. He appeals not 
only to party bigots such as Lord Tebbit, who prefer what they 
call a “normal” candidate with children to the once-gay Mr Por- 
tillo, but to unbending europhobes of the Thatcherite school, 
who detect in Mr Portillo’s altered tones a suspicious whiff of 
garlic and defeatism. Mr Duncan-Smith is close to the camp that 
would welcome a total British withdrawal from the EU. 


No more Schadenfreude 

Although the Conservatives’ leadership contest may drag on un- 
til August, Labour cannot take the delight it once did in the 
self-mutilating euro-contortions of its opponents. For the gov- 
ernment now has euro-troubles of its own. Tony Blair wanted 
the first week of his second term to be noted for the vim of the 
new team of ministers who will now—really—deliver the better 
public services he promised last time round. Instead, the new 
team delivered a more barbed version of what went before: 
backbiting, briefings and counter-briefings that point to a gov- 
ernment that is at best in a dither on the euro, and may at worst 
be almost as divided about it as the Conservatives are. 

If Mr Hague’s departure ended the ceasefire he had imposed 
on the Conservatives, Labour's re-election has made it harder 
for Mr Blair to remain coy about when—and whether—he will 
pronounce on the famous five economic tests and call a referen- 
dum. The ambiguity that was useful to Labour before the 
election is now making the single currency’s enthusiasts impa- 
tient. Mr Blair’s cabinet dispositions are being scrutinised by the 
financial markets as if they were Kremlin purges. Robin Cook 
and Keith Vaz, euro-enthusiasts, were replaced at the Foreign Of- 
fice by Jack Straw and Peter Hain, who are or once were sceptics. 
Does this show, the Kremlinologists ask, that the prime minister 
is cooling on the euro, or merely that he is recruiting more plau- 
sible salesmen for an early referendum? 

Nobody can say. The only certainty is that friction persists 
between Gordon Brown, chancellor of the exchequer, inscruta- 
ble custodian of the five tests and presumed sceptic, and almost 
all of the pro-euro ministers, who may or may not include the 
prime minister himself. Mr Blair could stop the guessing by sig- 
nalling whether and when he intends to act. But such a course is 
fraught with risks, not the least of which is that by resolving the 
issue either way he will get the Conservatives off a hook on 
which he would prefer by far to leave them dangling. = 
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Big Music fights back 


NEW YORK 


The Internet was supposed to loosen the big record companies’ grip on the music 


market. It did, but only for a while 


66 D ECORD companies stand between 
artists and their fans. We signed ter- 
rible deals with them because they con- 
trolled our access to the public. But in a 
world of total connectivity, record compa- 
nies lose that control...Artists can sell cps 
directly to fans. We can make direct deals 
with thousands of other websites and pro- 
mote our music to millions of people that 
old record companies never touch.” 

So declared Courtney Love, an Ameri- 
can rock musician, in a speech in New York 
a year ago. Those were heady times, when 
the web guerrillas plotted the downfall of 
the tyrannical record companies. Music- 
lovers were already sharing favourite 
tracks online with impunity, sending the 
big labels into a spin. Thanks to the In- 
ternet, a bunch of pimply teenagers with a 
computer would be able to post their mu- 
sic online, and turn themselves into rock 
stars. With no need for marketing, and 
nothing to make or distribute, what would 
be left for the record companies? 

A year on, matters look rather different. 
Most of the defiant little upstarts that so 
shook the labels have either collapsed or 


been bought or shut down. Late last year, 
Bertelsmann, a German media giant, ac- 
quired the right to buy a majority stake in 
Napster, the pioneer of file-sharing and an 
American icon of online defiance, at the 
very time that Bertelsmann’s own music 
division, BMG, along with the other four 
big record groups—EMI, Sony Music, War- 
ner Music and Vivendi’s Universal Music— 
was suing Napster for copyright infringe- 
ment. Even executives at New York-based 
BMG were stunned by the deal. 

Napster, meanwhile, is under a court 
order to eliminate all copyrighted files. It 
promises to convert itself into a subscrip- 
tion business by July. The more Napster 
snuffs out illegal files, the less people are 
using it: the number of songs downloaded 
from it fell from a peak of 2.8 billion in Feb- 
ruary to 360m in May (see chart). 

The most stunning recent example of 
the record companies’ volte face came in 
May, when Vivendi Universal paid $372m 
for MP3.com. Only last year, Vivendi was 
fighting the San Diego start-up for copy- 
right infringement. Now, Michael Robert- 
son, MP3.com’s boss, who had promised 
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to upset the record majors by breaking un- 
signed artists on the web, joins the Vivendi 
crew in their swanky offices on Park Ave- 
nue as “special adviser” to Jean-Marie 
Messier, Vivendi's boss. In short, the five 
big music companies, which jointly con- 
trol over three-quarters of the world record 
market, are regaining their grip. 

The critical test of whether they can 
keep it will come this summer, with the 
launch of two new subscription services. 
Sony and Vivendi, whose roster includes 
Eminem (pictured above), Limp Bizkit, 
Shaggy and u2, are jointly setting up press- 


play, formerly known as Duet. This will of- 


fer secure, on-demand downloading of 
music via, for example, Yahoo!, a web por- 
tal. AOL Time Warner, which owns War- 
ner Music, EMI and Bertelsmann, along 
with RealNetworks, will launch their own 
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© > service, called MusicNet. This will act as a 
-. wholesaler of downloadable music, sup- 
plied by the three labels, to online retailers, 
including RealNetworks itself and AOL’s 
new music-subscription service. Music- 
Net will also license music to Napster—but 
only if Napster can prove itself a reliable 
policeman of copyright, and secure. 

All of this looks like the setting for busi- 
ness as usual. Indeed, growing alarm at the 
tightening grip of the big five prompted the 
European Commission this week to an- 
nounce a competition inquiry into Music- 
Net and pressplay. 


The long and winding road 

So was all the effort by Napster, MP3.com 
and other one-time rebels wasted? Far 
from it. Without Napster, the online juke- 
box would still be a distant dream. Al- 
though teams of boffins at the big music 
companies had been pondering the future 
of digital music distribution for years, the 
record majors were slow to react, treating 
the technology as a threat not an opportu- 
nity. As one executive puts it: “The big re- 
cord companies are like big ships: they 
don’t move fast. They were happy making 
cps. They just didn’t get it.” 

Even now, there is no legal subscription 
service that allows music-lovers instant, 
unlimited access in the way that Napster 
did. Though both pressplay and MusicNet 
want to license the music from the other’s 
joint-venture partners, each now offers 
only its own. Moreover, each will contain 


<- security devices that limit the use or copy- 


ing of any downloaded track. One reason 
for this reluctance is that nobody has yet 
worked out how to make money out of 
digital music distribution. And itis far from 
clear that the economics will stack up. 

The new subscription services will at- 
tract a critical mass of paying customers 
only if the charges, at least initially, are 
low. A recent survey by Webnoize, a re- 
search firm, suggests that students, who 
listen to music on their computers nearly 
as much as they do on a stereo, would be 
ready to pay only about $10 a month. Even 
at $20-30 a month, for unlimited down- 
loads, the record companies could expecta 
steep drop in revenues per track: consum- 
ers in America now pay over $1 per track 
on a CD album, which will often contain 
songs they would never choose to pay for. 
Pricing is also complicated by ongoing, un- 
resolved talks with musicians and song- 
writers over royalties. 

Yet record companies can scarcely af- 
ford this revenue squeeze. For one thing, 
cD sales, worth $37 billion worldwide, 
have been flat for the past five years, and 
margins are under pressure. For another, 
the music industry is a peculiar and unpre- 
dictable mix of fashion, branding and bet- 
ting—with a pretty lousy hit rate. The 
average record label loses money on a stag- 
gering 90-95% of artists it signs, relying on 


a handful of mega-hits for its profits. Vast 
amounts of money are invested in promo- 
tion and marketing, most of which disap- 
pear down a black hole. This helps explain 
why, despite the appeal by Ms Love, it has 
proved so difficult to launch bands directly 
on the web. 

In time, there may be cost savings from 
digital downloading, because manufac- 
turing and traditional distribution costs 
will shrink. But the disc-pressing factories 
are not shutting yet: cp sales are still ex- 
pected to make up four-fifths of music 
sales in 2010. So the immediate scope for 
big cost savings is limited, short of further 
consolidation among the big five. And the 
European Commission has twice indi- 
cated that it will firmly resist this. 

The digital age may still leave the record 
companies with a job as talent-spotters 
and image-builders, and, for now, as man- 
ufacturers, but a question-mark remains 
over distribution. If the record companies 
can patrol the illegal market, and get 


enough reasonably priced music on to 
their new subscription services to lure 
those in a sulk about Napster’s demise, 
this problem becomes one for traditional 
cD retailers rather than the labels. 

That is, however, a big if. For now, even 
as the record companies clamp down on 
the upstarts in the courts, former Napster 
users are drifting to other file-swapping 
services: Aimster, Audiogalaxy, KaZaa or 
Gnutella and its offspring, such as Bear- 
Share and LimeWire. The number of users 
logged on daily to Gnutella has quadru- 
pled since March. The fastest-growing 
Napster clone is Audiogalaxy, which is 
picking up over 1m users a week. 

These numbers are far from those 
achieved by Napster at its peak, but they 
are not trifling. Until now, music fans have 
had no real alternative. Once they do, most 
people, bar perhaps students, may prefer 
the legal option. But however much they 
pay, it will never match the anarchic thrill 
of the old Napster experience. @ 
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Workers’ rights in the EU 


Inform, consult, impose 


BRUSSELS 


Anew directive has unions cheering and company bosses fuming 


N A recent speech on the future of the 

European Union, Lionel Jospin, the 
French prime minister, argued that, after a 
decade in which the Eu’s emphasis had 
been on building a single market, it was 
time to concentrate on “social Europe”. So 
this week the French were delighted by an 
agreement of the Council of Ministers ona 
new directive, strengthening the obliga- 
tions on European firms to “inform and 
consult” workers’ representatives about 
company strategy. 

Less delighted was UNICE, the Euro- 
pean employers’ federation, which regards 
the directive as an unnecessary new bur- 
den on business. As for the Confederation 
of British Industry, it was positively out- 
raged, pronouncing itself “deeply disap- 
pointed” by this new infringement on 
managers’ right to manage. Meanwhile, 
many economists fear that the directive 
may make Europe's stiff labour markets 
even less flexible, just as growth in the con- 
tinent’s main economies slows. 

Even without the new directive Euro- 
pean law already obliges multinational 
companies to consult workers about cer- 
tain corporate actions—for example, mass 
layoffs. But the new directive will greatly 
expand the number of companies af- 
fected, and the extent of their obligations. 
By 2008, all companies with 50 or more 
employees in the Eu will be obliged to “in- 
form and consult”. The obligation will 
now also extend even to companies that 
do not operate outside their home coun- 
try. And the consultation involved will 
have to be “ongoing”, rather than simply 





occurring when big business decisions are 
in the works. 

The directive has not yet passed its final 
hurdle. It still has to be approved, and it 
may be amended, by the European Parlia- 
ment. But the parliament, backed by the 
European Commission, is likely only to try 
to strengthen it. Anna Diamantopoulou, 
the commissioner in charge of social and 
employment affairs, wants the directive to 
include tougher legal sanctions against 
employers that breach its provisions, and 
the parliamentis likely to oblige. European 
governments will then have to bargain 
over some sort of compromise text. 

There is still some vagueness about pre- 
cisely what information and consultation 
entail. In Britain and Ireland, some compa- 
nies have expressed fears that the new di- 
rective will, in effect, mean compulsory 
unionisation or the formal recognition of 
works councils—bodies that are embed- 
ded in German corporate life, but unusual 
in Britain. 

A European Commission spokesman 
insists, however, that “there is no policy 
drive to reactivate unionism”. The direc- 
tive makes references to countries imple- 
menting the legislation in line with their 
own national traditions. Some even specu- 
late that setting up an intranet chat-room 
for the review of company policy may be 
enough to satisfy European law. But the re- 
ality is likely to be that only time—and legal 
precedent—will establish how far the new 
rights will go. 

The passage of the worker-consultation 
directive is a bitter pill for the British, who 
have fought it for several years. When 
Tony Blair came to power in 1997, he 
ended Britain's opt-out from European so- 
cial legislation, arguing that it was better to 
win the arguments than to stand on the 
sidelines. This argument, however, is one 
that Britain has comprehensively lost— 
and this despite the call at last year’s Lis- 
bon summit for more flexible European la- 
bour markets. By June 11th, the Blair 
government found itself in a minority of 
one against the other 14 EU members. Be- 
cause Britain no longer has an opt-out, it 
was powerless to prevent the directive be- 
ing imposed on it by majority vote. Rather 
than face the humiliation of a defeat in the 
council, Britain negotiated a face-saving 
concession—essentially delaying the evil 
day of full implementation—and declared 
itself satisfied. Whether British bosses will 
be so cheery is another matter. @ 








Chinese aviation 


One country, 
many routes 


HONG KONG 


Turbulence on flights between main- 
land China, Hong Kong and Taiwan 


HE world’s most travelled airline route 

connects Taipei and Hong Kong. This is 
a legacy of China’s civil war, since Taiwan 
still prohibits direct flights to the main- 
land, forcing its businessmen to transit in 
Hong Kong on the way to and from their 
mainland factories. As China considers 
Taiwan to be a renegade province, more- 
over, landing rights are negotiated be- 
tween the airlines themselves, with the 
governments in the background. Commer- 
cially and politically, this can get tense. So 
it was this week, when the latest landing- 
rights “arrangement” between Taiwan 
and Hong Kong expired (only countries 
can reach “agreements”). Instead of being 
renewed for another five years, it was sim- 
ply extended by a few months, pending 
further discussions. 

Awkwardly, this coincided with re- 
ports in Hong Kong's local press—which 
were unfounded, as it turned out—that the 
territory had struck a deal with Beijing to 
allow the two Hong Kong carriers in- 
volved in the Taiwanese negotiations, Ca- 
thay Pacific and Dragonair, to compete on 
routes to the mainland. In fact, Beijing and 
Hong Kong have agreed only to increase 
capacity on certain routes, but not to open 
them up to new carriers. That, however, 
may be only a matter of time, given the 
speed with which China’s aviation market 
is changing. 

Hong Kong plays a big part in these » 


> changes. Already a hub not only for 


Greater China but for much of Asia, it 
wants to strengthen its role. Several factors 
work in its favour. Location is one: unlike 
Singapore, forinstance, Hong Kong is with- 
in reach of direct flights from America and 
close to the booming Chinese hinterland. 
Capacity is another: Hong Kong opened a 
giant new airport in 1998 and plans to list 
shares in it in the coming years. To attract 
ever more airlines, the government in- 
tends to liberalise landing rights—though 
only “gradually”, it says. Last month, for in- 
stance, Hong Kong began to allow Air New 
Zealand to pick up passengers in Hong 
Kong and fly them to London. 

It helps that Hong Kong’s government, 
unlike most others in the world, has never 
owned or coddled its domestic airlines, 
and so confronts fewer interests stacked 
against liberalisation. Cathay Pacific, the 
territory's flag carrier, controls only about 
30% of the landing slots at its home airport, 
far less than most incumbents elsewhere. 
So Cathay, one of Asia’s best-run airlines, 
is already used to intense competition. 
Publicly at least, its managers favour lib- 
eralisation, as long as it is based on reci- 
procity, since a shrinking share of a 
growing market might still translate into 
more profit. 


Friends or foes? 

Ironically, however, Hong Kong’s “moth- 
erland”—which officially includes Taiwan 
as well as mainland China—may prove to 
be Cathay’s biggest challenge. Hong Kong 
now follows a policy of “one route, one 
airline” among its own carriers. This ar- 
rangement dates back to the 1980s, when 
Cathay bought Dragonair, the only other 
Hong Kong-based passenger carrier, and 
then divided routes between the two, so 
that they would complement rather than 
duplicate each other. Thus only Dragonair 
now has rights to the Chinese mainland, 
and only Cathay serves Taipei. In the 
1990s, however, mainland Chinese inter- 
ests took control of Dragonair, as Cathay 
sold down its stake. The two airlines now 
seem confused as to whether they are part- 
ners or rivals. 

Increasingly, they are the second—and 
this could hurt Cathay. Wendy Wong, an 
analyst at Merrill Lynch in Hong Kong, esti- 
mates that Cathay gets about 12% of its rev- 
enues from its “golden route” to Taipei. On 
it, Cathay already faces competition from 
two Taiwanese carriers and from Thai Air- 
ways. If Dragonair muscles in too, as an- 
alysts expect, Cathay will suffer. Its 
obvious escape is to win Hong Kong-main- 
land rights in return. It was this sort of 
horse-trading between Cathay, Dragonair 
and the authorities that was rumoured to 
be going on this week. 

Without it, Cathay will have to think 
again. Buying a mainland carrier is one op- 
tion. The trouble is that the turmoil that ex- 


China‘s postal monopoly 


Dubious courier moves 


BEIJING 


If the competition is doing well, bully it 


S CHINA’S economy opens up, its 
coddled state-owned monopolies 

know that they must prepare for greater 
exposure to the rigours of the market- 
place. But some are in denial. A prime 
example is the postal monopoly, China 
Post. Rather than adapting to compe- 
tition, it is trying to close it down. 

In recent months, officials from the 
State Post Bureau—the agency that con- 
trols China Post—have visited rival firms 
in several provinces and ordered them 
not to handle express mail. One of the 
targets was a joint venture between DHL 
International and Sinotrans. The busi- 
ness licence of Federal Express’s Chinese 
agentin the southern city of 
is being reviewed. And urs has had two 
of its international shipments blocked. 
“This issue is affecting all the air-express 
companies operating in China,” says Da- 
vid Cunningham, president of FedEx 
Asia Pacific. 

China Post argues that it alone has 
the right to handle express-mail services, 
whether within China or internation- 
ally, and whether business or private. 
But the Ministry of Foreign Trade and 
Economic Co-operation, which ap- 
proved the operations of foreign courier 
firms in China, takes a different view. It 
argues that the law allows the govern- 
ment to make exceptions to China Post’s 
monopoly. This it did in 1995 when it 
first allowed foreign firms to handle in- 
ternational business-mail deliveries by 
forming joint ventures with Chinese 
freight forwarders. In fact, China has al- 
lowed such business since the 1980s. 

As a result of foreign competition, 
China Post's share of the international 
express-delivery market has been whit- 
tled down to 40%. The company is likely 


to come under still greater pressure 
when foreign courier firms win the right 


ists in Taiwan and Hong Kongis as nothing 
compared with the upheavals on the 
mainland. In April, Beijing announced 
plans to merge ten mainland carriers into 
three. Of these, Air China will become the 
national champion for international 
flights and will be listed in Hong Kong and 
New York. Its parent, moreover, also con- 
trols Dragonair—and the two may team up 
against Cathay. The two remaining main- 
land giants, China Eastern and China 
Southern, will dominate China’s domestic 
routes. Cathay is already in talks with 
China Eastern, which is based in Shang- 
hai. But some analysts fear that the Chi- 





Awarning to rivals 


to acquire majority ownership of their 
joint ventures in China and, within four 
or five years, to operate independently. 


Domestic courier companies have also 
mushroomed in recent years, many 
without official approval. 

China Post appears unfazed by for- 
eign operators’ criticism, and postal 
officials have sternly defended the in- 
cumbent's stance. It involves, they say, a 
“serious question of principle” with 
wide-ranging implications for, among 
other things, China’s politics and state 
security. But for all its political clout, 
China Post is unlikely to win this battle. 
The competition is too deeply entren- 
ched and the market developing too fast. 


nese may still regard Cathay, which is part 
of Hong Kong’s Swire Group, as unaccept- 
ably “British”. 

There is an even bigger imponderable. 
Nobody knows when direct transport 
links between Taiwan and the mainland 
will become possible, but their desirability 
(and inevitability) have become totems of 
Chinese patriotism throughout Greater 
China. Officials in Hong Kong and manag- 
ers at Cathay strive bravely to sound as en- 
thusiastic about them as anyone else. 
Privately, however, they are worried that 
Hong Kong’s days as a fast-growing hub 
may be numbered. @ 
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Mobile telephony 
Nokia succumbs 


The mobile-phone industry has 
reached another turning point 


WAS proof, if proof were still needed, 
that no technology company is bullet- 
proof. On June 12th Nokia, the world’s 
leading manufacturer of mobile tele- 
phones, gave warning that its second- 
quarter profits would be lower than ex- 
pected, and that annual sales growth, 
previously forecast at 20%, would in fact be 
less than 10%. Nokia’s shares fell by 23%, 
though they later recovered slightly. Other 
telecoms firms’ share prices suffered too, 
with the exception of BT, whose shares 
rose after news of a 3G network-sharing 
deal with Deutsche Telekom. 

Nokia’s announcement was portrayed 
by Jorma Ollila, the firm’s boss, as an indi- 
cation that the slowdown in the American 
economy is having knock-on effects in Eu- 
rope. But this explanation is a red herring, 
says Mark Davies Jones, an analyst at 
Schroder Salomon Smith Barney. Al- 
though Nokia has been slightly affected by 
falling consumer demand in America, the 
real cause of its problems is that the market 
for handsets, which account for nearly 
three-quarters of its sales, is saturated. 

The problem is that people are neither 
buying new phones, nor upgrading their 
old ones, as often as they used to. In part 
this is because network operators, most of 
which are struggling with huge debts, feel 
less inclined to subsidise handsets. But it is 
also because there is no compelling reason 
to upgrade your phone once it is small and 
sexy enough. The days of double-digit 
growth in handset sales are over: the num- 
ber of handsets sold worldwide—400m 
last year, of which 32% were Nokia’s—is 
not expected to rise this year (see chart). 
Any sales growth at Nokia this year will 
come from increasing its market share. 

What now? The industry has a plan, 
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which is to introduce new mobile-data ser- 
vices. Operators will benefit by being able 
to charge for these services (since revenues 
from voice traffic have stopped growing) 
and handset manufacturers will be able to 
sell everybody new phones. The problem 
is that the first incarnation of mobile data, 
Wireless Application Protocol (wAp) ser- 
vices, was a flop. So the industry’s hopes 
are now pinned on a new technology, 
General Packet Radio System (GPRS), 
which is faster than war and offers “al- 
ways on” connections. 

On June 13th, the Gsm Association, an 
industry standards-setting body, an- 
nounced a scheme called the “M-Services 
Initiative”, which defines a standard way 
to offer graphics and other multimedia 
content on GPRS phones. The idea is that 
these new features will encourage users to 
upgrade their handsets, and thus plug the 
gap before the arrival of 3G phones in a 
couple of years’ time. The big operators 
and manufacturers, including Nokia, are 
backing the scheme, and the first handsets 
sporting graphics should be in the shops 
by Christmas. One way or another, this 
week could prove to be a turning point for 
theindustry. m 


Ford and Firestone 


Nasser’s 
nightmare 


DETROIT 
Ford’s tyre problems continue to 
distract it from other big challenges 


ENRY FORD and Harvey Firestone 

must be turning in their graves. On 
June 19th, the chief executives of the two 
companies they founded will appear at yet 
another congressional hearing into why 
Ford Explorer suvs fitted with Firestone 
tyres roll over. More than 170 people have 
been killed in such accidents in America 
alone. John Lampe, the boss of Firestone, 
and Ford's chief executive, Jacques Nasser, 
are loth to sit side by side, perhaps lest they 
start hitting each other. But they have been 
brawling in public by other means since 
last month, when Ford announced the re- 
call of 13m Firestone tyres, saying data 
showed they were suspect. This followed a 
compulsory recall last summer, when the 
tyres were first linked to roll-over acci- 
dents. 

Firestone, owned by Bridgestone, a Jap- 
anese company, reacted to Ford’s move by 
cutting ties with Ford and calling on the 
government to investigate safety problems 
with the Explorer itself. A study funded by 
Firestone has raised safety concerns about 
the vehicle’s design. Ford, naturally, has 
rubbished the study. This week it said that 
Firestone tyres have shredded on 167 vehi- 
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Henry and Harvey were chums 


cles other than Explorers. 

This could not have come at a worse 
time for Mr Nasser, who was once seen as 
Ford's wonder boy. Since last summer, the 
company has faced a sea of troubles. The 
Firestone affair tarnishes one of Ford's 
most important products—the Explorer ac- 
counts for roughly 10% of its profits world- 
wide. But sales of the vehicle have 
tumbled as competitors have launched 
well-received products. Overall, Ford's 
American sales for the first five months of 
this year were 11% below the same period 
last year, and its market share was down 
by about two percentage points. 

Since taking the reins in January 1999, 
Mr Nasser has made plenty of promises 
about quality, safety and productivity, but 
recent studies question his record on all 
three. On June 14th a respected Detroit 
manufacturing consultancy, Harbour and 
Associates, revealed that the factories of 
the firm’s arch-rival, GM, have become 
more efficient than Ford’s, which used to 
enjoy a cost advantage of around $2,000 
per vehicle. Given that GM is hardly the 
world’s leanest manufacturer, Ford must 
feel it has been overtaken by a tortoise. 

Vehicle quality is a worry, too. Last 
month, J.D. Power & Associates, a research 
group, released its latest quality survey—a 
crucial barometer of consumer percep- 
tions; Ford had fallen to bottom position 
among the leading car makers. That was 
underscored by the five recalls (for faults 
unrelated to tyres) thatits new Escape SUV 
faced during its first few months on the 
market. To avoid the same problem with 
the all-new Explorer, Ford tried delaying 
the vehicle’s launch by nearly half a year. 
Yet it still faced two recalls within a month. 

Mr Nasser has angrily denied rumours 
of an imminent shake-up of top manage- 
ment that might give the Ford family heir, 
William Ford, more say in the day-to-day 
running of the group. But even without a 
shake-up, the powerful Ford family will 
continue to make clear its concerns about 
the recent spate of problems—and Ford’s 
shrunken share price. After all, it still owns 
about 40% of the voting shares. = 
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German railways 


Private lines 


KIEL 


Bit by bit, private firms are taking business from Germany’s state railway company 


HE station in Kiel is no advertisement 

for rail travel: like most buildings that 
are being refurbished, it is an ordeal for 
both the eyes and the ears. The trains are 
more welcoming. Head south to Neumtin- 
ster, or west to Husum and Bad St Peter- 
Ording, on the North Sea, and you will sit 
in new, spruce vehicles. As you gaze 
through their windows, you can listen to 
music piped to your seat (but bring your 
own headphones). If you do not have time 
to buy a ticket before your journey, never 
mind: get one from a machine on board. 

These trains are owned by Nord-Ost- 
see-Bahn (NOB), which last November 
took over services on 177km (110 miles) of 
track from Deutsche Bahn, Germany’s 
State-owned railway company. NOB, 
which has a ten-year franchise, is a product 
of a reform in 1994 that handed respon- 
sibility for local trains, plus an annual dol- 
lop of federal money, to the 16 Lander 
(states). Mainly, the Lander buy services 
through negotiated contracts lasting a few 
years, although there is a trend towards 
competitive tenders. DB Regio, part of 
Deutsche Bahn, still has over 90% of the 
market. However, some outsiders have 
fought their way in. Some are owned by 
the Lander themselves; one is part-owned 
by SNCF, France’s state rail monopoly. 

The biggest private operator, Connex, a 
subsidiary of Vivendi Universal, a French 
conglomerate, owns six regional passen- 
ger railways, including NOB. Connex also 
runs a big commuter network in south- 
east England, where passengers often 
complain about delays, cancellations and 
dirty trains. Dubious reputation? Not in 
Germany, where its subsidiaries are seen 
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Competition down the track 


as plucky, efficient underdogs snapping at 
the big, bad Bahn. 

Schleswig-Holstein, the state of which 
Kiel is the capital, is in the vanguard of 
change. It has already run tenders for 23% 
of its services (measured by train-kilo- 
metres). Deutsche Bahn’s local market 
share has fallen from 90% to 75% since 
1995. The next step, says Bernhard Wew- 
ers, head of tvs, the company that over- 
sees local transport in the state, is for local 
politicians to decide whether to open big- 
ger lines to tender. If they do, and if Deut- 
sche Bahn does badly, its market share 
could fall below 50%. 

The aim, says Mr Wewers, is to cut the 
state’s costs, while improving services and 
so coaxing people out of their cars andinto 
trains. When the state first asked Deutsche 
Bahn for cheaper services, he says, “they 
told us we were silly.” Yet across Germany, 
he reckons, competition has cut costs by 
10-20%. Rolling stock has to meet certain 
criteria: hence NOB’s smart trains, and 
similar ones used by DB Regio between 
Kiel and Flensburg, on the Danish border. 
New stations have been opened. All this 
has helped push passenger numbers up by 
18% since 1995. 

Predictably, Deutsche Bahn and its new 
rivals do not always get on. One source of 
friction is the role of DB Netz, another divi- 
sion of the state giant, which manages the 
country’s tracks. Bela Bergemann, NOB’S 
marketing director, complains that, on one 
bridge where repairs are needed, trains 
can run at only 40kph, adding several min- 
utes to the Kiel-Husum run. Hans Leister, 
head of Connex’s passenger-train opera- 
tions in Germany, accuses Deutsche Bahn 


of using its control of investment to sway 
the Länder towards DB Regio. Quite 
wrong, says Deutsche Bahn. Stefan Gar- 
ber, a member of DB Netz’s management 
board, says that the Lander would never al- 
low Deutsche Bahn to tie infrastructure 
spending to train contracts. 

Even-handed or not, DB Netz is also at 
the heart of a heated political argument. 
Kurt Bodewig, Germany’s transport minis- 
ter, thinks that Deutsche Bahn should not 
own both the track and the trains. Separate 
ownership, he believes, would foster com- 
petition (as in Britain's Railtrack, though 
not everybody would see that as a good 
model). Hartmut Mehdorn, Deutsche 
Bahn’s pugnacious boss, is adamantly 
against the idea. The company’s view is 
that separate ownership would make no 
difference to competition, and that, for 
technical reasons, it makes sense to keep 
the two together. 

Deutsche Bahn’s rivals do not necessar- 
ily want the company split up. If its market 
share could be drastically reduced, says 
Connex’s Mr Leister, that would do just as 
well: the problem is the combination of 
track ownership and market dominance. 
He says that pB Netz’s track-usage charges 
are now “fair”. Until April, charges de- 
creased with volume: fine for Deutsche 
Bahn, not so good for the rest. After inter- 
vention by the Federal Cartel Office, bulk 
discounts have been ended, in the hope of 
helping entrants. Not everyone is happy, 
however. Deutsche Bahn managers call 
the new system “reverse discrimination”. 

This leaves one crucial question: how 
can new entrants provide a better service 
than cash-strapped Deutsche Bahn and 
still make money? Lower overheads are a 
plus, says NOB’s Mr Bergemann; and peo- 
ple are usually better motivated in a small 
private business than in a big state cor- 
poration. In a small operation, he says, pro- 
blems can be dealt with speedily and by 
the people in charge. He makes the point, 
in a small way, when a train pulls into 
Neumiinster: he strolls through the car- 
riage, picking up discarded newspapers. W 





facé jane The wrong trousers 


Linda Wachner has been toppled by hubris and poor governance as much as by changes in the fashion industry 





Fc a woman who is used to wearing 
the trousers as well as making and sell- 
ing them, these must be hard times. On 
June 11th Linda Wachner had to watch 
Warnaco, the clothing group that she has 
run for the past 15 years, file for bank- 
ruptcy protection with debts of $3.1 
billion, some 30% more than the value of 
its assets. The company, famous for mak- 
ing Calvin Klein jeans, Speedo swimwear 
and lingerie, is now in the hands of a 
“chief restructuring officer” and a bank- 
ing consortium that has provided $600m 
of new money. 

The first female boss of a Fortune 500 
company, Ms Wachner was lionised in 
1992 by Fortune magazine as America’s 
most successful businesswoman. She 
soon became not just one of fashion’s 
most powerful executives but also a lead- 
ing Manhattan socialite. Soon, however, 
she may be looking for a job. With War- 
naco’s shares down from $44 in 1998 to 39 
cents, her 22% stake in the company could 
turn out to be worthless. On June 12th, 
with Warnaco facing delisting, she re- 
signed as a director of the New York Stock 
Exchange—bizarrely, only a week after 
she had been re-elected. 

This bitter end belies Ms Wachner’s 
early promise. A native New Yorker who 
attributes her toughness to an attack of 
scoliosis that put her in a bodycast for a 
year when she was 11, Ms Wachner 
started as a bra buyer at Macy’s and later 
helped to rescue Max Factor, a cosmetics 
group. In 1986, three years after the death 
of her much-older clothing-executive hus- 
band, she led a hostile buy-out of 
Warnaco, a struggling clothing firm. Add- 
ing licensed ranges from Calvin Klein and 
Ralph Lauren, she brought designer 
clothes to the masses. In 1991 she took 
Warnaco public. Six years later she 
bought the company that makes Calvin 
Klein jeans, putting her in charge of a 
third of the designer's goods. At the time 
Mr Klein was happy enough, as annual 


sales of his stable’s underwear shot up 
sevenfold to $340m. 

Warnaco’s revenues, boosted by its ac- 
quisitions, grew from $590m in 1986 to 
$2.25 billion last year. Over the past cou- 
ple of years, however, the company has 
lost market share. In a flat market, War- 
naco’s sales of underwear dived by 18% 
in the first quarter of this year; those of 
Sara Lee, a big rival, grew by 6%. 

This loss of business is largely down to 
serious strategic errors. Ms Wachner ini- 
tially underestimated the importance of 
big discount stores such as Wal-Mart, 
only to woo them frantically when it was 
too late, dumping inventory on them at 
knock-down prices to hit financial targets. 
This alienated traditional department- 
store customers and angered Warnaco’s 
licensors. Mr Klein, whose clothing ac- 
counts for about 40% of Warnaco’s sales, 
sued both the company and Ms Wachner, 
alleging that selling through discounters 
had cheapened the brand. The two man- 
aged to make up in January with a public 
kiss minutes before the trial was set to 
open, but the lawsuit was a public-rela- 
tions disaster for Warnaco. 


Empress Linda 
Ms Wachner has compounded these mis- 
takes with a personal style that is most 
kindly described as imperious. During 
their battle, Mr Klein called her “a cancer” 
and her language “disgusting”. Industry 
executives recount tales of her dressing 
down staff. One says unkindly that the 
only employees who last at Warnaco are 
those “who were abused as children”. 
Staff turnover has certainly been high. 
Over the past five years, Ms Wachner has 
had three chief financial officers at Au- 
thentic Fitness, one of her purchases; 
there have been five presidents of Calvin 
Klein Kids in three years. The problem, 
says one leading American pension-fund 
manager, is that she has a poor under- 
standing of the business. Kurt Barnard, a 
retail consultant, goes further: “She led 
this firm into the mud. Her conduct and 
miscalculations have been deplorable.” 
Nor has there been much financial 
prudence. Warnaco’s liquidity problems 
are partly the result of an over-ambitious 
acquisition spree. Attempts at “channel- 
stuffing” (pushing more merchandise on 
to customers and distributors than they 
can sell) have also backfired. This com- 
bination pushed the group into a net loss 
of $338m for 2000, against a $98m profit 


the previous year. It has also unleashed a 
series of lawsuits from disgruntled share- 
holders. 

Greed has played a part too. Ms 
Wachner has always ensured that she 
was paid well. In 1994, admittedly when 
Warnaco was doing rather better, she col- 
lected $10m—more than Jack Welch, 
General Electric’s legendary boss. Even 
last year, with Warnaco already in trou- 
ble, Ms Wachner was paid $2.8m and 
continued to enjoy the trappings of suc- 
cess, such as helicopter commutes from 
her Long Island home. To top it all, she 
negotiated a massive “golden parachute” 
worth as much as $44m—four times the 
firm’s current cash—which has in effect 
made her unsackable. 

Warnaco’s board, recently voted one 
of America’s worst (by Fortune, ironi- 
cally), has been unwilling to restrain 
these excesses. One reason, according to 
an industry source, is that many of its 
members depend on Ms Wachner’s social 
connections for lucrative board positions 
elsewhere. Even the appointment this 
year of some heavyweights—notably 
Harvey Golub, former chairman of 
American Express, and Frank Olson, boss 
of Hertz—cannot disguise the board’s 
“complete failure of corporate gover- 
nance”, fumes Ted White at Calpers, 
America’s largest public pension fund. 

As for Warnaco, its future looks grim. 
Whether Ms Wachner clings on or not, 
her empire is most likely to be broken up 
into its constituent brands, with share- 
holders, including her, losing their entire 
investment. It would, perhaps, be a fitting 
end to such a tale—but one that, unfortu- 
nately, will only hinder the cause of 
those female executives whose brightest 
role model she once was. m 
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The International Monetary Fund 


Kohler’s new crew 


WASHINGTON, DC 


Some hopeful signs for the future now that a new, high-powered team is to help the 


IMF’s boss with his reforms 


ORST KOHLER, head of the Interna- 

tional Monetary Fund, is in an irre- 
pressible mood. Barely a month after talk 
of a management crisis at the Fund—sev- 
eral top staffers, including his formidable 
deputy, Stanley Fischer, had said they 
were leaving—Mr Köhler has scotched the 
rumours by appointing a slate of top-flight 
replacements. And barely a year after tak- 
ing over, Mr Köhler, who was nobody's 
first choice, is putting into place a broad, if 
not radical, overhaul of his institution. 
Emerging-market crises are not distracting 
attention from his reforms. And George 
Bush's Treasury team, whose initial rheto- 
ric was about ending “bail-outs” for coun- 
tries in trouble, has since taken a 
remarkably relaxed attitude, most notably 
over loans to Turkey. As a result, Mr Köhler 
may end up reshaping the world’s most 
important international financial institu- 
tion pretty much on his own. 

The most senior appointment in the 
new team is Anne Krueger, a professor at 
Stanford University, former chief econo- 
mist at the World Bank and a trade expert. 
She is to succeed Mr Fischer. Ken Rogoff 
from Harvard University, who is co-author 
of a canonical graduate textbook on inter- 
national economics, is to head the research 
department. Tim Geithner, former under- 


secretary in the Clinton Treasury, is to run 
the Fund’s heavyweight policy-review de- 
partment. And Gerd Häusler, a former 
Bundesbank board member and chair- 
man of Dresdner Bank’s investment-bank- 
ing arm, is to head a new capital-markets 
department. 

By and large, these appointments have 
gone down well both inside and outside 
the Fund. The Fund's researchers are de- 
lighted about attracting an academic of Mr 
Rogoff’s calibre. Mr Geithner is admired by 
those who know him as a practical, pro- 
blem-solving bureaucrat. Though Ms 
Krueger was not Mr Kohler’s original 
choice—rather, she was put up by the 
American Treasury—she is in many ways a 
Republican version of Mr Fischer. Like her 
predecessor, Ms Krueger combines an im- 
pressive academic career with previous 
experience in international institutions. 
Though she is partisan (she was, until this 
appointment, due to join Mr Bush’s Coun- 
cil of Economic Advisers), Ms Krueger 
does not share many Republicans’ ideo- 
logical opposition to the 1mF. In the wake 
of Asia’s financial crisis in 1997-98, she 
publicly defended the 1mr’s role. 

A few concerns remain. Staff know Ms 
Krueger to be a forceful character with 
strongly held views, and wonder how Mr 
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Köhler, who has a temper of his own, will 
react. More seriously, some worry about 
who will become the Fund's chief fire- 
fighter in a crisis, a role that Mr Fischer all 
but monopolised. Ms Krueger's back- 
ground is in trade more than in macroeco- 
nomics. Besides, some speculate, her age 
(she is 67) suggests a more limited appetite 
for jetting into every crisis. 

With his experience in the Treasury De- 
partment under Larry Summers, Mr 
Geithner has the aptest background, but 
he is only 39 years old and, some Fund 
staff mutter, not even a real economist. 
While Mr Rogoff has the economic creden- 
tials, even IMF staff are worried that he is 
too academic (“a bit of a nerd”) to thrive in 
the rough-and-tumble of policy fights. 

Mr Kohler, on the other hand, betrays 
no such concerns. He is clearly delighted at 
his “excellent” team. He appears to be con- 
vinced that this new batch of outsiders 
will help him to continue his reform 
agenda. That agenda, laid out at the IMF's 
annual meeting in Prague last September, 
is about refocusing the institution on what 
Mr Köhler sees as its core mission: main- 
taining macroeconomic stability. In his 
mind, going back to basics requires a 
greater emphasis on capital markets and fi- 
nancial flows; a bigger effort to prevent cri- 
ses, rather than simply to manage them; 
and a streamlining of the conditions the 
Fund attaches to its loans. 

Institutionally, he has already made 
changes. The department headed by Mr 
Hausler, for instance, is to be responsible 
for the new capital-market focus. A new, 
informal consultative group, where top 
Fund officials talk regularly with top peo- 
ple in the markets, is designed to» 





> strengthen ties between the two. Long be- 
fore Mr K6hler’s arrival, boffins inside the 
IMF were working on sophisticated mod- 
els designed to provide “early warning” of 
when a country was heading for a finan- 
cial crisis. Although many of the techno- 
crats are unwilling to put too much faith in 
such models, Mr Köhler now wants to inte- 
grate them into the Fund’s efforts to head 
off crises. He wants to find ways to induce 
vulnerable countries to improve their poli- 
cies, perhaps even by giving a public warn- 
ing that a crisis is imminent. 

Mr Kohler’s biggest innovation may be 
in the area of “conditionality”, that is, the 
strings that the rmF attaches to its loans. 
Since the mid-1950s, the Fund has de- 
manded policy reforms in exchange for 
the money that it lends, but in recent years 
the number and nature of these condi- 
tions has greatly expanded. In particular, a 
welter of “structural” conditions has been 
imposed—reforms such as privatisation or 
trade liberalisation—that go far beyond 
straight macroeconomics. In _ the 
mid-1980s, the average IMF programme 
had two or three structural conditions. In 
recent years that has risen to 12 or more. 
Partly in response to widespread criticism 
that the rmF is too intrusive, and partly be- 
cause he thinks reforms cannot work un- 
less a country “owns” the policies itself, 
Mr Köhler is determined to streamline the 
number and nature of demands that the 
Fund makes. 

The process is already well under way. 
This year’s loans have had noticeably 
fewer conditions attached, and they have 
focused on reforms critical to macroeco- 
nomic success. But Mr Köhler wants to go 
further, towards a more co-operative, 
rather than dictatorial, relationship with 
his borrowers. Ultimately, he reckons, the 
Fund could even lay out a menu of policy 
options, and allow the borrowing country 
to choose from it. 

Most of these reforms are going down 
well with the Fund’s shareholders. 
Though some rich-country governments, 
and many Fund staff, worry about nar- 
rowing conditionality too much, “owner- 
ship” of reform is all the rage in 
development circles. And though many 
insiders fret about exaggerating the Fund’s 
ability to head off crises, the focus goes 
down well with Paul O'Neill, America’s 
treasury secretary, who has made a big 
deal about preventing, rather than merely 
responding to, crises. 

Equally important for Mr Köhler, his 
biggest shareholder now appears to want 
to meddle less. The Summers Treasury 
was closely involved in the details of every 
big bail-out. Mr O'Neill plays a more dis- 
tant role. A new team, and autonomy 
granted by shareholders, gives Mr Köhler 
an opportunity to push through his own 
agenda. But it means there is nobody else 
to blame if he blows it. m 


Commonwealth Development Corporation 


Two fingers to the 
poor 


Privatising Britain’s development arm 
may not help those who need it 


HEN the British government set up 

the Colonial Development Corpora- 
tion in 1948, the aim was to develop self- 
sustaining agriculture, industry and trade 
in the British empire. Renamed the Com- 
monwealth Development Corporation 
(cpc) in the mid-1960s, its area of opera- 
tion widened to the third world in general. 
Still, it kept its development mandate, es- 
pecially for poor rural areas. 

In 1997 Tony Blair, the Labour prime 
minister, declared the cDC a trendy “pub- 
lic-private partnership”, the first of several 
attempts by his government to involve 
private capital in state-owned businesses. 
In the long run, the government still 
planned to keep a substantial minority 
stake, and the cbc was to carry on as a be- 
nign investor in poor countries. Its new 
mandate was to invest in sustainable and 
socially responsible projects that were 
also profitable. Its charter insists that at 
least 70% of its investments are in poor 
countries, with 50% in sub-Saharan Africa 
and south Asia. 

At the time the idea of the changes was 
simply to raise capital from the private sec- 
tor. A new management team, however, 
had different notions. Led by Alan Gilles- 
pie, formerly of Goldman Sachs, the new 
team found that cpc’s assets, mainly 
loans, were in Africa, many of them farms 
and forests. They were long-term, labour- 
intensive agricultural projects run by local 
experts. Examples were a fish farm in Zam- 
bia, sugar plantations in Swaziland and tea 
estates in Kenya and Malawi. The trouble 
is that agriculture in Africa produces at 
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best a return on capital of 8-9%, less than 
half of the 20% return demanded by the 
typical emerging-market investor. “With 
considerable reluctance”, Mr Gillespie de- 
cided that agricultural projects must go. 

The new company has been renamed 
CDC Capital Partners. Two-thirds of the 
staff, largely the agricultural experts in 
small African countries, were laid off. Of- 
fices were closed, and farms and forests 
prepared for sale. The new cpc went off 
in search of investment opportunities 
which, in the words of its chairman, Lord 
Cairns, “achieve higher financial returns 
demanded by private markets.” It found 
them in telecoms, banks, health care, min- 
erals, oil and gas, and property. New re- 
gional offices, manned by people who 
know more about making deals than 
growing pineapples, have opened in 
Egypt, China and Mexico. The company is 
looking for investors and aims for a partial 
privatisation in the next 18 months. 

In the meantime, unease reigns. The 
cDC is wholly owned by Britain’s Depart- 
ment for International Development. Its 
minister, Clare Short, believes that its £2 
billion ($2.8 billion) budget should be 
spent purely on poverty alleviation. A 
publicly funded commercial enterprise, 
which seeks returns with no demonstra- 
ble impact on poverty, sits ill with her goal. 
The cpc offices in Uganda, Malawi, 
Ghana and maybe Mozambique—some of 
the countries the department is most con- 
cerned about—are to be closed. Of the four 
regions that the CDC now invests in, Af- 
rica, the poorest, comes bottom of the list 
for any new investments. 

If the CDC acts as a pioneer, encourag- 
ing others to follow, that is fine. Lord 
Cairns insists thatif itis able “to achieve its 
mission of realising attractive returns to 
shareholders, this will also have the effect 
of assisting social development.” Yet the 
new investments are in urban services for 
the rich minority, and notin poor, rural ar- 
eas where 85% of Africans live. @ 








China's housing market 


Sticky as treacle 


BEIJING 
If Chinese homes changed hands more 
often, the economy would benefit 


MAGINE one in ten Chinese moving 

homes every year, as their counterparts 
do in the West. Think of the spending 
power that this would unleash—billions of 
dollars in personal savings put to more 
productive use in furnishing and decorat- 
ing homes, as well as driving new con- 
struction. With an economy held back by 
depressed consumer demand, the desire 
of tens of millions of Chinese to move 
into—and own—bigger and better homes 
could help to fuel growth. 

That, at least, was the hope after the 
government's decision in late 1999 to lift a 
ban on the resale of privatised public 
housing—the kind of housing occupied by 
most city dwellers. But the hope has been 
only partly fulfilled. The home-furnishing 
market is indeed booming, but properties 
are not changing hands as much as had 
been expected. Tens of millions of people 
may long to buy their first homes, but 
prices even for tiny flats in run-down, so- 
cialist blocks, or for draughty brick bunga- 
lows in back alleys, are high—often little 
less than newly built accommodation. 

Plenty of new buildings are going up. 
Local governments, along with quasi-priv- 
ate firms, are investing billions of dollars 
in housing construction. Officials reckon 
that, since the late 1990s, the housing in- 
dustry has been contributing about 1.5 per- 
centage points to annual GDP growth 
(which last year was 8%). The current five- 
year plan calls for the average area occu- 
pied by urban residents to increase from 
13.6 to 23 square metres by 2005. That will 
mean a lot of building. 

So what of the older homes? Only five 
years ago, these were owned mostly by 
state entities and allocated to employees 
by their danwei or “work unit”, usually for 
a peppercorn rent. In the 1990s, the gov- 
ernment took a bound towards creating a 
nation of homeowners by promoting the 
sale of this housing to occupants at a steep 
discount. But it would not allow the new 
owners to sell their properties: they might, 
heaven forbid, turn a profit. In 1999 it re- 
laxed the rules to permit resales, as long as 
the work unit agreed. 

That was an essential move if there was 
ever to be a healthy property market. By 
the late 1990s, estate agencies—not a few of 
them run by scoundrels—were beginning 
to proliferate in Chinese cities. Not only are 
millions of Chinese from the countryside 
anxious to gain a foothold in the cities; mil- 
lions of urban folk are also eager to leave 
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Looking at life on the fourth ring-road 


overcrowded family homes or to move 
closer to their work. For a whole new class 
of young professionals, flat-buying is a 
main dinner-table topic. 

Yet from November 1999 (when restric- 
tions on second-hand house sales in Beij- 
ing were lifted) to the end of last year, only 
1,200 such homes changed hands in the 
capital. This is just over one in 1,000 of the 
once-public homes that were sold to their 
occupants under the housing reforms of 
the late 1990s. Wang Chengqing, a profes- 
sor at the Chinese Academy of Social Sci- 
ences (cass), says the sellers are usually 
the relatively rich, who can afford to move 
into newly built accommodation, or the 
corrupt, who have secured more than their 
entitlement from their danwei. 

There are big deterrents to selling, not 
least many fees, taxes and bureaucratic 
hurdles. The seller of a typical 60 square- 
metre apartment in central Beijing, priced 
at 6,500 yuan ($760) a square metre, 
would have to pay roughly 57,000 yuan in 
various charges, about 15% of the selling 
price. If the seller wanted to move into 
newly built accommodation, the money 
left would be enough only for a similar- 
sized flat on the city’s outskirts. That is not 
an attractive prospect, given the city’s con- 
gested roads and awful public transport. 

And then there are the danwei. Many 
are still reluctant to let their employees sell 
their homes, because of disputes over 
who is entitled to what. There are many 
employees who never received their fair 
share of housing and should now be given 
cash instead. But they are not getting that 
either, because their employers cannot af- 
ford it. Those with permission to sell might 
calculate that it is worth hanging on to 
their properties until a rich developer buys 
them out and razes the building. 

An official from the construction minis- 
try, quoted by the China Economic Times, 
says that if 10% of homeowners were to 
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sell every year, and to spend an average of 
100,000 yuan to buy and fix up their new 
properties (with the help of a fast-develop- 
ing mortgage industry), this could pump 
nearly 1 trillion yuan into the economy. It 
would also speed up the movement of la- 
bour around the country. Mr Wang from 
CASS says that there won’t be such a turn- 
over for another decade. m 


China and the WTO 


Edging closer 


A deal with America brings China 
closer to WTO membership (again) 


NE of the most protracted of all inter- 
national diplomatic marathons may 
at last be near its finishing line. By reaching 
agreement with America on the terms of 
its accession to the World Trade Organisa- 
tion, China has won a chance of joining 
the wTo this year. It may even meet the 
latest of many deadlines that have slipped 
by during the 15-year haggle: November, 
when the wTo’s ministerial meeting in 
Qatar will mark a renewed attempt to 
launch a new round of world trade talks. 
Foot-sore marathon-runners, however, 
could be forgiven a weary feeling that 
China has passed this milestone before. 
This latest deal came as a nice surprise 
after a grim few months in Sino-American 
relations. It was reached early on June 9th 
in Shanghai, in the margins of a meeting of 
the Asia-Pacific Economic Co-operation fo- 
rum, and represented a triumph for the 
new American trade representative, Rob- 
ert Zoellick. China had concluded a bilat- 
eral deal with America on its WTO 
accession in 1999. But several problems »» 


Jé » . 
78 
- 


> 


i mate SS Da are. 
~~) I i ‘ 
) 


I yer — oo 
ce Jec n Melhs 
te a ee ee A} 

à . ' 


ae ee 
were unresolved. In Shanghai, China 
agreed to phase outrules curtailing Ameri- 
can firms’ access to the markets for reinsur- 
ance and big-ticket property insurance; a 
consensus was reached on limits to the 
spread of American retailers in China; and 
China agreed to lift restrictions on foreign 
companies’ rights to import and export. 

The biggest sticking-point, however, 
concerned China’s market for agricultural 
products. America had insisted that China 
limit subsidies available to farmers to 5% 
of the value of agricultural output, in line 
with wTo rules for industrialised coun- 
tries. It argues that China is too large to be 
accorded the privileges and exemptions 
that other poor countries enjoy. China has 
always wanted the benefits of developing- 
country status, including the right to subsi- 
dise agriculture up to the level of 10% of 
output. The compromise was to allow 
China some exemption, while extracting a 
commitment not to offer big financial in- 
centives to farmers for particular crops. 

The disagreement was partly sym- 
bolic—China’s agricultural subsidies at 
present amount to only about 2% of out- 
put, and it would be hard-pressed to afford 
more. But it also reflected China’s fear of 
the social and economic disruption that 
WTO membership may bring. 

The agreement in Shanghai will allow 
America to support China at the next 
meeting (the 16th) of the wrTo’s working 
group on its accession, which is due to con- 
vene in Geneva on June 28th. But there is 
still more to do. The drafting and negotia- 
tion of accession protocols will take 
months. Other bilateral obstacles remain. 

One wTo member, Mexico, has yet to 
agree the necessary bilateral deal at all. 
And there are outstanding disagreements 
with others, such as the EU, which has ac- 
cused China of backtracking on promises 
to open its insurance market. Like America, 
the £u thought it had completed its negoti- 
ations with China. Here is the real threat to 
China’s meeting its latest deadline for 
WTO accession: that, once again, its nego- 
tiating partners discover it does not share 
their idea of what has been agreed. m 
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Swap futures 


Battle for a 
benchmark 


A new financial instrumentin London 
aims to get even with Frankfurt 


ONDON’S financial-futures exchange, 
Liffe, and the German/Swiss futures ex- 
change, Eurex, are squaring up for yet an- 
other fight over competing futures 
contracts. Three years ago Eurex won the 
battle for the “Bund”, the ten-year German 
government futures contract, because it of- 
fered cheaper, more efficient electronic 
trading (Liffe was then still an open-outcry 
exchange). For seven years the two ex- 
changes had traded rival contracts, but 
when it was clear that Eurex had won, 
trading in London suddenly dried up, and 
all the volume went to Frankfurt. 

Now Liffe wants to hit back with a new, 
not-so-secret weapon called the “Swap- 
note”. It is a future not on bonds, but on 
euro interest-rate swaps. Liffe argues that 
swaps, which are bilateral agreements to 
swap types and maturities of interest pay- 
ments, are a huge and growing market. 
Government-bond markets are shrinking, 
both in America and Europe. This week 
the volume of corporate and other non- 
government bonds denominated in ster- 
ling exceeded that of gilts (British govern- 
ment bonds) for the first time. 

Another problem with bonds is their 
fragmentation. A dozen government-bond 
markets are denominated in euros. They 
have the same interest-rate fundamentals, 
yet many differences in credit, liquidity, 
trading patterns and so on. Swaps provide 
a better benchmark for interest rates of all 
maturities. The seizing-up of world bond 
markets after Russia’s default in August 
1998 showed how bond issues can suffer 
sudden illiquidity. Those caught with 
short bond positions can get squeezed. 

Some bond traders are still smarting 
from losses in March, when there was a 
squeeze on Eurex’s five-year bond con- 
tract, the “Bobl”. Dealers could not find the 
right bonds with which to close their short 
futures positions. Eurex has since eased 
the rules on bond delivery and softened its 
fines for failing to deliver on time. 

More by luck than judgment, Liffe also 
launched the Swapnote in March. Swap- 
notes are swap futures denominated in 
two-, five- and ten-year maturities. Vol- 
umes have been rising, partly because 
Swaps cannot be squeezed in the same 
way as bonds. Average daily trading has 
reached around 25,000 contracts, and 
open interest (the measure of open posi- 
tions being run by traders) is about 95,000 
contracts, worth a notional €9.5 billion ($8 
billion). To put this into perspective, Eu- 
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rex's ten-year Bund contract averages 
500,000 contracts a day (€50 trillion), 
with €90 billion in open interest. 

There are believers, though, or perhaps 
gamblers, who think that one day swaps 
will be the leading benchmark, with the 
Swapnote becoming the benchmark fu- 
ture. Liffe launched a similar product, too 
early, in October 1998. This time it has 
sought the backing of the most active swap 
broker, Garban-Intercapital, which has the 
copyright on the Swapnote name. Gar- 
ban’s boss, Michael Spencer, believes that 
exchanges and brokers are in the same 
business: providing pools of liquidity. He 
may even be seeking to make their roles in- 
distinguishable, by merging Garban with 
Liffe, in which it has built up a 4.5% stake. 

Mr Spencer has his fingers in several 
pies, including Blackbird, in which Garban 
has a 19% stake. Blackbird is an electronic 
swap-trading system that has been work- 
ing since 1999, though it will not divulge its 
trading volumes. It recently formed an alli- 
ance to allow users to trade Eurodollar fu- 
tures on the Chicago Mercantile Exchange, 
as well as swaps, through the Blackbird 
platform. Around 80 swap houses sub- 
scribe to Blackbird, though few admit to 
using it much. Even so, some think it may 
revolutionise swap trading, by further nar- 
rowing bid-offer spreads. 

The big swap houses—the top commer- 
cial and investment banks—are develop- 
ing their own secret weapon, SwapsWire, 
which will render electronic all the clunky 
parts of swap trading, such as documenta- 
tion and settlement, without being a trad- 
ing platform. (Because swaps involve 
two-way credit exposure, they will always 
be more complex than a bond or other 
commodity.) 

As for Swapnote, it is a cash-settled bet 
on swap prices that are fixed daily by the 
International Swaps and Derivatives Asso- 
ciation. This means that it has the price 
characteristics of a swap, without the two- 
way credit complexity. 

So why might it not fly? The big swap 
houses say that swaps themselves are 
more flexible and can be designed to 
match exactly the cashflows of bonds. The »» 


> trouble with Swapnotes is that they work 
to quarterly start dates. Still, the houses see 
a need for a futures instrument that tracks 
corporate-bond and German-mortgage 
bond (Pfandbrief) rates more closely than 
do the government-bond futures traded 
on Eurex (swaps are closer to non-govern- 
ment than to government bond rates—see 
chart on previous page). Eurex tried with a 
Pfandbrief future in 1998, but failed. The 
newly crafted Swapnote could possibly be 
the answer. 

The rivalry is intense, even personal. 
Eurex wrested away Liffe’s biggest con- 
tract, the Bund, now the world’s most liq- 
uid futures contract. There is talk that Eurex 
is looking for a response to Swapnote. A 
mischievous Mr Spencer is busy guessing 
what Eurex will call it (SwapBobl? Swap- 
Bund?) and copyrighting the names. # 


Financial requlation in Europe 


Labouring with 
Lamfalussy 


The City of London is unhappy with 
two proposed EU directives 


HEN Alexandre Lamfalussy pub- 
lished his recommendations for the 
regulation of European securities markets 
last February, his report was praised by 
London's bankers and regulators alike. 
Few argued with the need to harmonise 
capital-market rules in Europe, and Mr 
Lamfalussy and his “committee of wise 
men” had come up with what seemed to 
be a sensible proposal to speed up the 
European Commission's action plan for fi- 
nancial services, by streamlining the legis- 
lative process. Yet the constructive mood 
has not lasted: the first two directives 
planned to follow the Lamfalussy proce- 
dure were panned this week by City types. 
Why? Financiers claim that they had lit- 
tle say in drafting the two directives, de- 
spite the insistence of the Lamfalussy 
report on the need for consultation with 
market participants. (The commission and 
securities regulators protest, though, that 
they gave critics ample opportunity to 
comment.) The first directive aims to curb 
market abuse, namely insider-dealing (us- 
ing information that is not public, to their 
own or others’ advantage) and market 
manipulation (distorting the price-setting 
mechanism of financial instruments or 
spreading misleading information). The 
second directive deals with prospectuses, 
documents that help investors to assess is- 
suers trying to raise capital or to have their 
securities traded. 
When pressed, the critics admit that 
they support the idea of a single, univer- 
sally valid prospectus for issuers, even if 


they dislike some of the directive’s details. 
They are angrier about the market-abuse 
directive, which they say is too broadly 
phrased and covers too wide a range of 
markets and products. It states, for in- 
stance, that “member states shall prohibit 
any natural or legal person who possesses 
inside information from taking advantage 
of that information by acquiring or dispos- 
ing of for his own account or for the ac- 
count of a third party, either directly or 
indirectly, financial instruments to which 
that information relates.” This, says John 
Serocold at the London Investment Bank- 
ing Association, would, in effect, put se- 
curities analysts out of ajob. 

Yet it is natural for directives to be 
broadly phrased, since they are supposed 
to state principles; the fine details are 
firmed up later. There is, too, a strong case 
for stricter rules on market abuse, and for 
separating supervisory bodies from the 





markets they regulate. “Policing in Europe 
is still too lax, in particular compared with 
America,” argues Karel Lannoo at the Cen- 
tre for European Policy Studies in Brussels. 

The question now is whether the two 
directives will make it through the new, 
streamlined process. Under the Lamfa- 
lussy rules, there will be only one reading 
in the European Parliament; the Council of 
Ministers will propose changes and sec- 
ondary legislation will be left to the securi- 
ties committee and the regulators’ 
committee, the two new bodies proposed 
by Mr Lamfalussy. Yet if European par- 
liamentarians reject the directives, they 
will have to go through the old, more cum- 
bersome legislative process. Thus critics of 
the drafts have two options: either they 
can lobby finance ministers to get amend- 
ments through the council, or, perhaps 
more pleasurably, they can take Euro-mps 
outtolunch. @ 
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The Award categories 





< Capital raising and J Now in its third year, the CFO Europe Best 


funding strategy 


. Developing internal 
efficiencies 


. Information management 
& business decision support 


. Managing investor relations 


. Mergers, acquisitions 
and divestments 


. Planning and performance 
management 


. Revenue growth 


* Risk management 


. Turnaround management 





Practices Awards are given annually in nine cate- 
gories, which reflect the diverse role of finance in 
the planning and execution of business strategy. 8 


design, this award programme honours chief financial officers and 
their teams who have demonstrated vision, judgement and innovation 
in their efforts to make their companies more efficient and competitive 
Bottom line: we are looking for strong and creative finance departmen’ 
that have taken bold steps to add value for all their shareholders. 


The awards recognise that business and management today are 
fast-paced, uncertain and complex — and that to succeed, finance exe 
utives must take on new strategic and operating responsibilities. 

At the same time, the awards acknowledge that they must be vigilant 
in performing traditional duties of the job. 


Applying for one or more of the nine CFO Europe Best Practice Aware 
tells investors, employees and other shareholders that a company's 
finance organisation is, and will remain, committed to surpassing 
their expectations. 


Janet Kersnar 
Editor-in-Chief, CFO Europe & 





Chairman of the CFO Europe Best Practices judging panel 


¢ ¢ This award is given to CFOs around Europe. It is an excellent way to develop friendly 
competition among European companies and so help elevate the standards of the 
finance function across Eur Ope. Nicolas Villén, CFO, Grupo Ferrovial. Winner CFO Europe Best Practices Award 2000 9 
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The PC crowd 


feist 


A look at the economics of political correctness 


[T HAS been a source of prudishness 
over the past two decades, and the butt 
of innumerable jokes: but why did politi- 
cal correctness arise in the first place? 
Stephen Morris, an economist at Yale Uni- 
versity, thinks he knows the answer. His 
analysis* suggests that, from the point of 
view of its practitioners, political correct- 
ness is an entirely rational form of 
behaviour—although from a broader per- 
spective, it is potentially wasteful. Either 
way, its days as a social phenomenon 
may be numbered. 

The first part of Mr Morris’s theory is 
best explained by means of a hypotheti- 
cal situation. Suppose an adviser has 
what he thinks is valuable information to 
convey to a policymaker. The adviser is 
concerned to get the policymaker to heed 
his advice, but also to make sure that he is 
seen in a good light in future. If the ad- 
viser is not well-known, these two goals 
could promote perverse behaviour. 

As a setting, Mr Morris uses a simpli- 
fied version of America’s debate about 
affirmative action. An adviser who rec- 
ommends affirmative action would never 
be perceived as being racist, yet one who 
does not might be. Consider an adviser 
who does not support affirmative action, 
but is not racist: he might pretend to sup- 
port affirmative action, even though it is 
against his beliefs. He wants, after all, to 
be a trusted voice in future debates. Even 
the slightest hint of racism could thus 
harm his future interests. 

The same rationale can be applied to 
everyday manifestations of political cor- 
rectness: in language, for example. 
Instead of saying “chairman”, when the 
incumbent is a woman, somebody who 
is not a sexist might say “chair” or “chair- 
person”, in order to avoid even the 
perception of sexism. Saying “chairman” 
might not automatically provoke charges 
of sexism, but it will increase the odds 
that one is perceived as sexist. For non- 
sexists, therefore, it is a practice worth 
avoiding purely in order to preserve their 
future effectiveness. 

This comes at a cost. To use politically 
correct language, although not dishonest, 
can involve an uncomfortable change in 
behaviour. Still, the costs are smaller than 
when useful information is lost. 

Mr Morris creates a model in which 
the adviser and policymaker interact 


* “Political Correctness”, by Stephen Morris. Journal of 
Political Economy, April 2001. 


repeatedly. Over time, the policymaker 
can begin to corroborate any suspicions 
of bias. The model assumes that an unbi- 
ased adviser cannot easily certify that he 
is not racist, and thus needs to forge a 
reputation. But by the same token, a bi- 
ased adviser could build a false 
reputation by pretending to be something 
he is not. The higher the value of reputa- 
tion—ie, the more important that future 
decisions are to the adviser—the more 
these effects will develop. Both types of 
adviser, the biased and the unbiased, 
would lie (or pretend) more often. 

In the extreme, the policymaker 
would then be helpless to distinguish be- 
tween biased and unbiased advisers. But 
the more important the early decisions, 
the more an adviser is likely to show his 
true colours. With a high opportunity cost 
to building reputation, both the biased 
and unbiased are less likely to play 
against type. 

Mr Morris's model does not necessar- 
ily imply that political correctness makes 
society worse off. Anything that results in 
more unbiased information being passed 
from advisers to policymakers adds to the 
success of their interaction. So when a bi- 
ased adviser masquerades as unbiased, 
welfare can be improved. 

In the long run, the policymaker 
learns about his or her adviser’s type. A 
biased adviser has no incentive to dis- 
semble in the final round of a repeated 
interaction. So the more accurately a 
policymaker can distinguish between 
types of adviser, the more likely it is that 
he (or she) will be able to ignore biased 
advice. Still, because the unbiased ad- 
viser has an incentive to lie—to 
recommend in favour of affirmative ac- 





tion even if he believes it is harmful—then 
the net effect on welfare is less clear. 

Mr Morris’s model suggests that the in- 
centive to be politically correct fades as 
society’s population of racists, to take his 
example, falls. With few racists about, ac- 
tions that could be consistent with 
racism—such as advising against affirma- 
tive action—might not produce a racist 
reputation. This will be especially true 
when individuals and institutions be- 
have elsewhere in such a way as to build 
their reputation. This newspaper, with 
luck, has a sufficiently liberal reputation 
to avoid charges of sexism when it uses 
terms such as “congressmen” and “busi- 
nessmen” to refer to mixed-sex groups. 

It would be wrong, however, to con- 
clude that political correctness in America 
and Europe arose because racism or sex- 
ism increased. Rather, because these 
became socially less acceptable, the costs 
of racism or sexism increased for any- 
body who hoped to be taken seriously by 
society. A popular revival of these social 
ills would eliminate political correctness 
as surely as their disappearance. 

Mr Morris points out that political cor- 
rectness does not exist merely by dint of 
society's more egalitarian leanings. His 
theory does not need to be confined to 
standard Pc notions related to race, gen- 
der or sexual preference. People might 
also lie, for instance, about their support 
for better economic relations with Cuba, 
or for universal health insurance, for fear 
of being tarred as a dangerous leftist. 
Here Mr Morris is emphatic: in his model, 
the advisers who adopt political correct- 
ness to avoid such slurs do not abhor the 
slur itself. They fear only the conse- 
quences for their future effectiveness. @ 
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The Cemex Way 


In our fifth e-strategy brief, we look at a rarity: a company in 
the industrialising world that has used e-business to steal a 


march on its rich-world rivals 


F ALL the countries and all 

the industries you could 
choose, Mexico and cement 
might seem to be the most un- 
likely combination to produce 
an agile, efficient, e-business 
pioneer. Yet Cemex is just such 
a company. It is rapidly spread- 
ing across the globe, and it is 
more profitable than either of 
its two big international ri- 
vals—France’s Lafarge and 
Switzerland’s Holcim (known 
until recently as Holderbank). 

The Mexican company 
owes its success partly to the 
fact that, unlike its European ri- 
vals, it concentrates on de- 
veloping countries. Profits 
there are greater because in 
such markets most cement is 
sold in bags for small-scale 
building, rather than in big 
ready-mixed quantities. 

But the company also owes 
its success to what is known as 
“the Cemex Way”. This cor- 
porate philosophy involves 
wholeheartedly embracing 
new technology and imposing 
tightly controlled standards 
worldwide, for both its tech- 
nology and in-house manage- 
ment techniques. 

Cemex’s ability to apply 
this philosophy rests on a for- 
tuitous mix of modest begin- 
nings, good timing and the 
technology fetish of the com- 
pany’s chief executive, Lorenzo 
Zambrano, now reckoned to be 
Mexico’s second-richest man. 
“I could say that I had a vision,” 
says the jolly, 56-year-old Mr 
Zambrano, “but it doesn’t 
really work that way.” 

A grandson of the man who 
founded Cemex in 1906, Mr 
Zambrano spent 18 years rising 
through the ranks before he be- 
came the boss in 1985. On his 
way up, he discovered the 
value of information. He 
wanted to make the plants that 
he supervised more efficient, 
but he chafed at the lack of 
ready data on how well they 
were performing. So he set up a 


small team of programmers to 
come up with ways to generate 
automated plant reports. 

Not long after taking the 
helm he created something 
that Cemex had never had be- 
fore—an information-technol- 
ogy (1T) department. The com- 
pany began automating plant 
operations, and then its sales 
and accounting as well. At the 
end of the 1980s, it set up a sat- 
ellite network so that it could 
transmit all the internal data to 
its headquarters in Monterrey, 
Mexico's dusty northern busi- 
ness capital. 

Naturally, automation re- 
duced staff costs: a handful of 
people can now run a big ce- 
ment plant. Even such things as 
quality control can be handled 
automatically by machines 
that extract samples from the 
production line, slice them 
thin, analyse them by laser and 
spit out the results on a screen. 

More valuable than the re- 
duced headcount, though, was 
the data which the automation 
produced. Mr Zambrano could 
check sales figures or kiln tem- 
peratures on the network, and 


then use his latest toy, e-mail, 
to ask managers why their un- 
its were not keeping up to 
scratch. The company’s first pi- 
lot e-mail system was 
launched in 1991. In 1992, it 
switched to Lotus Notes, which 
it still uses today. 

There was resistance to the 
changes, especially to the e- 
mail; but open information 
and easy communication to- 
gether brought about a shift in 
the corporate culture. Knowing 
that they were being watched, 
employees began to strive for 
improvements. At the same 
time, Mr Zambrano sought to 
make his managers receptive to 
new ideas from below. “IT 
frees up everyone’s imagina- 
tion,” he says. 

This upset Mexico’s hierar- 
chical, do-not-question-the- 
boss traditions. But it was a 
good moment for such an up- 
set. Mr Zambrano took the 
helm just as Mexico’s protec- 
tionist economy began to open 
up, leaving many family firms, 
stuck in their old ways, strug- 
gling to compete. He took the 
opportunity to grow by buying 
other, less agile Mexican firms. 

At one stage he fired the 
company’s top management— 
although it was hard, he re- 
members, to attract new talent. 
He won people over by pro- 
mising them the chance to 
move around a lot within the 
firm, although at the same time 
he reduced the choices avail- 





able to them by getting rid of 
the group’s sidelines in hotels, 
petrochemicals and mining. 

Gradually, computerisa- 
tion spread throughout the 
group. Cemex has never had a 
big mainframe, relying instead 
on distributed, interconnected 
systems that share information 
across the company. These al- 
low top managers to see what 
is going on, but they also give 
lower-level employees some 
access—enough to allow “a 
healthy degree of compe- 
tition” between different units, 
says Hector Medina, Mr Zam- 
brano’s number two. 

With the arrival of the In- 
ternet, the transparency spread 
outside the company, provok- 
ing some complaints from 
within that it was making too 
much information public. Ce- 
mex is, indeed, “one of the 
most investor-friendly compa- 
nies in Latin America,” says 
Gordon Lee, a New York-based 
analyst with Goldman Sachs, 
an investment bank. 

Cemex is now pushing the 
information culture even fur- 
ther, putting computers with 
Internet access into its employ- 
ees’ homes. Cynics might see 
that as a sinister attempt to 
keep them chained to their 
work. Cemex sees it as a phil- 
anthropic gift to the employ- 
ees’ families and an invest- 
ment in the future by spreading 
IT further. 


Mix and match 
Connectedness has also trans- 
formed many of the com- 
pany’s internal processes— 
most notably the delivery of 
ready-mixed concrete. Getting 
mixer trucks from the plants to 
the building sites at the right 
time, with cement needing to 
be poured within 90 minutes 
of mixing, is always logistical 
hell. But by putting a computer 
and a global-positioning-sys- 
tem receiver in every truck, and 
then combining their positions 
with the output at the plants 
and the orders from customers, 
Cemex has been able to pro- 
duce a system that not only cal- 
culates which truck should go 
where, but also enables dis- 
patchers to redirect the trucks 
en route. 

That has reduced the “win- 
dow of time” for delivery from »» 





> three hours to under 20 min- 
utes, even with the chaotic traf- 
fic and the last-minute can- 
cellation of orders that are 
typical of Mexico city. Ithas en- 
abled each truck to meet many 
more orders per day. 

The real power of its IT, 
however, only became clear 
when Cemex grew big enough 
to expand abroad. Some 55% of 
its holdings are now outside 
Mexico. Its first purchase was 
two Spanish cement makers in 
1992, and it has since moved 
into Asia, South and Central 
America and Egypt. 

Last year it took a big bite 
north of the border by buying 
Southdown, America’s sec- 
ond-biggest cement manufac- 
turer, for $2.8 billion, and in 
May of this year it bought a 
Thai company, Saraburi Ce- 
ment. At $73m, that was a 
much smaller purchase, albeit 
one that was more in keeping 
with the group’s emerging- 
market strategy. 

In each case, “post-merger 
integration teams”—ie, execu- 
tives armed with laptops— 
were dispatched to analyse the 
new acquisition, to cut costs, 
and to harmonise its technical 
systems and management 
methods with Cemex’s. The 
Cemex Way specifies every- 
thing, down to the make of 
computers that employees 
_ must use. It can seem authori- 
tarian at times, but it does at 
least ensure that communica- 
tion across the company is 
seamless. 

And it yields some wel- 
come savings. According to Mr 
Zambrano, improving logistics 
at Southdown, already a fairly 
well-run firm, will save $15m a 
year, in a company that makes 
pre-tax profits of $280m. More- 
over, with practice, the pace of 
integration has speeded up. 
Turning Valenciana and San- 
son, the Spanish companies, 
into true subsidiaries took 18 
months; Southdown, much 
bigger, was substantially “Ce- 
mexed” within four. 

The fact that Cemex de- 
veloped its “way” before it 
started expanding abroad has 
also given it an edge over Hol- 
cim and Lafarge, both of which 
had foreign subsidiaries long 
before the communications 
revolution began. It has been 








much harder for them to over- 
come institutional inertia and 
to unify their widespread in- 
formation systems. 

Cemex’s growing presence 
in developing countries gives it 
two other advantages, besides 
fatter margins. First, hundreds 
of thousands of bags labelled 
“Cemex” are a good way to 
make the company’s brand 
better-known. And second, it 
has had to deal with lots of 
small distributors rather than a 
few large ones, which has 
given it a powerful incentive to 
computerise its logistics and, 
eventually, to shift most of its 
transactions online. 

This is the direction in 
which things are now moving. 
Last year, the company spun 
off its internal rT arm, Cemtec, 
and joined it with four other 
Spanish and Latin American 
firms to create Neoris, an IT 
consultancy. Neoris is now 
part of CxNetworks, a Miami- 
based subsidiary that Cemex 
wants to use in order to turn it- 
self into an e-business in every 
way possible. Also part of 
CxNetworks are Construmix, a 
construction-industry online 
marketplace, and Latinexus, an 
e-procurement site. 

How much this fits into Ce- 
mex’s overall development, 


and how much it was just an 
opportunistic attempt to bene- 
fit from the tech-stock boom, is 
uncertain. Some analysts think 
that Cemex was simply hoping 
to boost its stockmarket valua- 
tion, which it has long consid- 
ered too low, given that it is 
more profitable than its more 
highly valued competitors. Not 
surprisingly, Cemex denies 
this. But in any case, since the 
dotcom market collapsed the 
question has become moot- 
and Cemex’s market valuation 
has continued to go up regard- 
less (see chart). 

Although Cemex is un- 
doubtedly at the cutting edge 
of IT, it still has some way to go 
in what it calls “e-enabling”, 
something which Neoris will 
be in charge of. The goal is for 
all the company’s operations 
to become web-based, with all 
its employees having access to 
their own files, the company’s 
data and outside information 
through a single, personalised 
portal. Operations will be cen- 
tralised through the Internet, 
even though the management 
teams themselves may be 
spread across the globe. 

Corporate finance is al- 
ready run in this way, and pro- 
curement, sales, distribution, 
and supplier and customer re- 
lations are also intended to be- 
come as Internet-based as pos- 
sible. By the end of this year, 
Cemex plans to be halfway 
there. Ultimately, Mr Zam- 
brano hopes that putting the 
company online will save it 
some $120m. 


On the sidelines 

All that should keep Cemex a 
jump ahead of its competitors, 
at least for the time being. Its 
aim is not necessarily to get big- 
ger than them, only to stay 
more profitable. And although 
they are adopting new technol- 
ogy too, Cemex’s rivals will 
have trouble catching up. 

But what can Cemex make 
from its e-business sidelines? 
Juan Pablo San Agustin, the 
brash young boss of CxNet- 
works, sees the greatest pro- 
mise in helping other compa- 
nies to “e-enable” themselves, 
the job which Neoris does. Mr 
Lee at Goldman Sachs agrees: 
“The part where there’s exist- 
ing cashflow that should see 


growth is Neoris.” Latinexus, 
he says, may have a future too, 
since business procurement in 
Latin America is generally inef- 
ficient and sometimes murky, 
with lots of middlemen. 

As for Construmix, the con- 
struction-industry portal, Mr 
San Agustin thinks that its fu- 
ture lies not simply in buying 
and selling online, but in pro- 
viding other services for cus- 
tomers who already buy Ce- 
mex cement. For instance, it 
could create an online meet- 
ing-place for everybody in- 
volved in a particular construc- 
tion project. The blueprints 
could be put on the Internet 
and be updated online. The 
contractors and suppliers 
would then be able to consult 
an up-to-date version at all 
times. Construmix might also 
become a place to sell insur- 
ance, financing and other an- 
cillary services. 

Whether all this takes off re- 
mains to be seen. Having 
hoped to take CxNetworks 
public before the market 
crashed, Cemex now has to fi- 
nance the venture’s develop- 
ment alone. Since its Spanish 
purchases, the company has 
had a reputation for getting 
heavily into debt. That has 
been one reason for its low 
market price in the past. 

Another factor has no 
doubt been a traditional wari- 
ness about investing in an 
emerging-market company— 
although Cemex executives 
lose no time in claiming that its 
debt rating is better than that of 
the Mexican government. For 
now, though, CxNetworks 
needs relatively little new in- 
vestment. 

Despite the economic slow- 
down in North America, 
where Cemex makes three- 
quarters of its profits, analysts 
remain bullish; in the first 
quarter of this year, the group’s 
net sales were up by 19% on the 
previous year, and by 34% in 
North America. 

At home, meanwhile, the 
group’s future also looks pretty 
secure. In one of his more pop- 
ulist moments, Mexico’s new 
president, Vicente Fox, prom- 
ised that every peasant shack 
in the country would have its 
mud floor cemented by the 
time he leaves office. = 
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Burning Bush 


A new report from America’s National Academy of Sciences confirms the reality of 


global warming 


HREE months ago, George Bush's 

fledgling administration dropped two 
public-relations bricks over the issue of 
global warming. First, Mr Bush refused to 
stand by his campaign pledge to regulate 
emissions of carbon dioxide, a green- 
house gas that is widely believed to be a 
big cause of global warming. That sparked 
a backlash from American environmental- 
ist groups. Second, he annoyed a lot of 
people overseas by trumpeting, in undip- 
lomatic terms, his long-standing opposi- 
tion to the Kyoto Protocol. This is a United 
Nations treaty agreed to (though not yet 
much ratified) by most industrialised 
countries, that calls for binding cuts in 
greenhouse-gas emissions. 

To defuse the rows over these two 
dropped bricks, the Bush team promised to 
come up with a credible alternative policy 
that was more than mere Kyoto-bashing. 
And to help form that policy it called, on 
May 11th, on the services of the National 
Academy of Sciences (NAS) to provide 
guidance on the matter as soon as possi- 
ble. America’s most prestigious scientific 
body hastily organised an expert panel un- 
der the chairmanship of Ralph Cicerone of 
the University of California, Irvine, to 


meet that request, and the results of its de- 

liberations have just been released. The 

first paragraph of the report says it all: 
Greenhouse gases are accumulating in Earth's 
atmosphere as a result of human activities, 
causing surface air temperatures and subsur- 
face ocean temperatures to rise. Temperatures 
are, in fact, rising. The changes observed over 
the last several decades are likely mostly due 
to human activities, but we cannot rule out 
that some significant part of these changes 
are also a reflection of natural variability. Hu- 
man-induced warming and associated sea 
level rises are expected to continue through 
the 21st century. 


Now will you believe it? 

The NAs’s conclusions, which include no 
new data, will come as no surprise to those 
working in the field. They more or less con- 
firm a recent report from the United Na- 
tions’ Inter-governmental Panel on 
Climate Change (1PCc) that laid out the 
scientific case for taking global warming 
seriously. What they do provide is political 
cover, if Mr Bush wishes to use it, for a 
graceful retreat. Many Americans were, for 
various reasons, unwilling to accept the 
authority of a UN-sponsored study. A 
home-grown one is notsubject to any such 
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political caveats. 

The administration left itself remark- 
ably little wiggle-room in the mandate that 
it gave Dr Cicerone. The panel was asked 
not only about the certainties and uncer- 
tainties surrounding the science of climate 
change, but also about the worth of the 
UN report and its conclusions. In particu- 
lar, it was asked explicitly whether there 
were substantive differences between the 
1Pcc’s scientific reports (lengthy tomes de- 
tailing the state of climate science) and the 
summary for policymakers (which sug- 
gests that there is enough scientific evi- 
dence to warrant action now). Critics of 
the Kyoto treaty have long argued that this 
summary can only have been the result of 
political sleight of hand. 

That always looked unlikely. After all, 
the evidence was alarming enough as long 
ago as 1992 for Mr Bush's father to sign a 
UN treaty in Rio de Janeiro that was in- » 


Gas pains 
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> tended to fight global warming. This treaty 
is the framework for the Kyoto process. 
Since then, new evidence has confirmed 
that global warming should be taken seri- 
ously. The 1PCC’s summary report went so 
far as to declare that man’s actions have 
contributed “substantially to the observed 
warming over the last 50 years”. An earlier 
IPCC report had predicted that, if current 
trends continued, the temperature of the 
atmosphere could rise by 1.0-3.5°C by 
2100; the latest one expanded the range of 
likely warming to 1.5-6.0°C. 

This is not to say that no uncertainties 
remain. On the contrary, the NAs panel is 
frank about how much of the science is 
still hazy. In particular, its report highlights 
the role of aerosols (small, airborne and of- 
ten man-made particles that reflect sun- 
light and thus cool the atmosphere, rather 
than warming it). It also comments on the 
inadequacy of existing computer models 
of climatic change, and the current lack of 
understanding of the feedback loops that 
influence the sensitivity of the climate to 
increases in greenhouse gases. Such feed- 
back loops might slow any warming trend; 
but they might, on the other hand, acceler- 
ate it. And, although the NAs offers a likely 
temperature range for the next century 
that is slightly less alarming than the 
1Pcc’s, and it attaches more provisos and 
caveats to its conclusions than the UN 
panel did, it nevertheless leaves little 
doubt that global warming should be 
taken seriously. 

Indeed, the Nas’s endorsement of the 
UN panel is striking: “The 1pcc’s conclu- 
sion that most of the observed warming of 
the last 50 years is likely to have been due 
to the increase in greenhouse gas con- 
centrations accurately reflects the current 
thinking of the scientific community on 
this issue... The full trecc Working Group 1 
report is an admirable summary of re- 
search activities in climate science, and the 
full report is adequately summarised in 
the Technical Summary.” 

The Nas also rejects the insinuation, 
apparent in the questions from Mr Bush's 
team, that the UN process was politically 
manipulated. It is true, it explains, that the 
IPCC summary “reflects less emphasis on 
communicating the basis for uncertainty 
and a stronger emphasis on areas of major 
concern associated with human-induced 
climate change.” However, rather than 
blaming some socialist skulduggery, the 
authors suggest that this “change in em- 
phasis appears to be the result of a sum- 
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mary process in which scientists work 
with policy makers.” It notes that no 
changes were made without the consent 
of the rpcc’s lead authors, and opines that 
most of the changes that did occur “lacked 
significant impact.” 

The result is bad news for those who 
had hoped for a rejection of the 1pcc’s 
conclusions. And, though the sceptics on 
the NAs panel itself have rushed to make it 
clear that their report does not, in any way, 
endorse Kyoto, that is largely because the 
report offers no views whatsoever on any 
policy options. Nobody who takes this re- 
port seriously can easily argue for doing 
nothing. 

What Mr Bush himself will do is not yet 
clear. He has accepted the results of the 
study, and acknowledged the report's 
chief conclusion that global warming is 
real and at least partly man-made. And, 
though he has once again rejected the 
Kyoto pact as “fatally flawed”, he has also 
accepted that an international, UN-led ap- 
proach is the right way to deal with this 
most global of problems. 

However, he has yet to offer any credi- 
ble alternative to the Kyoto deal. His imme- 
diate response this week was to offer to 
spend more government money on cli- 
mate science and greenhouse gas-related 
technology. Those are certainly worthy 
causes, but they do not address the central 
point. A bigger plan is needed, and it 
would be politically convenient if at least 
its outlines were clear within the next few 
weeks. The next round of talks on the UN 
pact are scheduled for July in Bonn. If the 
Americans have nothing to offer by then, 
they will run into alot more criticism. m 


Carpal tunnel syndrome 


Light at the end? 


Keyboard use may not be a cause of 
carpal tunnel syndrome 


NTIL the mid-1990s, carpal tunnel 

syndrome was not taken seriously by 
the media. Although it, and other sorts of 
repetitive-strain injury (RSI), account for 
34% of workplace injuries in America, and 
cost industry around $20 billion a year, it 
used to affect mainly manual labourers— 
chicken slaughterers, road-menders and 
so on. Then office workers began to be di- 
agnosed with the disease, and reporters 
(who are office workers themselves, of 
course) noticed it. The result was a belief 
that people who use keyboards are at par- 
ticular risk—a belief supported by the fact 
thatin 1999, the most recent year for which 
American figures are available, 23% of re- 
ported cases were linked to typing. 








Repetitive, but no strain 


But a study just published in Neurology 
by J. Clarke Stevens, of the Mayo Clinic in 
Scottsdale, Arizona, and his colleagues 
suggests it ain’t so. Dr Stevens’s research 
concludes that carpal tunnel syndrome is 
no more common among keyboard users 
than itis in the population at large. 

Carpal tunnel syndrome is an affliction 
of the median nerve, which helps to con- 
trol the hand. This nerve passes into the 
hand through a “tunnel” formed by the 
carpal bones of the wrist. This tunnel is 
lined by tendons which, if they swell up, 
damage the nerve. That causes symptoms 
ranging from tingling and numbness to a 
complete inability to use the afflicted limb. 
And the tendons tend to swell in response 
to repetitive movements. 

Dr Stevens’s group sent questionnaires 
to those employees of the Mayo Clinic in 
Scottsdale who use computers. Of those 
who replied, 30% complained of some sort 
of rst-like symptoms, 10.5% met the initial 
criteria for a diagnosis of carpal tunnel 
syndrome, and 3.5% had the diagnosis con- 
firmed by a “nerve conduction” study 
which showed that the median nerve was 
malfunctioning. These values, rather than 
being abnormally high, are actually simi- 
lar to those found in the general popula- 
tion in earlier studies carried out in the 
Netherlands and Sweden. (No comparable 
studies have been done in America.) 

That does not, of course, mean that typ- 
ing does not cause any form of rs1. But if 
the Mayo result is confirmed, it does sug- 
gest that carpal tunnel syndrome is not 
one of them—which may explain why the 
benefits of so-called “ergonomic” key- 
boards remain unproven. @ 


Condensation in aircraft 
The rain in planes 


Jetliners suffer from too much moisture and their passengers from too little 


INCE people are made largely of water, 

transporting 350 of them thousands of 
kilometres through the air in a metal canis- 
ter is a sweaty business. On average, each 
person on board a commercial airliner 
gives off 100ml of moisture every hour. 
That means a jumbo collects some 600 li- 
tres during a 17-hour transpacific flight, 
much of it as condensation in the gap be- 
tween the cold outer skin of the aircraft 
and the insulated cabin wall. Meanwhile, 
the people who have sweated off this 
moisture are being tortured by a cabin at- 
mosphere that is too dry. Its relative hu- 
midity is around 20%. Comfort demands a 
figure nearer 40%. 

CTT Systems, a Swedish company 
founded ten years ago by two Saab aircraft 
mechanics, sees an arbitrage opportunity 
in these two facts. By adapting some 70- 
year-old Swedish air-conditioning tech- 
nology, it has created a system that dries 
the air in the cavity between the hull and 
the cabin walls, while keeping the cabin it- 
self comfortably moist. 

cTT’s Zonal Drying System takes the 
moist air leaving the cabin and feeds it 
through a rotor impregnated with silica 
gel. This removes the moisture. The dry air 
is then blown between the cabin wall and 
the aircraft’s skin, absorbing any con- 
densation that has formed there. Then, a 
stream of warm air is run through the rotor 
unitin the opposite direction. This absorbs 
the moisture from the silica gel and feeds it 
back into the cabin whence it came, keep- 
ing the passengers comfortable. 

Passenger comfort is important, of 





course. But condensation in the gap be- 
tween cabin and hull can be lethal. This 
gap contains much of an aircraft's wiring, 
and water can damage that wiring’s insu- 
lation. Such a problem is thought to have 
contributed to the loss of a Swissair DC-11 
off the Atlantic coast of America a few 
years ago. Too much condensation causes 
other difficulties, as well. There have been 
cases when ice has built up inside the tail- 
planes of aircraft, causing their rudders to 
freeze and thus preventing their pilots 
from steering them. 

There is also the matter of weight. An 
aircraft such as a Boeing 747-400 can accu- 
mulate as much as 700kg of condensation 
before it reaches equilibrium. Even though 
that is only about 0.17% of the 400 tonnes 
such an aircraft weighs fully laden, it is 
enough to cause problems for the pilot 
when he tries to trim the balance of the air- 
craft. And 700kg is about the weight of 
nine men. So the aircraft is carrying the 
equivalent of at least nine non-fare-paying 
passengers, in an industry where every ex- 
tra kilogram affects fuel consumption and 
profit margins. 

So far, crt Zonal Drying Systems have 
been installed by Swissair, KLM and Luft- 
hansa, to deal with specific dampness pro- 
blems in particular aircraft in their fleets. 
This costs between $40,000 and $120,000, 
depending on the size of the aircraft. Now, 
Airbus Industrie is planning to build the 
moisture arbitrageurs in at the factory. It 
will offer the Zonal Drying System as an 
optional extra on its long-haul A330 and 
A340 models. m 


Computer viruses 


The good, the bad 
and the ugly 


Can computer viruses ever be a force 
for progress? 


THE wild west of the online world, the 
archetypal baddies are computer viruses 
and worms. These self-replicating pro- 
grams are notorious for wreaking havoc in 
the systems of unwary users. But, as in the 
west, not all gunslingers wear black hats. 
Some virus writers wish their fellow users 
well, and have been spreading viruses that 
are designed to do good, not harm. 

Cheese Worm, which appeared a few 
weeks ago, attempts to fix computers that 
have been compromised by the Lion 
Worm. The Lion Worm is dangerous. It in- 
fects computers that use the Linux operat- 
ing system, and creates multiple “back- 
doors” into the infected computer. It then 
e-mails information about these back- 
doors to people who wish to misuse that 
computer for nefarious purposes such as 
“denial of service” attacks on websites. 
(Such attacks bombard a site with so many 
simultaneous requests for access that it 
comes out with its hands up.) 

That might sound like a good thing. So 
might vBs.Noped.A@mm. This virus, 
which arrives as an e-mail attachment, 
searches a user’s hard drive for specific 
files which the (unknown) virus writer be- 
lieves contain child pornography. If the vi- 
rus finds any files on the proscribed list, it 
e-mails a copy of the file in question to a 
random recipient from a list of American 
government agencies, with an explana- 
tory note. 

The notion of “good” viruses may 
sound novel; but, according to Vesselin 
Bontchev, a virus expert with Frisk Soft- 
ware International in Iceland, it is not. 
However, early attempts to create benefi- 
cial viruses—for example, programs that 
compressed or encrypted files without 
asking a user’s permission—were resented, 
because they represented a loss of control 
over a user’s computer, and a diversion of 
data-processing resources. Inoculating 
computers against infection sounds like a 
good idea, but fails because any unau- 
thorised changes are suspicious. 

Cheese Worm, even though it is de- 
signed to help the user whose disk it ends 
up on, suffers from the same objection. 
And vBs.Noped.A@mm, whatever social 
benefits its author might think it has, is not 
even meant to do that. If it works, it will 
harm the user rather than help him. It is lit- 
tle more than cyber-vigilantism. Appropri- 
ate to the wild west, perhaps, but if 
cyberspace is to be civilised, other solu- 
tions will have to be found. m 
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Technological developments empower television viewers and 
increase their choice. They also drastically and rapidly change 
the economics of advertising funded, free-to-air television. 


This one-day conference will bring together leading industry 
players and national and EU regulators to discuss market 
developments and the role of public policy. They will address 


issues such as: 


è What will happen if viewers choose to skip the ads and 
advertisers find that broadcasting is no longer an efficient 
way to reach their customers? 

è Where will this leave free to air television? 

è Are subscription-based and transactional media going to 
become the only option available to European viewers? 

è What will be the impact on original programme production? 

è Will enhanced choice for the viewer lead to the end of free 








television? 
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Why come down to earth when you land 





CYVAJ ZB First class service need not end the moment you depart your plane. It’s raised to a completely new 
EAKA A level at The Club at The Ritz-Carlton, Millenia Singapore. Our private sanctuary, with breathtaking 
views across Singapore, is the perfect place to meet clients or colleagues. And when the working day is done, you can 





relax and enjoy our fine wines and international cuisine. Book in and experience a level of service that soars above all | +4 RrrzCaeTON" 
else in the most acclaimed club rooms in the world. The Ritz-Carlton, Millenia Singapore-sublimely memorable. | MILLENIA SINGAPORE 


The Ritz-Carlton, Millenia Singapore 
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Books and arts 


Cities and commercial life 





Location, location, location 


Why place still matters 


T IS one of the ironies of the age. Just as 

the wonders of communications tech- 
nology make it possible to conduct all sorts 
of computer-based activities from any cor- 
ner of the earth, so humanity clusters 
more into cities than ever before. Location, 
which should surely be irrelevant, seems 
to matter more, not less. Physical proxim- 
ity appears to have virtues in commercial 
life that no amount of technological gim- 
mickry can replace. 

No better example exists of the endur- 
ing importance of place than the City of 
London, still (despite all its tribulations) 
the world’s largest international financial 
centre. Yet the riddle that emerges from the 
fourth volume of David Kynaston’s deli- 
cious history of the City is that location 
has continued to matter even after so 
many of the City’s physical contacts have 
disappeared. No longer do bankers sit over 
lengthy lunches, or jobbers josh on the 
floor of the Stock Exchange, or top-hatted 
discount brokers drop round at the Bank of 
England each afternoon. 

Much of what made the City look like a 
village has gone too: the little alleyways 
have disappeared under tower blocks. 


Some of the biggest banks have defected to 
Canary Wharf, a taxi ride away. Back in 
1960 Durlachers, then a stock-jobbing 
firm, moved to Austral House, ten minutes 
from the Bank of England and the Stock Ex- 
change. “People thought we were mad,” 
recalled one senior figure, “because no- 
body thought that anybody could operate 
at that vast distance.” 

With the disappearance of village life 
have gone many of the City’s most colour- 
ful figures, vividly depicted by Mr Kynas- 
ton. The working day has grown, and the 
screen has replaced the trading floor. The 
incoming American banks have supplied 
a few figures of their own, such as Larry 
Becerra, king of the proprietary traders at 
Goldman Sachs in the late 1980s, who 
rode to work on a Harley-Davidson and 
told one floor trader who asked how much 
of a certain security to acquire, “Buy them 
till your hands bleed.” Sociologically the 
City has changed too. In the 1960s Jocelyn 
Hambro, the head of another now-van- 
ished merchant bank, pursued a recruit- 
ment policy based on what he termed 
“enlightened nepotism”: on a genealogical 
chart pinned up in the bank’s dealing 
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room, the names of unmarried and eligi- 
ble female Hambros were helpfully under- 
lined in red. 

The atmosphere of the village, where 
everybody knew (and had probably been 
to Eton with) everybody else allowed fi- 
nancial regulation to be an informal mat- 
ter of Etonian codes of honour. It also 
caused the City to resist, in the first couple 
of decades after the second world war, the 
influence of outsiders. Coupled with a fix- 
ation on the importance of sterling as an 
international reserve currency, it made the 
City establishment slow to appreciate the 
emergence of global financial markets, 
starting with that for the Eurodollar. 

The recent history of the City has been 
dominated by two big trends: the move 
from informal to formal financial regula- 
tion, and London's re-emergence as an in- 
ternational financial centre, as powerful 
and prosperous as it was before 1914. The 
move to formal regulation was driven by a 
series of home-grown City scandals, from 
the debacle at Lloyd's to the destruction of 


the ancient house of Barings by Nick Lee- >> 


The City of London (Volume IV): A Club 
No More, 1945-2000. By David Kynaston. 
Chatto & Windus; 896 pages; £30 


Global City-Regions: Trends, Theory, Pol- 
icy. Edited by Allen J. Scott. Oxford Univer- 
sity Press; 484 pages; $72 and £45 


Airspaces. By David Pascoe. Reaktion 
Books; 304 pages; $27 and £17.95 
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son’s speculations. The revival of London 
as the premier international financial cen- 
tre has been largely the work of foreign 
houses, which began to pour into London 
in the 1970s, and in the 1980s swallowed 
most of the grand old names. 

Why did the foreigners come? Why to 
London? Why not to Paris or Frankfurt? 
That is a question that Mr Kynaston, for all 
his immense skill in weaving analysis 
with telling anecdote, never really ad- 
dresses. There is a hint of the answer in an 
essay by Saskia Sassen, a professor of so- 
ciology at Chicago University, in the col- 
lection of essays edited by Allen Scott. She 
argues that the emergence of the “global 
city” (she has written a book with that 
name) is mainly a result of the growing 
complexity of big corporations, as their 
operations become dispersed around the 
globe. In the face of mounting intricacies 
of co-ordination and control, companies 
increasingly outsource central functions to 
specialised service firms. 

Such specialised firms—in law, ac- 
counting, finance and so on—need to draw 
on a huge pool of talent, expertise and in- 
formation, most readily found in large cit- 
ies. “Global cities are, in this regard, 
production sites for the leading informa- 
tion industries of our time,” she explains. 

In the case of London, an essay by Sir 
Peter Hall, a British geographer, argues that 
there is strength in depth. New York’s larg- 
est law firms, for instance, are more repre- 
sented there than in any foreign city; in a 
range of other activities, from advertising 
to accountancy, firms around the world 
are more likely to have a branch in London 
than elsewhere. Strength in depth, to- 
gether with English and the ability to ex- 
tend the working day into the two other 
main time zones, may be London’s big ad- 
vantage as a world city. 

So location matters. But, for those who 
staff the global service industries, location 
is anew sort of concept. Its strange quality 
is captured in David Pascoe’s maddening 
book. Airspaces, it seems, are what exists 
above and around airports. His premise, 
he announces, is that “it is not simply 
through the basic physical manifestations 
of airspace that we can discern the shapes 
of our modernities; we must be aware of 
its representations.” 

If you don’t understand that, you won't 
make head or tail of the rest of the book, 
but you will enjoy a trip around the po- 
etry, cinema, architecture, literature and 
history of airports and aviation, from 
Proust to Andy Warhol, together with a 
charming photograph of the celebration of 
Midnight Mass at Paris’s Orly in 1966. The 
scope of Mr Pascoe’s rumination is impres- 
sive, and includes air terrorism, air acci- 
dents and airport seat design—just the 
thing for that banker stuck in the departure 
lounge at Heathrow’s terminal four, wish- 
ing that distance were truly dead. m 
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Understanding the sky 


Atmospheric stuff 


There is still a lot about the sky that we 
don’t yet know 


c6 HEN two Englishmen meet”, 

noted Samuel Johnson, “their first 
talk is of the weather; they are in haste to 
tell each other, what they must already 
know, that it is hot or cold, bright or 
cloudy, windy or calm.” The weather is 
easy to describe but hard to explain, let 
alone predict. But the first step towards un- 
derstanding is often naming and categoris- 
ing, so that meaningful patterns can be 
identified; and the man who defined the 


Insects and disease 


Little and lethal 


Mosquito. By Andrew Spielman and 
Michael D’Antonio. Hyperion; 256 pages; 
$22.95. Faber and Faber; £10.99 


WW: NILE virus is a nasty disease 
that usually afflicts people in Af- 
rica and the Balkans. When an outbreak 
occurred in New York in 1999, the news 
reports were predictably apocalyptic. 
Nasty tropical ailments are not meant to 
reach the Upper West Side. 

After a long career in tropical public 
health, Andrew Spielman has a rare and 
deep appreciation for the mosquito, a 
tiny insect that spreads not just West 
Nile virus, but also malaria, yellow fe- 
ver, dengue, filariasis and the deadly 
encephalitis. Over the centuries the mos- 
quito has killed many, including 
Alexander the Great and Oliver Crom- 
well, and worn down regimes as 
powerful as the Roman empire. The par- 
asites it produces are particularly good at 
disguising themselves and at changing 
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language with which to describe the face 
of the sky was an Englishman called Luke 
Howard. In 1802 Howard, an unknown 
amateur scientist, gave a lecture in which 
he named and defined the different types 
of cloud—cirrus, cumulus, stratus and their 
various hybrid forms. The value of How- 
ard’s cloud taxonomy was recognised im- 
mediately, since it gave scientists a 
standardised way to record and compare 
observations and begin to form theories. 
As well as nailing down the clouds, How- 
ard’s new language of the skies inspired 
Constable to paint his studies of the skies 
over Hampstead, and prompted Goethe to 
compose a poem in Howard's honour. 
With a few minor modifications, his sys- 
tem is still in use today. 

Not much is known about Howard, 
who was a modest and private man, so a 
book-length account of his improbable » 
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character, which is why so many mod- 
ern anti-malarial medicines quickly 
become ineffectual. The mosquito, Mr 
Spielman says, has great staying power. 

It walks on water and on land. It flies 
through the night with the aid of the 
stars. It sees and smells, and also senses 
heat from a distance. Lacking our kind of 
brain, it thinks with its skin, changing di- 
rection and fleeing danger in response to 
changes in air pressure. The mosquito, 
though, is a self-serving creature. It 
doesn’t aerate the soil, like ants or 
worms. Nor is it an important pollinator 
of plants like the bee. It does not even 
serve as an essential food item for some 
other animal, It has no purpose other 
than to perpetuate its species, and for 
that the female needs blood. That some 
species of mosquito plague human be- 
ings to fulfil this need is, to the insect, 
incidental. The mosquito is simply sur- 
viving and reproducing. When Archy, 
Don Marquis’s versifying philosopher 
cockroach, remarked that, “a man thinks 
he amounts to a lot, but to a mosquito a 
man is merely something to eat,” he was 
closer to the truth than he knew. 

Most books about mosquitoes are as 
deadly as the diseases spread by their 
subjects. “Mosquito” is a rare exception. 
Mr Spielman has a gift for detail—about 
Opifex fuscus, the mosquito rapist, or Cu- 
lex pipiens, which is born with its sexual 
organs the wrong way round. He wears 
his scholarship lightly and his enthusi- 
asm for his subject is endless. If you 
have never read a book on entomology, 
be sure to start with this one. 
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> route to scientific renown is likely to in- 
clude a broader view of the times. In “The 
Invention of Clouds”, Richard Hamblyn 
gives a fascinating description of the late 
18th-century vogue for science lectures as 
a form of popular entertainment, as well 
as excursions into the histories of balloon- 
ing, weather forecasting and scientific 
publishing. Appropriately enough at a 
time when the debate over the origin of 
species was warming up, Howard deliber- 
ately emphasised that his cloud categories 
were not fixed species, but dynamic 
“modifications”. He thus opened the way 
for later theorists to use the changing 
clouds as visible indicators of invisible at- 
mospheric processes. Howard's work also 
directly inspired Francis Beaufort, who 
created the standard scale for wind speeds. 

It is fascinating stuff, though Mr Ham- 
blyn’s language is somewhat freighted 
with the political codewords and over- 
wrought rhetorical flourishes of the cul- 
tural studies crowd, and at times some of 
his theorising (on the power-confirming 
nature of operatic cloud machines, for ex- 
ample) seems wholly speculative. Even so, 
his account of Howard's success in defin- 
ing the apparently indefinable is lively and 
readable, and his book accomplishes that 
rare feat of changing the reader's percep- 
tion of the world. 

“The Northern Lights”, Lucy Jago’s bio- 
graphy of Kristian Birkeland, a Norwegian 
scientist who discovered the origins of the 
aurora borealis, is written with the sensi- 
bility of a novelist rather than an aca- 
demic. Birkeland makes an amusing hero; 
he liked to wear a Fez and slippers in his 
laboratory, and paid for his research by de- 
veloping an electro-magnetic gun and a 
process to turn the nitrogen in air into fer- 
tiliser, among other inventions. Having 
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Constable saw with the eyes of science 
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found lucrative industrial uses for his un- 
derstanding of high-voltage physics, Birke- 
land spent the last years of his life 
pursuing whatever took his fancy, and 
ended up investigating the zodiacal light 
from Egypt and Sudan. But Birkeland also 
suffered from bouts of depression, and his 
work took a terrible toll. He was cheated of 
a Nobel prize by a business partner, and 
his auroral theories were disregarded in 
his lifetime. 

Exhaustive research by Ms Jago, a for- 
mer documentary producer, enables her 
to describe the scenes from Birkeland’s life 
in apparently photographic detail. But her 
enthralling, novelistic descriptions are un- 
dermined by her author's note, in which 
she admits to “telescoping events in order 
to avoid the story becoming too long” and 
making “assumptions that are not docu- 
mented but are reasonable”. This sort of 
thing is forgivable, even necessary, when 
making television programmes, but notin 
a history book; Ms Jago should perhaps 
have just written a novel. She could also 
have been a little more sceptical about 
some of Birkeland’s more outlandish theo- 
ries, which have not stood the test of time. 

Both books examine areas in which sci- 
entific knowledge still contains obvious 
gaps. The processes of cloud formation 
and precipitation are still poorly under- 
stood, as is the extent of the sun’s influence 
on terrestrial weather and climate, an un- 
certainty seized on by those still clinging to 
the belief that global warming is not pre- 
dominantly caused by man. 

Compared with physics and chemistry, 
in which superstition was banished long 
ago, beliefs that seem laughably primitive 
today were held until quite recently in 
both meteorology and solar physics, and 
both fields are now changing fast as a re- 
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The Invention of Clouds: How an Ama- 
teur Meteorologist Forged the Language 
of the Skies. By Richard Hamblyn. Farrar, 
Straus and Giroux; 256 pages; $24. Picador 
(November) 


The Northern Lights: How One Man Sacri- 
ficed Love, Happiness and Sanity to Un- 
lock the Secrets of Space. By Lucy Jago. 
Hamish Hamilton; 320 pages; £14.99. 
Knopf (October); $24 


Cambridge Encyclopedia of the Sun. By 
Kenneth R. Lang. Cambridge University 


Press; 280 pages; $49.95 and £29.95 


sult of satellite technology. As Kenneth 
Lang writes in the preface of the “Cam- 
bridge Encyclopedia of the Sun”, three 
spacecraft have provided more important 
new information about the sun in less 
than a decade than perhaps the entire cen- 
tury of previous observations. Despite the 
valuable work of researchers such as How- 
ard and Birkeland, the science of under- 
standing the changing complexion of the 
sky still awaits its Newton. @ 
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Dead wrong 


How Milton Works. By Stanley Fish. Harvard 
University Press; 616 pages; $35 and £23.95 


TANLEY FISH, now at the University of 

Illinois in Chicago, is probably the most 
eminent provocateur in America’s Eng-Lit 
establishment, chided for all manner of 
intellectual sin from relativism to political 
correctness. He is also, more pertinently, 
its most famous Miltonist. In 1967 he wrote 
a book called “Surprised by Sin”, which ar- 
gued that “Paradise Lost” tricks its readers 
into sympathising with wickedness in or- 
der to educate them in goodness. This had 
a big influence on how Milton was read. 
Since then he has written with great ac- 
claim on literary theory, psychoanalysis 
and legal theory. 

This new book is billed by its publish- 
ers as “the definitive statement on Milton 
for our time”. It is not that. The bulk of it 
consists of Mr Fish’s collected essays on 
Milton, some of which were written as 
long ago as 1969. Many contain powerful 
sections of local analysis of Milton’s verse. 
These are augmented by four new chap- 
ters (out of a total of 15). 

A cynic might suppose that his publish- 
ers are attempting to make a great new 
event out of a batch of rather elderly mate- 
rial, and a cynic would probably be right. 
Inevitably, the critical idiom which Mr >» 


> Fish uses has changed over this 30-year 
period, although he claims, a little too 
proudly perhaps, that his central beliefs 
about Milton have not. The main thesis of 
this book is that Milton is similarly change- 
less, and that one set of notions runs 
through all of his works, from lyrics com- 
posed in the 1630s to his epic poetry of the 
1660s. The set of notions looks roughly like 
this. For Milton, all value and all good ac- 
tion depend on obedience to the will of 
God. Those who seek to obey the will of 
God see the world in an entirely different 
way from those who do not. This means 
that there can be no effective dialogue be- 
tween those who see the world under the 
aspect of faith and those who do not. As 
Mr Fish puts it, “what you believe is what 
you see is what you are is what you do”. 

This position is not in itself interesting, 
nor could you imagine it producing great 
poetry. And so it is at this point that Mr 
Fish brings hermeneutics—the craft of in- 
terpretation—to his aid. Because divine 
purpose is inscrutable, it necessarily es- 
capes representation and is only sporadi- 
cally available even to the intuitions of the 
faithful. What Milton’s readers learn is to 
treat words as approximate signs of the in- 
effable. What Milton’s protagonists learn is 
that each moment, even if it appears to be 
morally neutral, is a moment which tests 
their ability to interpret and obey the will 
of God. 

Mr Fish’s enemies are what he scorn- 
fully calls “liberals”, who think that Mil- 
ton’s loyalties were divided, that he 
believed there to be more than one source 
of value, and that in “Paradise Lost” he was 
of the devil’s party without knowing it. Mr 
Fish presents instead a Milton who is a no- 
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nonsense zealot. In the process he turns 
one of the most complex, the most soar- 
ingly thoughtful, of English poets into a 
creature caught in a belief system so sim- 
ple as to shame a Tv evangelist. 

Mr Fish insists repeatedly that Milton 
“is in essence always doing the same 
thing”. Yet Milton lived through the execu- 
tion of a king (which he defended), the 
establishment of a commonwealth and 
the restoration of monarchy (which he at- 
tacked, even when it was likely to mean 
death to do so). His experiences changed 
how he thought about liberty and about 
church government, and they changed 
how he wrote. 

Milton also manifestly does acknowl- 
edge that there are other sources of value 
than obedience to an all-knowing deity. 
Being human, he recognised that things 
can be valued because they look good to 
eat and that people can be valued because 
you love them or admire them. He also val- 
ued reason. And it is because he under- 
stood that people live each day within a 
variety of value systems that he could 
write a great poem about how two people 
could allow appetite, seemingly rational 
argument and love to lead them to disobey 
a divine command. 

The Milton described by Mr Fish—hard 
as rock, obsessed by a single, all-encom- 
passing belief that obedience to God’s will 
is the only value in the universe—is simply 
not a poet who could have written “Para- 
dise Lost”. It is a sure test of false criticism 
that it sets out precepts which would deny 
the possibility of the works that it de- 
scribes. On this criterion “How Milton 
Works” is a rare, pure example of criticism 
which is entirely false. m 





German fiction 


Guns ’n’ roses 


Three new novels that are full of mind 
games 


HE most obvious translation of the title 

of Karin Reschke’s novel, “SpielEnde” 
would be “end of the game” or simply 
“endgame”. But, if the second “e” were 
written instead in lower case, the title 
could also mean “players”. The double- 
take is wholly appropriate, for the book 
tells the story of a sinister game and its 
quite unpredictable participants. 

Five friends arrive for a birthday cele- 
bration and find their hostess, the elderly 
Cornelia, shot dead, apparently by her 
own hand. The narrator, Feline, insepara- 
ble companion of the dead Cornelia, goes 
on a journey with her ashes and becomes 
involved in a series of bizarre adventures 
all directed by the dead woman whose 
influence on Feline is revealed to have 
been malign. Quite ruthlessly, step by 
step, Feline sets herself free. 

The plotis so intriguing that it would be 
a crime to reveal the ending. The game is 
one of tyranny and revolt, of cruelty and 
revenge. The relationship between Corne- 
lia and Feline replicates itself, like a cancer. 
But as spectators we remain at a little dis- 
tance, intrigued but never deeply in- 
volved. In the past Feline has paid her way 
by writing sensational fiction, and she of- 
ten reverts to that mode in the telling of her 
own story. One wonders, though, how 
convinced she is by her own fiction, and 
how seriously she intends it. 

“Rosenfest” (Festival of roses) is Lean- 
der Scholz’s first novel and is dedicated to 
its heroes, Andreas Baader and Gudrun 
Ensslin. Although he deals with real peo- 
ple and real events, Mr Scholz insists that 
this is a work of fiction. The book opens in 
1967 with the killing by police of a student, 
Benno Ohnesorg, during a violent demon- 
stration against the Shah of Iran. It ends 
with the arrests of Baader and Ensslin for 
their bombing of two Frankfurt depart- 
ment stores and of the Springer press in 
Hamburg. 

As a writer of fiction, Mr Scholz con- 
flates and rearranges, and his chief interest 
is in the love affair between the two ideal- 
istic terrorists. Fiction has trouble asserting 


SpielEnde. By Karin Reschke. Ullstein Berlin; 
176 pages; DM34 


Rosenfest. By Leander Scholz. Carl Hanser 
Verlag; 246 pages; DM35 


Hoffmann. By Peter Hartling. Kiepenheuer- 
Witsch; 252 pages; DM38 
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> itself against lives and times that are them- 
selves so compellingly interesting. Mr 
Scholz does bravely, but you can feel him 
being pulled—and ourselves with him— 
into the fascination of realities; his book is 
weakest precisely in those places where he 
has had to strive to make things up. Thus 
Ensslin and Baader on holiday in the tur- 
bulent Paris of 1968 or in flowery Tuscany 
behave like many Germans romantically 
convinced that authentic life can only be 
lived outside the mother country. The idyll 
is not convincing. Mr Scholz revives an un- 
happy passage in Germany’s recent his- 
tory, and replays the inexorable 
machinery by which the state and its radi- 
cal critics provoke one another into a terri- 
ble cul-de-sac. But surely readers can fairly 
ask that a novel do more than merely re- 
vive our interest in old debates. Fictions 
must achieve a life of their own, but Mr 
Scholz remains essentially parasitical on 
historical events that are intrinsically (and 
rarely) far more interesting. 

Peter Hartling, however, is a master of 
the art of fictional biography. He has had 
successes with Hölderlin and Schubert. He 
calls this latest venture, whose subject is a 
writer and composer named E.T.A. Hoff- 
mann, a “Romanze”, a word nicely includ- 
ing music and literature as well as the love 
affair that is central to the story. Hoffmann 
was continually and variously in love— 
hence the subtitle: “manifold love”—but 
that was only one expression of his poly- 
phonic character. In his composing, Mo- 
zart, Gluck and Beethoven intruded; in his 
writings he split himself and his lovers, 
friends and enemies again and again into 
contending voices. 

In many of his stories the storyteller is 
himself one of the characters. Utterly con- 
vinced by the fiction he relates, his power 
over his audience is total. Mr Hartling’s 
great achievement is to convey that exu- 
berant and compelling polyphony, and 
even to augment it with a further voice, his 
own. For he is present as biographer, going 
under the spell of his subject, and thus car- 
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rying the reader with him. The book is a 
delight—in turn, funny, passionate and 
heartbreaking from one unstable moment 
to the next. 


As picaresque at times as Feline’s ad- 


ventures in “SpielEnde” and as engaged in 
social realities as Mr Scholz in “Rosenfest”, 
in conviction Mr Hartling shows both 
writers the way. 

His Hölderlin novel of 1976 emerged 
from the same context of radical and 
thwarted idealism that also produced Ens- 
slin and Baader. His Hoffmann romance 


Reading habits 


Scribble, scribble 


Marginalia: Readers Writing in Books. By 
H.J. Jackson. Yale; 330 pages; $27.95 and 
£19.95 


HARLES LAMB once confessed to 

such a “community of feeling with 
my countrymen” about Shakespeare's 
plays, that he preferred reading them in 
editions that had been “oftenest tum- 
bled about and handled”. It is with just 
this feeling that H.J. Jackson has written 
her book about marginalia. She con- 
cedes that there are those, like Virginia 
Woolf, who shudder at the “ohs” and 
“poohs” and “beautifuls” scribbled by 
choleric or sentimental readers. But such 
is Ms Jackson’s “community of feeling” 
with readers that, whether the note is a 
simple “hello?” or a “mind that, John”, 
or whether it is Keats on Milton, she is 
able to convince us that here is a rich re- 
source for historians of reading. 

In fact marginalia have a distin- 
guished history, going back to the 
scholarly glosses and rubrics for which 
room was specially left in early manu- 
scripts and, after them, in the first 
printed books. These impersonal, edito- 
rial annotations then came to be actually 
printed in the margins of books, with 
further space left for yet more manu- 
script additions. Commentary thus 
swarmed round the texts, almost on an 
equal footing with them. But in about 
1700, an innovation took place—namely, 
the footnote. Commentary was de- 
moted. This, Ms Jackson suggests, may 
have contributed to the evolution of the 
author as independent agent. What it 
also did was to leave the margins clear 
for a new kind of independent and in- 
terventionist reader. 

It is really from the 18th century on- 
wards, with the increase of middle-class 
book-buyers, that margin-scribblers be- 
gin to speak informally, in their own 
voices; and from then, too, that certain 
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continues that radicalism, as the Romantic 
imagination pits itself against a repressive 
social order. Very often, in Hdlderlin’s life, 
for example, and here again in the love af- 
fair of Hoffmann and Julia Marc, marriage 
is a particularly revealing battleground. Ju- 
lia is sold off to a “suitable” husband who 
later abuses her. Many years afterwards 
she recalls what Hoffman, a passionately 
married man himself, made of her in his 
imagination. Mr Hartling’s Hoffmann has 
complete autonomy, and is all the more 
powerful for it in its assault on reality. = 


books (she chooses, for example, Bos- 
well’s “Life of Johnson”) begin to attract 
the pencilled conversations of genera- 
tions of argumentative readers. Here are 
the famous, the obscure and the anony- 
mous, children, lovers and nutters, all of 
whom, for different reasons, have one 
thing in common: they must pitch in. 
“One longs to say something”, wrote 
one prolific annotator, Hester Piozzi, the 
friend and benefactor of Dr Johnson. 
And such is the nature of the medium, 
that whatever is said comes across with 
time-defying directness: next to a sono- 
rous phrase of Johnson's, for example, 
about the summer being “gloomy, frigid 
and ungenial”, another contemporary 
has written furiously, “Why can’t you 
say Cold like the rest of ye world?” 

Writing in books is itself contentious, 
and Ms Jackson is interesting on the mo- 
tives of marginal scribblers. Who is the 
addressee? Is it the author, so often ad- 
dressed as “you”, but who equally often 
may be dead? Is it the book itself, for its 
own good, so to speak? Or future read- 
ers, like sending a message in a bottle? Is 
it the note-taker him or herself? And 
how are marginalia, so close to the act of 
reading and so intimately next to the 
text, different from the reader's diary? 
Coleridge, the first writer to have his 
marginalia collected and published, was 
often asked by his friends to annotate 
their books; but it seems that behind this 
relatively public stance was a private 
process almost of self discovery: “A 
book”, he wrote, “I value, I reason and 
quarrel with, as with myself when I am 
reasoning.” 

Ms Jackson wishes ostensibly to alert 
scholars and librarians to the impor- 
tance of marginalia. But the warmth and 
humour of “Marginalia” reach beyond 
to the lay reader, who is often tempted 
to risk scholarly indignation and scrib- 
ble in its pages, “how true”. 
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Once a home of Nordic bards, Iceland is now exporting rock bands 


CELAND’S capital defies its small size in 

most things, not least in culture. The 
280,000 residents of Iceland's geyser-pit- 
ted capital enjoy five professional theatre 
troupes, a national opera and a contempo- 
rary dance company. But where Iceland 
really excels is in alternative rock music. 
Leading the way is Bjork, a pixie-diva 
whose quirky voice has made her the most 
famous Icelander alive—though at a cost: 
she has become too commercial for Reyk- 
javik’s hipsters. “I respect her,” says one 
dreadlocked musician, “but I would never 
listen to her. Way too plastic.” 

Hijomalind is a grungy independent re- 
cord store in downtown Reykjavik. Krist- 
jan, the cheerful communist behind the 
counter, puts the strength of Icelandic mu- 
sic down to the fact everyone knows each 
other. “If something is good, word travels 
quickly.” Friendly competition helps, as 
does the fact that most things—a new bass 
guitarist for instance—are only two phone 
calls away. A number of new Icelandic 
bands are promising to take over where 
the Sugar Cubes, Bjork’s original band, left 


James Gillray 


off. Young talent is recognised and sup- 
ported at home, not by the government 
which, musicians complain, underwrites 
just about every other cultural endeavour, 
but by a progressive Icelandic label, Smek- 
kleysa (Bad Taste), set up by Einar Orn, for- 
merly of the Sugar Cubes. Three bands he 
has scouted stand out. For lovers of very 
loud noise, there is Minus, an experimen- 
tal thrash band. A softer, more electronic 
sound comes from Mum. Then there is Si- 
gur Ros, the hottest thing to come out of 
Iceland since, well, Bjork. 

Sigur Ros have already captivated the 
music press on both sides of the Atlantic. 
The band’s third album and first interna- 
tional release, “Agaetis Byrjun” (A Good 
Start), was the pick of many rock critics 
around the world last year. “The kind of 
beauty that could drive you to the brink of 
madness.” Radiohead were so impressed 
they have twice asked the Icelanders to 
tour with them. Icelanders buy more CDs 
per capita than anyone else; 15,000 of 
them have bought “Agaetis Byrjun”. “Even 
my parents listen to it,” laments one fan. 


We admit we have an interest, as The Economist is providing financial support. But 
others should be interested too in James Gillray, and not just because one of England’s 
finest caricaturists of the late 18th century had his studio at 27 St James’s Street, part 
of our current address. His irreverent and often lewd views of the monarchy, William Pitt 
and Charles James Fox, the French revolution and high society are on show at Tate 


Britain in London until September 2nd. 











Sigur Ros have a feel for landscape 


Word of the band has reached America 
where, because the release has been de- 
layed, “Agaetis Byrjun” has been boot- 
legged from the Internet, in record 
numbers. This, despite the fact that Sigur 
Ros sing either in Icelandic orin a language 
of their own making, “Hopelandic”. No 
matter if audiences can’t understand the 
words. “They get to make their own words 
and dreams,” says the softly spoken lead 
singer, Jonsi Birgisson. 

Only 25, Mr Birgisson has the makings 
of a superstar. He is something of a Viking 
anti-hero: slightly built, his locks shaven 
but for a spare Tintin-style quiff, blind in 
one eye, openly gay and (most scandal- 
ously for an Icelander) a vegetarian. His 
voice and guitar drive the band, who use 
conventional instruments in unconven- 
tional ways. Mr Birgisson attacks his guitar 
with a violin bow and sometimes sings di- 
rectly into it, producing a dreamily distant 
sound. His exquisite countertenor voice 
serves as another instrument, while 
strings and keyboard produce something 
not far from whalesong. 

The industry categorises them as ambi- 
ent rock or post-rock. Naysayers call their 
sound “elfin”. Others find it angelic, heav- 
enly, ethereal. No song on “Agaetis Byr- 
jun” lasts less than seven minutes. Each 
begins slowly, drawing you in like the un- 
dertow of a wave, before crashing down 
on them. Mr Birgisson flinches when 
asked to expound on the music. “I don’t 
know,” he says finally, “just call it sincere.” 

Hailing from Iceland lends an exotic al- 
lure, but also invites labelling: snow- 
punks, icerockers, popsicles. Still, Sigur Ros 
admit Iceland’s landscape is an influence. 
The vistas from their studio outside Reyk- 
javik are inspirational: cobalt ocean, 
snowy mountains, black lava rimming a 
valley of bright green grass like eyeliner. Si- 
gur Ros's connection with the Icelandic 
language runs similarly deep. They have 
no plans to release an album in English. 
Their next effort will be a collaboration 
with an Icelandic farmer who chants lyrics 
in a traditional fashion. @ 
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Rosemary Verey 





Rosemary Verey, an English gardener, died on May 31st, aged 82 


HE was in the luxury goods’ market and 

her offering was English gardens. Rose- 
mary Verey’s own garden was in a 17th- 
century former rectory called Barnsley 
House in the Cotswolds. The English cli- 
mate, warm but not too warm, wet but not 
too wet, was ideal for the sumptuous gar- 
den she created there. But for those who 
did not have the good fortune to live in 
England, she was prepared to do her best 
to create something similar in less blessed 
countries. Many Americans set their 
hearts on a Verey garden. It had the kind of 
cachet attached to, say, Harrods (despite 
the loss of royal patronage) or a Rolls- 
Royce (though the marque is now owned 
by Germans), survivors in the slow decline 
of England’s reputation for quality mer- 
chandise. How do you make an English 
lawn? Sow, and mow for 500 years. Real 
luxury involved time and experience. 

Mrs Verey spared her clients too much 
waiting. She said she envied perfect lawns 
but they were not her obsession. Her gar- 
den designs would begin to take shape ina 
few seasons. She created a feeling of time- 
lessness by using styles from the past. So 
there were hedges of traditional roses, her- 
baceous borders, laburnum arches reveal- 
ing statues, and formal areas of clipped 
boxwood. She helped to create three gar- 
dens for Prince Charles at his estate, High- 


grove, not far from Barnsley House. One 
was a kitchen garden. Mrs Verey was par- 
ticularly clever at making vegetable 
patches that looked far too pretty to crop. 
The prince said, “She makes gardening 
seem the easiest and most natural thing in 
the world.” 

It was a princely compliment: “natural- 
ness” in the artificial world of gardening is 
difficult to pull off. Money helped: the Ve- 
rey look was a rich person’s indulgence. 
But that was not all. There is a bit of magic 
in gardening. The prince is said to talk to 
his plants. Mrs Verey said that plants “love 
to know they are being cared for”. All the 
same, she gave the impression of demand- 
ing that her plants behave or be banished 
from her Eden. You were not surprised to 
learn that she was the daughter of a colo- 
nel. An American visitor said at the end of 
a conducted tour of Barnsley House, “She 
is the most refined lady. We all felt hum- 
bled in her presence.” 


The long tradition 

Rosemary Verey was in the tradition of 
gifted women gardeners that stretches 
back to Bess of Hardwick, who in the 16th 
century created some of England’s greatest 
estates. They have tended to be comfort- 
ably off (Bess was the richest woman in 
England after Queen Elizabeth), with am- 
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ple leisure and a determination to shine in 
a world run by men. Although mere men 
could be drafted in to slave with the rou- 
tine work, no true woman gardener sur- 
renders the command of her territory. Vita 
Sackville-West (1892-1962), who created a 
splendid garden at Sissinghurst Castle in 
Kent, wrote, “For the last 40 years of my life 
I have broken my back, my finger nails, 
and sometimes my heart, in the practical 
pursuit of my favourite occupation.” 

Mrs Verey discovered what was to be- 
come her favourite occupation relatively 
late in life. An early fancy was to be an 
economist. But she abandoned university 
to get married and had four children. Grad- 
ually, she recalls, she was “becoming 
aware of the garden and its seasons”. She 
took advice and started with common 
plants that are easy to grow. The garden to- 
day, though not large, less than three acres 
(1.2 hectares), conceals many unexpected 
exotics. What is this? It is a plant from 
Gethsemane on the Mount of Olives. And 
this? From Monet's garden at Giverny. And 
that Greek-style temple? Her husband, an 
architect, had found it abandoned, dis- 
mantled it and rebuilt it in their garden. 

She wrote 17 books, some of them now 
classics. Lecture tours followed. Potential 
clients lined up. What did they want? 
Something like Barnsley House, they said. 
The gardener became the business- 
woman. In “Making of a Garden” Mrs Ve- 
rey wrote: 


When Lam invited to help with the planning 
of a garden | like first to walk slowly around 
the site, taking in where the warmest corners 
are likely to be, where the wind comes from, 
the view, the existing trees, the quality of the 
soil ... Thenitis time to go into the house and 
look from all the windows...I can build up a 
picture in my mind of the owners’ prefer- 
ences...1 sometimes imagine that this is 
where I myself will live, so it must be a place 
that I will enjoy, but all the time I bear in 
mind that it is my clients’ garden, individ- 
ually designed for them, to suit their needs 
and their way of life. 


Not everyone admired the Verey style. 
Even in the calming world of gardening 
there is what might be called landscape 
politics. Minimalist gardens are seen by 
their practitioners as reflecting modern ar- 
chitecture and painting. They see the sim- 
plicity of Stonehenge as a more interesting 
English tradition than rose hedges. Warm- 
ing to their theme, they claim that mini- 
malism is right for a world of dwindling 
resources. You can symbolise the universe ` 
in a few square metres. 

But “every garden”, said Rosemary Ve- 
rey, “should have a space where you can 
walk and sit and feel alone with nature...a 
quiet and shady place, with mown paths 
winding between ornamental trees and 
shrubs, and flowers studding the grass.” 
Well, if you putit like that... 
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INSEAD www.insead.edu/executives 


Good service strategy 
makes good 
business sense 


The Strategic Management of Services 


18 - 30 November 2001, 10 - 22 March 2002, 17 - 29 November 2002 
Fontainebleau 

In today’s crowded marketplace, there are very few clear differentiators between one 
product or organisation and another. As a result, service is becoming one of the most 
important competitive weapons in the business armoury. 

The Strategic Management of Services programme is specifically designed to equip 
executives from all companies — including manufacturing firms - to address the challenge of 
using service as a key to gaining competitive advantage. 

Week 1: Service delivery as a strategic weapon 

Good service creates a ‘virtuous cycle’ of loyal customers, leading to higher profits and 
ultimately to satisfied employees who, in turn, better serve their customers. 

Week 2: Specific implementation issues 

Discover and understand what your customer expects and organise your business to 
meet those expectations. Everyone in the organisation must be involved and motivated. 

Understand the strategic thinking and practical processes involved in providing and 
maintaining excellent service including: 

* Strategic market segmentation and positioning 
e Information technology and re-engineering 

¢ Knowledge Management 

e Change Management 

¢ Alliances and networks 


For further information visit the INSEAD website: www.insead.edu/executives or e-mail 
monica.lopez@insead.fr 


Enrichment through Diversity 


Europe Campus: Asia Campus: 
exec.info@insead.fr execed@insead.edu.sg 
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yourself 


MBA Programmes 


For further information call At City University Business School we believe an MBA is an Investment in your future. 
Liz Taylor or Sarah Finch on 
+44 (0) 20 7040 8607/8 

or email: 
cubs-postgrad@city.ac.uk While you receive a broad base of interpersonal skills, you can also major in: 


Our City of London location puts you at the heart of one of the world’s most prestigious 
business centres, where the networking opportunities are unmatched. 


e General Management 

e Finance 

e Management of Technology/E-Commerce 
è International Business 


It all adds up to an opportunity that will make a difference to your future career. 


Why not invest a little time and contact us for details of our Full and Part-time 
MBA Programmes? 


www.business.city.ac.uk Please quote Ref: 1506/EC. 


e City University The University for business 
3 U Y Business School and the professions 


London 










CEIBS There is only Í fast and accurate way to 
ia i, get into China 


As a new expatriate in China, you need to shape your skills and experience to this 
difficult and uncertain environment. You need to do it fast and do it right the first time. 


The China Expatriate Programme (Sept. 7-11, 2001) is run by CEIBS, the lead- 
ing business school in China, and will again draw clients from around the world. This 
unique, comprehensive course will enable participants to adapt to the Chinese busi- 
ness and cultural environment. All aspects of the programme, such as people 
management, marketing and cross-cultural issues, are designed to provide better 
and faster results for the participating companies in China. 


CEIBS's world-renowned faculty possess an unequalled academic expertise as well 
as a wealth of experience in China. 









Ask a colleague ? 
Learn from mistakes ? 


Talk to a friend? 








“On the whole the programme provided an appreciative insight into the chal- 
lenge for an expatriate in China.” 

Ben Chiew Beng Ho, Vice President, Wieland Metals Singapore 

China Expatriate Programme 2000 


Go to a library ? 
Join CEIBS' China Expatriate Programme ! 







r more information on China Expatriate Programme and CEIBS, please visit our website 


www.ceibs.edu or contact Nell Gao / Virginie Meyniac Tel: (8621) 28905190/ 
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THE WORLD 
IN YOUR CLASS 


Committed to being an international center of excellence 
for management education, Rotterdam School of 
Management is the Graduate School of Business at 
Erasmus Universiteit Rotterdam in The Netherlands, 





INTERNATIONAL MBA PROGRAMS 





The Rotterdam School of Management s Full-time MBA 
(General Management) and MBA/MBI (plus Information 
Technology) bring together participants from 50 countries 
for an intensive 18-month “hands-on” approach to 
management, taught entirely in English. Work experience 
is required. 


For working professionals with at least four years of 
experience, RSM offers 2-year Part-time International 
MBA and MBA/MBI Programs. Courses are usually held 
on Friday evenings and Saturdays every other week. The 
curriculum includes study trips abroad. 


EXECUTIVE PROGRAMS 


The Rotterdam School of Management also offers 
Open Executive Courses, tailor-made In-Company 
Programs and Consortium Programs. 


P.O. Box 1738, 3000 DR Rotterdam 
The Netherlands 
Phone: +31-10-408 2222 i 
Fax:  +31-10-452 9509 RS M€ t 
E-mail: rsm/(@rsm.nl on , j 

Rotterdam School of Management 
Internet: www.rsm.nl Erasmus Graduate Schoo! of Business 
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MBA of the Ecole nationale des ponts et chaussées, 


(founded in 1747) 
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The MBA programme at the Ecole nationale des ponts et chaussées, one of the most pres- 
tigious Grandes Ecoles in France located in the heart of Paris, offers full-time (15 months) 
and part-time (2 years) MBA courses, both taught in English. This is an international, 
innovative and entrepreneurial programme fostering a strong sense of ethics, a multicul- 
tural dimension in management, and the impact of new technologies on business. 


Global Í IMON 


Participants have the possibility to 
combine their studies in Paris with 
exchange programmes and professio- 


nal experience in a foreign country 
(in the United States, Europe and Asia). 


Business De velopment 


and New Te hnologies 

The curriculum also emphasises the 
innovative use of technological 
capabilities to differentiate pro- 
ducts/services, enhance competitive- 
ness and manage more effectively 
the organisation. 


International Faculty 

The MBA faculty consist of outstan- 
ding professors coming from the best 
Business Schools world-wide and 
entrepreneurs with an international 
reputation in their area of expertise. 


Multicultural Environment 
Each intake is made up of around 70 


participants representing an average of 
27 nationalities from 5 continents. 


Each participant customises his/her own 
curriculum based on his/her own past 
experience and professional objectives, § 

2 





If you are interested in excellent training 
and a career in International Finance, 
we shall be pleased to send you our 
information package. The application 
deadline is July Ist, 2000. 


PART-TIME & FULL-TIME PROGRAM W Taught by our internationally renowned 
faculty and regular visiting professors 

@ A mixture of rigorous scholarship and 
practical applications. Innovative 
program combines professional and 
academic excellence, granting 
participants direct access to financial 
skills not easily acquired elsewhere. 

m Highly international participant group 
representing all major spheres. 
Participants have clear ambition and 
potential to work in the finance field. 

E Full-time (ten month) or part-time 
(eighteen month) program 

W Situated in one of the world’s leading 
international financial centers 

m Limited number of (partial) fellowships 
available for the fulltime program 


“a strong knowledge base of sharply 
focused skills and a truly international 
teamwork experience...” 


INFORMATION 

Master Program in International Finance 
Attn: Mrs. S. de Brieder 

Roetersstraat 11 

1018 WB Amsterdam 

The Netherlands 

Tel: +31-20-525.4388 

Fax: +31-20-525.5092 

Email: mif@fee.uva.nl 
http://www.fee.uva.nl/mif 


The Master Program in International 

Finance provides: 

E A thorough understanding of the 
complexities of international finance for 
aspiring finance professionals whose 
careers require an in-depth 
understanding of the issues involved 

E A specialised (optional) track in 
Mathematical Finance allows students to 
acquire advanced skills in financial 
engineering. 








UvA EJ DE UNIVERSITEIT VAN AMSTERDAM. 
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Courses 101 


KINGSTON 


BUSINESS SCHOOI 





Discover the 
future of 
E-Business 


MSc in 


Business ; ; 
wat An MBA is for life... 
Information 
A life without boundaries. As barriers between 


Technology industries break down and business is 


increasingly conducted across national and 


Significant changes to the internet regional borders, you need an MBA which 
and associated technology will 


bass Salk haea cn badiak prepares you for managing in a global market. 





We'll prepare you for the future The Henley MBA is held in high regard around 


by developing your knowledge of the world - no wonder, with over 6000 studying 
key concepts, emerging technology 


ee the programme in 50 locations. And Henley 
and design possibilities. Pere 


supports your development post MBA and 
For more information and dates PPE NERENS E 
of interviews please: continues to refresh your knowledge base and 


Telephone: +44 (0)20 8547 7248 update your management skills. 
e-mail: T. Day@kingston.ac.uk 


http: //mscbit.kingston.ac.uk The Henley MBA 
KINGSTON learning without 
UNIVERSITY frontiers 








Designed for a global business world, the Henley 


MBA is available in Executive Full Time, 


INTERNATIONAL 
WEALTH MANAGEMENT 
EXECUTIVE MBA 


Modular Two Year, Flexible Evening, and 
Distance Learning (electronic learning) formats. 
Choose the mode to suit your needs - wherever 


you are! 


> A dual degree Executive MBA program by 
renowned US and Swiss universities. 

> Geared specifically to senior private bankers and 
executives from the wealth management industry. 

> 15 weeks spread job-concurrently over two years, 
held in Switzerland and in the USA. 

> Taught exclusively in English by an inter- 
nationally renowned faculty. 


A joint Program by: 

USA: Carnegie Mellon University 

CH: Swiss Banking School 
University of Geneva 
University of St. Gallen sh 
University of Zurich — 


© 
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Tel: +44 (0) 1491 418803 Fax +44 (0) 1491 418899 


MANAGEMENT COLLEGE 


For further information please contact: 
Swiss Banking schog 


mba @benleymc.ac.ur 


www. benleyme.ac.uk 





WEMBA@SwisBan ingSchool. che WEMBA.ch 
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Recognized as one of tthe world's most flexible 
Distance Learning MBA/Master's or DBA/Ph.D. 
programs. No bachelors degree required for the 


(or Master's for DBA) if you have significant work 
experience, No time limits, minimum or maximum. MBA 
usually takes one year, DBA two, Transfer students 
welcome, You will not have to study material you 
already know or do not need, No exams, instead you 
write papers. Learn from successful business 
leaders/authors (many are millionaires). Fa 
members wanted. Rushmore University, 1-800-662- 
7622, ec@rushmore.edu, www.distancemba.com 





International University Menéndez Pelayo 
in Barcelona (uly, 2001) 
Spanish language courses 


cultural activities: conferences, concerts, expositions, theatre... 
Tel: +34932687909 www.cuimpb.es 












Postgraduate Training Opportunities in 
Applied Economics 


Full-Time and Part-Time 
MSc Business Economics, Finance and Banking 


















MSc Business Economics 
MSc Local and Regional Economic Development 
MA Economics for Business 
Full-Time 
< MSc Fisheries Economics 
3 MSc Fisheries Planning and Development 
MSc Aquaculture Economics 


All these pathways may also be taken at the Postgraduate Certificate 
and Postgraduate Diploma levels. 


© rebecca.waddington@port.ac.uk 






@ 023 9284 4602 


Portsmouth 






© www.port.ac.uk 








THE UNIVERSITY 
OF BIRMINGHAM 


THE 
BIRMINGHAM 
BUSINESS 
SCHOOL 


UniS 


University 
of Surrey 


Virtual MBA 


Unparalleled quality, 
outstanding teaching, a 
world-class research base, 
a thriving postgraduate 
community, a free Toshiba 
laptop — and you don't 
even have to attend! 


Call today go fu rther 


Freephone: 0800 052 3972 


SeMS, University of Surrey, Guildford, Surrey GU2 7XH 
Telephone: +44 (0) 1483 879347 Fax: +44 (0) 1483 879511 
Website: www.sems.surrey.ac.uk 


Virtual learning 
HO ATTENDANCE REQUINED ` 


SeMS 


The postgraduate 
business school of 
the University of Surrey 









COLLEGE DEGREES 
DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S., M.S., Ph.D. Many fields. No classes 

NO COST evaluation! Send resume 


FAIRFAX UNIVERSITY 






Home Study Degree Program 


Established in 1986, Fairfax University 
in the USA offers mid-career/senior 
professionals accelerated, fast track, 


6400 UPTOWN BLVD NE + SUITE 398-W 
Dept. 34 ALBUG., NM 87110-USA 
dogam H Mira edu 

1-800-240-6757 
ONLINE OPTIONS 






s 






Tel: 44 (0)121 414 6693 





distance-learning,home-study 
programmes at the Bachelor's, 
Master's and Doctoral degree levels in 
many subject areas. Intemational 
faculty. Credit for prior learning/ Readers are recommended 
experience/published works. Assess- to 
ment based on projects/ 
assignments No residency 
requirements. Year-round admissions 
advertisement. The Economist Newspaper 
any person for 


For details: Email: info@fairfaxu.edu Limited shall not be liable to j 
Tel: 225.295.5655 loss or damage incurred or suffered as a result 
Fax:225 298 1219 of his/her aci epling or offering to accept an 
Web site: www. fairfaxu.edu 





make appropriate enquiries and take 


appropriate advice before sending money 


incurring any expense or entering 


binding commitment im relation 


invitation contained in any advertisement in 
the Economist 





For Life, Work and Academic Experience 
Degrees for people who want to be more effective 
and secure in their Jobs or Professions. 

Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by utilizing your r 
life and work expenernce. equivalent credits are given tor your 
job, military, company training, industrial courses, seminars and 
business experience. We accept university credits no matter when taken. 

Not Accredited by an agency recognized by the U.S. Secretary of Education. 

Our graduates are recognized for their achievements in business and industry 
We will assist you in completing your deqree requirements at your Own pace 
through home study 


Since 1976 detailed resume for a SURAT 


24.000 Pacific Western University 
Alumni 1210 Auahi Street, Dept. 137, Honolulu, HI 96814-4922, (808) 597-1909 


Worldwide USA CALL: (800) 423-3244, ext. O UK: 0800-960-413, ext. 0 


Fax: (310) 446-5288 e-mail: admissions(@pwu-hi.ed http: WWW, pwu-M.eduu 


University 


Education 





The Executive MBA 
educates managers from all over the world 
taught in 8 intensive modules each lasting for 7 days 
or by evening study 
entry points in January, April, 
flexible — a minimum of two modules a year 
Birmingham faculty teach in the UK and Singapore 


June and September 


‘Developing global competence 
for a changing world’ 


Full time MBA programmes: 
MBA International Business 
MBA International Banking and Finance 





) 
Oc non oe 


The European MBA with ESC Montpellier 


HTTP: Email: MBA(@bham.ac.uk 


Fax: 44 (0)121 414 3553 


‘www.bham.ac.uk/business 
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Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 


A UNIQUE TOTAL IMMERSION PROGRAM 
8 ‘/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 


ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts July 2, Aug.6 and all year 
06230 Villefranche/Mer EF16 , France, Tel.: (33) 493 01 88 44 Fax: (33) 493 76 92 17 
www.institutdefrancais.com 


ADULTS, EARN YOUR 
DEGREE AT HOME IN 
B-M-Ph.D JUST ONE YEAR! 


WASHINGTON INTERNATIONAL UNIVERSITY 
Since 1995-in most fields- Your 


American Instructor will help with 
your studies.- INTERNET library 
Students from 112 countries. 
5.C.C.-P.0.Box 61707 K.0.P.,PA. 
19406-USA fax: 610 205 0960 
e-mail: admissions@washint.edu 


Intensive 12-Month M.S. in 


COMPUTATIONAL 
FINANCE 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 


from business to 
e-business@MSM 


The Maastricht School of Management (MSM) is 

a leading edge Global Business School. It was 
founded at the Netherlands’ premier engineering 
school, Delft, in 1952, and has pioneered business 
education programs worldwide. Since the late 80’s, 
the school has been located in the European Treaty 
City of Maastricht. 


The MBA Business and E-Business focus are 
now both established at MSM, with programs 
in Accounting & Finance, Corporate Strategy & 
Economic Policy, Globalization and E-Business 
& Information technology. 


For information about MSM’s Executive Education, 
MBA, Ph.D and DBA programs, surf to our 
website: www.msm.nl 


Maastricht School of Management (MSM) 
P.O.Box 1203, NL-6201 BE Maastricht 

Voice: +31.43.387 0808, Fax: +31.43.387.0800 
E-mail; kerkhofs@msm.nl! 


MaM MAASTRICHT SCHOOL or MANAGEMENT 





Travel 
# "LONDON'N 


a Quality serviced apartments offering best value a 
for money. Our apartments offer great savings 
compared to hoteis. Fully serviced, private 
a bathroom, kitchen, TV, telephone, central ibi 


SRI LANKA 


Tours organised to suit your 
requirements and budget. 











a heating. elevator w 
E EE N NE Beach Holidays, Cultural, Wildlife, 
@ Tourist Poara Approved u Nature, Sports and Adventure Tours. 
w ggg y eee Gard eee E Special Occasions, Honeymoons, 
w South Kensington, London SW7 4DG, UK Weddings, Conferences and Corporate 
www.ashburngardens.co.uk Travel. 


E = info@ashburngardens.co.uk E 
Tel: ++44 207 370 2663 
LS Fax: ++44 207 370 6743 I 
BEBEBEEEE & 
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For personalised service contact 
www.highelmstravel.com 





Appointments 


European Agency for Reconstruction 


The European Agency for Reconstruction, with its Headquarters in 
Thessaloniki and Operational Centres in Pristina, Belgrade and 
Podgorica, is the implementing body for reconstruction programmes 
funded by the European Union in the Federal Republic of Yugoslavia. 
We are looking for an expert (‘Temporary Agent’ contract), who must have 
e the citizenship of one of the Member States of the European Union, 
e fluency in written and spoken English, and 
e preferably some experience of working in the Balkans and/or post- 
conflict or transition situations 
and to whom we typically offer an 18-month contract (with the possibility 
of renewal) and a competitive salary package. 


PROGRAMME MANAGER. ENTERPRISE DEVELOPMENT 
(Ref No: PRI 014/AT) 


The programme manager will work in the Agency's Enterprise 
Development Sector team in Pristina. The team of one international 
programme manager and one local technical assistant is responsible to 
design and manage the Agency's assistance programmes in the enterprise 
development sector. 


Tasks: Acting under the guidance of the Agency's Head of Operations 
Division for Kosovo, the programme manager duties include: acting as a 
professional advisor to the Agency, identification of projects to be funded, 
drawing up the terms of reference for tenders and contracts, participation 
in tender evaluation committees, taking all necessary trouble-shooting 
actions to ensure project progress is in accord with targets set, as well as 
participation in the planning and management of new assistance 
programmes. 


Specific tasks of the programme manager will include: 


e Assess and prepare the overall programme and the individual 
project requirements in the enterprise development sector. 
Be in constant contact with governmental authorities (UNMIK at 
central and municipal levels), other implementers, and technical 
assistance teams. 
Represent the Agency at a range of meetings, including those for 
donor co-ordination 
Ensure the maximum participation of key local actors in sector 
programmes, and promote local capacity building. 
Undertake field visits to monitor project progress. 
Participation in the technical and financial evaluation of tenders for 
services and supplies, as relevant. 


Job Profile: See general introduction. Furthermore, applicants should be 
able to think laterally and have an ability to prioritise and identify 
comparative advantages. Applicants need to be team players with 
good interpersonal and negotiating skills. It is important that the 
programme manager is able to work quickly against tight time 
constraints and be very adaptable and flexible in their approach, 
S/he will also need to be prepared to work in sometimes-difficult 
conditions. Apart from fluency in English, knowledge of other EU 
and local languages would be an advantage. 


Other specific requirements are: 


e Possess a university level degree and preferably also a postgraduate 
degree(s), typically in economics or business management. 
Minimum of ten years of relevant professional experience, which 
must include significant experience of economic development in 
transition economies and working experience with international 
organisations and/or multilateral/bilateral donors. 

Experience with micro-enterprise, SME and industrial credit 
facilities, 

Knowledge of SME development including support structures at 
central and local level and business advisory services. 

Experience with industrial sector diagnostics and institutional 
strengthening to support privatization. 

Knowledge of trade and investment issues in transition economies. 
Experiential knowledge of procurement and general contracting 
rules and procedures (knowledge of EC rules and procedures is an 
advantage) 

Computer skills, including EXCEL, WORD and other software. 


Applications including detailed Curriculum Vitae, an email cover note, 
and indicating the job reference number, should be sent by e-mail only, 
and in English only to: admn@ear.eu.int 


The Agency is an equal opportunity employer and encourages 
applications trom women. 


Applicants will be short-listed on the basis of their CV's, and these 
candidates will be invited for an interview. 


Deadline for the submission of applications: 01 July 2001 
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UNIVERSITY 


RADFORD 





/ Ç 
fe B) 
a” 

EQUIS QN 


School of Management 





Chairs in Accounting/Finance, OB/HRM, and Strategy 





As part of our growth strategy we are seeking to appoint additional professors in three of our subject groups - 
Accounting/Finance (Post ref: AMN008), OB/HRM (Post ref: AMN011), and Strategy/International Business (Post ref: AMN012). 
In each case there could be the opportunity to take on leadership of that group. 


We are looking for people with proven track records in research and the ability to exercise strong research leadership in their field. You will be enthusiastic about 
our wide range of teaching programmes - undergraduate, specialist Masters, MBA, DBA, PhD and executive education, both in the UK and overseas. And 
you will want to work in a leading business school that is dedicated to breaking new ground in management education and research. The School campus 
(previously known as the Bradford Management Centre), in a 14 acre parkland setting, is one of the most attractive business school campus sites in the UK, 
with excellent facilities. We expect to pay realistic salaries and make available research assistantships and research studentships to the successful applicants. 


Applications from women, people from minority ethnic communities and people who have a disability are particularly welcomed in accordance with the 
University’s Equal Opportunities Policy and commitment to ‘Confronting Inequality: Celebrating Diversity’. People wishing to job share are encouraged to apply. 


Informal enquiries about these appointments can be made by contacting Professor Arthur Francis, Director and Dean of the School of Management: 


telephone: 01274 234370. 


Further information, including how to apply, is available on the University’s recruitment website: www.bradforduni-recruitment.ac.uk, or alternatively 
(quoting the appropriate reference number above), by e-mail: personnel-g6@bradford.ac.uk; fax 01274 236220 or telephone: 01274 233105. 
(Hearing impaired applicants only: 01274 235807). 


Closing date: Friday, 13 July 2001. 


ActionAid works in more than 30 
countries in Africa, Asia, Latin 
America and the Carribean to 
listen to, learn from and work in 
partnership with over 5 million 
poor people to help them realise 
their potential and secure their 
basic rights of food, water, 
education, healthcare, and the 
chance to earn a living. 


We believe that by fighting 
poverty together — working with 
poor local communities, national 
governments and international 
organisations — we can help bring 
about real and lasting change to 
the lives of poor people. 


CVs with covering letter and 
names of two referees should 
be emailed to 
Jobs@actionaid.org.uk 
PLEASE QUOTE THE 
APPROPRIATE REFERENCE 
NUMBER. Please note, only 
shortlisted applicants will be 
contacted. 

Charity no. 274487 


Confronting Inequality: Celebrating Diversity 


regional director - 


africa based Harare 


C£35,000 pai (after tax + housing & benefits) 


ActionAid is looking for a visionary leader with a strong 
belief in social justice and positive civic action to join 
our International Directors’ team during a period of 
exciting change. This is a senior position in the 
organisation, reporting to the Chief Executive. 


ActionAid currently works in about 20 of the poorest 
countries in sub-Saharan Africa. Together with our 
Country Directors and their national teams you will 
ensure that we make a distinct and sustainable 
contribution to the eradication of poverty and injustice 
in the region. You will represent the Africa region 
internationally, provide strategic direction and build on 
the existing programme and innovative organisational 
culture. 


Your strong record of leading civic action for 
empowering the poor at the micro and macro levels 
within the African context will have developed your 
understanding of the causes of poverty, gender 
inequities and marginalisation in Africa. At least five 
years senior management experience in initiating and 
managing change processes, and strong links with the 
African women's movement and key development 
actors in the region are critical to success. 
Ref: 0105-01. Closing date 15 July 2001. More 
information about this post is available on 
www.actionaid.org. 





campaign head 


ELIMU - international education campaign 


£22,956pa 

A dynamic leader with considerable project 
management skills is required to co-ordinate our 
International Education Campaign (ELIMU), currently 
involving ActionAid staff in 18 countries. 


As Campaign Head you will provide strategic direction 
and leadership to the international campaign and 
ensure implementation of agreed plans through 
participation in international networks, coalitions and 
policy advocacy forums. 


This is an exciting opportunity for an outstanding 
communicator with experience of developing and 
implementing participatory and empowering advocacy 
Strategies to turn our Campaign goals into reality. You 
should possess excellent leadership and project 
management skills and be able to work within a multi- 
locational, horizontal team on one of ActionAid's key 
policy Campaigns. 


The post may be based in any location where there is 
an existing ActionAid office with significant support and 
inputs into the Campaign and where international 
telecommunications and travel facilities are readily 
available. Ref: 0105-08. Closing date 29 June 2001. 
For an informal discussion about the post, please 
call Koy Thomson on 0044 20 7561 7561 or 7316 


act:onaicd 
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Executive Jobs 
$50,000-$1 Million + Pkg 
“Targeted Resume Mailings 
64.1 Million Co. Database-39 Countries 


** WORK IN USA ** 
195,000 Employment VISAS Available! 
IT PROFESSIONALS, ENGINEERS, ARCHITECTS, 
ACCOUNTANTS, PHYSICIANS, TEACHERS, ETC.. 
TOP Positions, Salaries & Benefits 


4 Year Coliege Degree Required! 
Visit us Online for Job Opportunities! 


Affiliates (Recruiters) Welcome!! 


www.GreenCardSpecialists.com 


accepted $175K+pkg as V.P. 


CENTRE FOR CRIMINAL JUSTICE ECONOMICS 
AND PSYCHOLOGY 


Applications are invited for two positions in the newly established 
Centre for Criminal justice Economics and Psychology. The Centre has 
been established in partnership with the Home Office to conduct 
research aimed at helping to reduce the impact of crime on society. 
The Centre is linked to the Department of Economics and Related 
Studies, and the Department of Psychology of the University, both of 
which have an international reputation for high quality research, These 
departments will provide academic support and opportunities to work 
with colleagues in each discipline and there will be opportunities to liaise 
with Home Office researchers. 


Senior Economist 
Ref: 14/6052 


The Senior Economist will work in co-operation with the Director of the 
Centre in managing a small team of economists and psychologists in 
developing an innovative approach to criminal justice research. This post 
offers an opportunity to be at the forefront of development of an 
emerging discipline of Criminal Justice Economics. You will be expected 
to develop new ideas and methodologies, and to manage and quality 
assure the economics contribution of the team. Publication of research 
is encouraged by both the Home Office and the Centre. 


You are not required to have had any previous experience in the criminal 
justice field, but should be an experienced economics researcher with 
proven analytical ability and skills to develop and apply analytical tools 
(some of which may, with suitable adaptation, exist in other fields of 
application such as health economics). 


The post is available immediately for a period of 36 months and 
thereafter on open contract. The salary will be on Grade IV of the scales 
for research staff (minimum £37,493 per annum), with the possibility of 
a Professorial appointment and appropriate rates of salary for suitably 
qualified candidates. 


Research Fellow - Economics 
Ref: 14/6053 


You will be part of a small team of economists and psychologists 
working to develop an innovative approach to criminal justice research. 
You should hold or be near completion of a PhD/DPhil in economics. 
Experience of criminal justice issues is not essential, This is a developing 
subject area and skills acquired in related fields will be of value. Sound 
knowledge of research design, data analysis and evaluation is essential. 


The appointment is available immediately for a period of up to 36 months 
and the salary will be in the range of £19,482 - £30,967 per annum on the 
scales for research staff. 


Informal enquiries about both posts may be addressed to Professor 
Cynthia McDougall, tel: 01904 434880, email: c.mcdougall@cj .york.ac.uk 


For further particulars and details of how to apply, please write to the 
Personnel Office, University of York, Heslington, York YO1O SDD, 
email: jobs@york.ac.uk quoting the appropriate reference number or see: 
http://www. york.ac.uk/admin/persn/jobs/ Closing date: 6 July 2001, 





THE UNIVERSITY 0f 
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z *$80k Exec. mailed 3k letters. Had 21 calis, 3 olors & 


"$230k Exec. unemployed, mailed 12k letters. Had 
42 calis, 3 offers and started at $325k+pkg as C.F.O 
Job Finder 


Executive 
Phone: 1.415.383.6200 Fax: 1.415.388.5164 
www. ExecutiveJobFinder.com 
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JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: Email: 
USA/Canada +1 2024781698 cpamerica(aicareerpath.co.uk 
Europe +44 20 75048280 cpeurope(@careerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia(@bkk.loxinfo.co.th 


i 


National University of Ireland, Galway 
Ollscoil na hEireann, Gaillimh 


Applications are invited for the following full-time permanent post: 


Junior /College Lectureship in Economics 


The appointee is expected to contribute to the general teaching of 
the Department, including a graduate programme in Economic 
Policy Evaluation and Planning. He/she will also contribute to the 
research activity of the Department through linking into existing 
projects, for example, in the newly established Environmental 
Change Institute, and/or developing new lines of research. 


Applications are invited from all areas of the discipline, from 
neoclassical economists and from candidates approaching these 
issues from institutional or other non-orthodox perspectives, 
However, the Department would like, in particular, to attract 
candidates who have good quantitative skills and whose teaching and 
research interests include one or more of the following: 
Environmental Economics, Natural Resource Economics, Rural 
Development, Regional Development. A good knowledge of the EU 
economy and EU policy and practice in these areas is considered 
desirable. 


Applicants should have a postgraduate degree in economics (a Ph.D, 
is considered desirable), have good communication skills and 
demonstrated teaching and research capacity. 


Although it is desirable that the successful candidate take up his/her 
appointment at the earliest possible date, the starting date and terms 
are negotiable with the Department Head. 


Further information on the post and the Department of Economics 
may be obtained from Professor Michael Cuddy: 
Tel: +353-91-750324; Fax: +353-91-524130; 
Email: michael.cuddy@nuigalway.ie or from the Department of 


Economics Web Page at www.nuigalway.ic / ecn 


Closing date for receipt of applications is Friday, 13th July, 2001. 


Candidates should submit six copies of their Curriculum Vitae with the names 
and addresses of at least three and not more than five referees to: 


The Personnel Office, 

National University of Ireland, Galway, Ireland. 
Tel: +353-91-512069; Fax: +353-91-750523; 
Email: personnel @mis,.nuigalway.ie 
Website: bttp: / / www.mis.nuigalway.ie / Personnel 


National University of Ireland, Galway is an equal opportunities employer. 





x “Overseas. 


| ‘Britain’ S leading independ 
-think-tank on. international — 
-development and humanitarian issues 


institute 


Research Fellowships at ODI- 


Our programmes are growing, and these three posts provide the opportunity to- 


share the excitement of combining research, policy advice and public affairs, at 
the leading edge of international development and humanitarian policy. The three 
posts are: 


* Aid and Public 
Expenditure 


Humanitarian 
Policy 


public sector budget planning and management or 
public sector reform or sector wide approaches 


contributing from substantial field experience to HPG’s 
research and advisory programme on humanitarian 
aid Policy, Politics and Principles 


from any perspective, but preferably global policy and 
institutions or national and transnational water conflicts or 
water and livelihoods 


Details on our web-site (www.odi.org.uk): for all these posts, we need a post- 
graduate degree, a strong research or policy record, good international 


Water Policy 


experience (5 yrs min), and outstanding writing and communication skills... 


. University salary scales, senior for the right people. 


Further details and an application form can be obtained from the Personnel Dept (Ref PD), 


ODI, IH Westminster Bridge Road, London SEI 73D. Fax +44 (0) 207 922 0399, 
E-mail; p.douglas @adi.org.uk Closing date: 6 July 2001 


ODI is an equal opportunities employer Charity Reg. No, 228248 


Department for 
International 
Dev elopment 


lead on competition policy within the Department for 


competition policy and law in developing countries. 


action and.stakeholders at the domestic, regional and 
multilateral levels, bearing in mind developmental 
considerations, participate in competition policy and law 


the next WTO (World Trade Organisation) round of trade 
negotiations. 


The consultant must: 
¢ Be a law or economics graduate or hold an equivalent 


professional qualification 


economics 


of which must be in the public sector (for example, in a 


Fulfilling Britain’s commitment to 1 world po verty M. 


The Department for Internationa! 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 


internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 


|| Development | 


The Private Sector Policy Department (PSPD), which takes the 


International Development (DFID), is seeking the services ofa 
consultant for up to 150 days during the period of 12 months 
commencing in late July 2001. The consultant will advise PSPD 
in developing and implementing its strategy to promote good 


The consultant will be expected to provide professional advice 
on competition policy issues and projects, identify key areas of 


events, draft and present expert papers and advise on how to 
garner support for the inclusion of competition policy as part of 


¢ Have significant expertise in competition policy, law and/ or 


* Have a minimum of 5 years relevant work experience, some 


governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Mast of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Sal 
but we also work elsewher 
Latin America and in Centraf 


aes "Sepang Community Action on AGS in Developing Countries 


| The International HIV/AIDS Alliance supports community action on AIDS 
| in developing countries. As a result of staff promotion and the growth of 


our work, we are recruiting the following positions in our Brighton-based 


| UK secretariat: 


Regional Co-ordinator: Asia and Eastern Europe 
@ £40-45,000 plus benefits. 
Programme Officer: Asia and Eastern Europe 
@ £26-29,000 plus benefits. 

Chief Finance Officer 
@£35-45,000 plus benefits. 


Programme candidates for Asia and Eastern Europe should have strong 
technical skills in community based HIV/AIDS programming, consider- 
able working experience from a broad range of countries in the region, 
excellent English and proven management skills. 


| The Chiet Finance Officer should be familiar with International donors 


and have at least 5 years relevant experience. 
For further information on all positions please email mharrington @ aid- 


_ galliance.org or write to: 


International HIV/Aids Alliance, 2 Pentonville Road, London, Ni 9HF, 
Closing date for applications is 12.00pm on 20th June 2001. 


CONSULTANCY ON 
COMPETITION POLICY 


competition authority or in a government ministry or agency 
responsible for competition matters) and/or in an 
international organisation 


* Possess a sound understanding of the formulation and 
enforcement of competition law and policy, preferably gained 
through experience of working in or closely with a 
competition authority 


e Have a good understanding of the linkages between 
competition policy, efficient markets, investment, regulation 
and development 


e Have experience of working in a developing country or region 
it will be highly desirable if the Consultant also has: 
* Experience of organising/providing technical assistance on 


competition matters to developing countries (especially in 
Sub-Saharan Africa and/or South Asia) 


e Knowledge of the UK’s (DFID) programme on international 
development, particularly with respect to the White Paper 
commitments on competition and investment 


¢ Knowledge of the work carried out by multilateral fora in the 
field of competition policy (especially the issues and 
procedures raised within the WTO Working Group on the 
interaction between Trade and Competition Policy) 


Detailed terms of reference can be found on DFID’s website www.dfid.gov.uk/public/working/pspd_tors.html! 
interested candidates should submit a detailed CV (including names of two referees), together with a covering 
letter demonstrating how they meet the specified requirements for this consultancy, to: Margaret MacDonald, 
AH 409/2, Procurement Department, Department for International Development, Abercrombie House, 
eee Road, East ela ag G75 SEA ee ieee hours < on ae e 2001. 


Europe. 

DFID is committed to a policy of egual 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and disabled people. Selection 
is on merit. 


ran Africa, 
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Appointments 


| ternational 
iversity 


in Germany 


The International University 

in Germany (IU) invites applications 
for the following position in its School 
of Business Administration: 


Professorship in Accounting 


Candidates should possess a doctorate in Accounting. They should 
have a particular interest in International Accounting, as well as 
a strong research and teaching record with clear managerial focus. 


The successful candidate will establish our Accounting Department 
and develop course curricula in both the MBA and BBA program. 
Appointment would ideally start September 2001. 


Applications should be sent by 6 July 2001 to: 


Prof. Dr. Tomas Bayón 

Associate Dean, School of Business Administration 
International University in Germany 

D-76646 Bruchsal, Germany 

Email: Tomas.Bayon@i-u.de 








The International University in Germany is a young, expanding 
English language university committed to excellence in teaching 
and research in its chosen specialisations of Business Administra- 
tion and Information Technology. Its teaching approach is multi- 
cultural and open to innovation. Based in Germany's high-tech 
heartland of Baden-Wiurttemberg, the University has established 
outstanding links to local industry. Carefully chosen international 
academic partnerships have contributed to the University's growing 
world-wide reputation, 

Visit our web page: http://www.i-u.de 


Health Economics 
Research Unit 


Director and 
Professor of Health 
Economics 


ree The Chief Scientist Office of the Scottish 

SEISMINE Executive and the University of Aberdeen wish to 

OFFICE appoint a Professor of Health Economics who 
will be the Director for the Health Economics 
Research Unit 


We are seeking an individual with an extensive record of high quality 
published research in Health Economics and a good public profile 
in the field. Applications are also invited from economists working 
in related fields (eg. labour, industrial and public economics) who 
are prepared to specialise in the health field. The candidate must be 
a research leader and manager, able to increase levels of responsive 
funding from Research Councils and other funders. Excellent inter- 
personal skills are essential and knowledge of the National Health 
Service and sympathy with its aims and ethos are desirable 


This is an established post, based at the University Medical School. 
The appointment will be on the professorial scale. Interviews will 
be held in late August/early September 2001. For an informal 
discussion about this appointment or to arrange a visit please 
contact: Professor Stephen Logan, Vice-Principal and Dean of the 
Faculty of Medicine & Medical Sciences (Tel: 01224 273054, Email: 
§.d.Jogan@abdn.ac.uk) or Professor Alan Maynard, Honorary 
Professor in HERU (Tel: 01904 433645, Email 
akm3@york.ac.uk). 


UNIVERSITY 
OF ABERDEEN 


4 9 5 Application forms and further particulars are available from 


the Human Resources Office, University of Aberdeen, King's 
College, Aberdeen AB24 3FX, telephone 01224 272727 
quoting reference number MPHO27A. A 24-hour answering 
service is in operation. The closing date for applications is 
17 August 2001, 

An Equal Opportunities Employer 
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SFR 


www.ConstructionFutures.co.uk 


Senior Economist and Graduate Economist London 
Construction Forecasting & Research Ltd (CFR) is a leader in 
economic analysis of the construction and related industries. 
We produce a range of forecasts and reports for the UK and 
Europe and conduct surveys. Our consultancy practice is 
varied ranging from market research to skills issues. 


As part of our expansion plans, we are looking for a senior 
economist to deploy their professional skills and to help in 
developing the business. The successful candidate will have a 
minimum of five years experience in business-related 
economics, including consultancy experience. Knowledge of 
the construction or related sectors would be welcome but is 
not a pre-requisite. He/she will have good writing and 
presentation skills, be able to operate as part of a team and 
work to deadlines. A competitive package and rewarding long- 
term career prospects will be offered. 

We also require a graduate economist to join the team. 
You will need strong academic qualifications and the ability to 
work well with others. Variety is guaranteed and proven 
ability will lead rapidly to project and client management. 


Please apply in writing before 29 June to Alan Armitage, 
Managing Director, Construction Forecasting and Research 
Ltd, Vigilant House, 120 Wilton Road, London SWIV IJZ or 
to alan.armitage@which.net 


Note both posts require UK work permits and are based in 
London. 


LONDON SCHOOL OF HYGIENE & 
TROPICAL MEDICINE 


Health Economics and 
Financing Programme 


LECTURER IN 
ECONOMIC EVALUATION 


RESEARCH FELLOW IN 
ECONOMICS OF MALARIA 


The Health Economics and Financing Programme is 
one of the world's leading groups undertaking applied 
health economics research in developing countries. 
We are seeking to recruit two highly motivated and able 
health economists, one to work on economic 
evaluation and one on economics of malaria. 
Successful applicants will be seeking to develop or 
expand their research career, and be committed to 
working on developing country issues. Posts are 
for 2 years. Enquiries to Professor Anne Mills, 
tel: 020 7927 2354 or e-mail: anne.mills@Iishtm.ac.uk 


Further particulars and details of how to apply are 
available from the Personnel Office, LSHTM, 
Keppel Street, London WC1E 7HT (Tel: 020 7927 2203; 
Fax: 020 7636 4771; e-mail: personne!l@ishtm.ac.uk). 
Please quote reference AM3 for the Research Fellow 
post or AM4 for the Lecturer post. Closing date for 
receipt of applications: 30 June 2001. 


The London School of Hygiene & Tropical Medicine is 
an equal opportunities employer 
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DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 





Framework Convention 


on Climate Change 






EDITOR 


Intergovernmental and Conference Affairs Programme 









The United Nations Framework Convention on Climate Change is seeking a 
suitably qualified candidate to edit, revise and rewrite specialized documents 
and technical papers prepared for intergovernmental meetings to ensure 
their accuracy, clarity and conformity with UNFCCC editorial policy and 







Resume Resume Broadcast international practice. 
í P.O. Box 6930, San Diego, California 92166, USA. ! ee 

m í s Candidates must possess an advanced university degree in English or 
Si gadtost Tel: 619 224 9257, Fax: 619 224 9268 modern languages and have at least four years of relevant work experience, 





Email: 102224.3306 @ compuserve.com of which one to two years should have been at the international level in 
planning, writing, editing and the production of documents or publications. 
Experience in editing scientific material and information is desirable. In 
addition to a perfect command of English, proficiency in French or 


knowledge of another United Nations language would be desirable. 


iIntermeational 





COLGNCO 


Colenco Power Engineenng Lid Colenco are a leading Swiss consultancy for energy and 
environmental technology. Our Urban Development 
depariment is providing specialist project management and technical assistance to 
donor funded projects in SE Asia, the Balkan states / E. Europe and Africa particularly 
in the social, governmental, water resources management , drainage and irrigation 
and water / waste / environment infrastructure sectors. 


The successful candidate will be based at headquarters in Bonn and be 
required to attend meetings of the Convention bodies within Germany and 
abroad, as necessary. He/she must be prepared to work irregular hours 
during meetings. 


Remuneration: Net salary US$ 46,445 without dependants or USS 49,756 
with dependants, plus applicable post adjustment, UN benefits and pension 
Colenco are seeking to update their register of independent consultants and fund. One year initial appointment, with possibility of extension, Grade: P-3. 
freelance professionals for short and long term engagements in community 
participation programmes, governance, public administration reform and capacity 
building, human resources development & training, development economics, urban 
planning, project infrastructure design and implementation. 


interested individuals are invited to look at the Colenco website for further details of 
the company and are invited to submit details including a detailed CV by email to 
Peter Jewitt : peter. jewitt@colenco.ch 


Colenco Power Engineering Ltd. 207 Mellingerstrasse, CH5405 Baden, Switzerland 
Tel ++ 4156483 1764 Fax ++ 41564937359 www.colenco.ch 


Applicants are requested to send a detailed curriculum vitae or to complete 
and submit a United Nations Personal History Form (P.11) available on our 
website www.unfccc.int. Applications should be received no later than 20 
July by the Human Resources Unit (Recruitment), UNFCCC secretariat, 
by fax to (49-228) 815-1999, by e-mail to vacancies @unfccc.int, or by mail 
to P.O. Box 260124, D-53153 Bonn, Germany, no later than 20 July 2001. 





Y 


Business & Personal 


DELAWARE (USA) 
CORPORATIONS 
Specialists in setting up Delaware Corporations. General, 
Boat & Shelf Corporations. Call or weite for our FREE KIT! 
We provide confidestial 
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ASSOCIATE ACQUISITION 


MANAGERS 


Ke qvality service for a 
reasonable rate. 
3511 Siverside Rd, #1054{ © Wilmington, DE USA 19810 
302-477-9800 © 800-321 -(D8P + 477-9811 
E-malk cop@dokeg. com + bnterset: hip. //debeg com 





Berenschot International Solutions is seeking Senior Associate 
Acquisition Managers (AAMs) for the joint acquisition of IFIs (EU, 
AsDB, WB) projects. Relevant networks, experience with proposal 





www.swiss-bank-accounts.com 


“IMMIGRATE TO CANADA | 


writing, knowledge of IFI tender procedures and sector and regional “We Can Help” 
expertise are required (please specify). AAMs should be capable of Slee of ae Bates eee nes 
fulfilling Project Director roles in awarded projects. Please send CVs "a a a W re 

to bis@berenschot.com (ref. EAAM). OFFSHORE ro Site 810. 1240 Bay Street, 





Tel: (416922 B083 Fax: (416)922 4234 
"We Can Help” 


Berenschot International Solutions TAX-FREE 


Companies world-wide 





> alee d i 269 S f] ~ The 3 ‘ ` z ar ‘ 
Europalaan 40, NL-3526 KS Utrecht, The Netherlands alaa eek Aii af 
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www.bisgroup.nl Consulting Group companies, opening of bank accounts 4 
tel/fax/mail forwarding service 2002- fellowships 
U.K. - LONDON f 200i 3 
LAVECO Ltd. UNITED STATES INSTITUTE OF PEACE 











Tel.: +44-207-556-0900 
Fax: +44-207-556-0910 
londom@ laveco.com 


HUNGARY 
Tel.: +36-1-217-96-81 
Fax; +36-1-217-44-14 

E-mail: hungary@laveco.com 


ROMANIA 
Tel.: +40-92-326-329 
Fax: +40-1-313-7177 

E-mail: romania@laveco.com 


CYPRUS 
Tel: +357-4-636-919 
Fax: +357-4-636-920 
E-mail: cyprus@ laveco.com 





he U.S. Institute of Peace 

invites applications for Senior 
Fellowships of up to ten months, 
Fellowships are awarded annually to 
scholars and practitioners to conduct 
research at the Institute on projects 
concerning international peace and 
conflict resolution. Open to citizens 
of all nations. 





CARE 
International in Bangladesh 
GO-INTERFISH Project 
Social Development Coordinator (SDC), Dinajpur 


The DFID-funded GO-INTERFISH project works with 400,000 low income women 
and men in Bangladesh to improve food security, by enhancing their technical 
knowledge and farm-management strategies. 





























This three-year position, based in Dinajpur, North-West Bangladesh, is responsible for 
ensuring that the projects existing Farmer Field School approach is complemented by 
a clear focus on community mobilisation, advocacy, empowerment and Household 
Livelihood Security. The SDC will creatively initiate and oversee pilots to test out 
various social development approaches under different conditions. 








deadline is September 17, 200). 
For information and an application form, 
Visit us at WWW.USIp.org , or contact: 
JENNINGS RANDOLPH PROGRAM FOR 
INTERNATIONAL PEACE 










You must be educated to degree level and have at least three years’ experience of 
project management within an international context. 





United States Institute of Peace 
1200 17th Street NW, Suite 200, 
Washington, DC 20036-3011 
phone: 202-429-3886 
fax: 202-429-6063 
e-mail: jrprogram@usip.org 
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Internationally competitive salary and package. Further details can be obtained from 
our web site at www.careinternational.org.uk 





Manage your own 
broker account ! 
stock. laveco.com 






Please send a CV and two-page covering letter (outlining how you meet our 
requirements) and should be sent to patterson@ciuk.org, by 29 June 2001. 














| Deputy International Director 


| £40,000 pa 


Christian Aid is creating a new post — Deputy Director of the 
international Department. With a forecast expenditure this year 
of over £40m, the International Department implements ali 
Christian Aid’s international work (with over 600 partners in 57 
countries} as well as the organisation’s advocacy, lobbying and 
policy work. You will deputise for and support the International | 
Director in all aspects of the work of the department. Additionally, 
in the short to medium-term, you will have direct responsibility for 
developing and managing the international Department's work in 
Sub-Saharan Africa, and for managing and leading Christian Aid's 
corporate work on HIV/AIDS. 


You will have experience and knowledge of contemporary 
development issues as well as excellent leadership skills with 
substantial experience as a manager, preferably in a voluntary 
organisation or development agency. Good written and 
communications skills and an ability to represent Christian Aid in 
the media and other high profile events are essential. 


|Research Fellow 
£23,256 — £30,967 per annum 


Required for THE INSTITUTE OF APPLIED HEALTH SCIENCES 
_(IAHS), You will be responsible for the development of a programme 
-of research in International Health that maps on to one or more of 
„existing strengths within the [AHS in maternal health, infection, renal 
disease, mental health, and cardiovascular disease in developing 
-and transitional countries. You will strengthen the existing network 
for international research across the |AHS and wider Faculty, and be 
responsible for postgraduate training in international health. You wil 
be a graduate in a health or related area with a relevant higher 
‘degree. You should have track record in health services, 
epidemiological, health policy or health systems research in $ 
collaboration with developing and transitional countries and with 

| international agencies. Clinical applicants may be considered for 4 
“appointment on a part time basis. 


‘informal enquiries would be welcome. please contact Professor 


WCS Smith, Institute of Applied Health Sciences, Medical School, 

- Foresterhill, Aberdeen AB25 2ZD, Telephone 01224 553803 (Email: po 
wc.s.smith@abdn.ac.uk) or Professor Wendy Graham (01224 Joo: 
553621, Email: ogy111@abdn.acuk) f 


Closing date: 5th July 2001. interviews: w/c 16 July 2001. 


To receive an application form and further details, please send | 
a 4ip SAE marked Ref: 348/BL to the Hurnan Resources Dept, 
Christian Aid, PO Box 100, London SE1 7RT or visit our website | 
www.christian-aid.org.uk 
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Christian Aid works to provide hope, health and the chance of a pe ife to 
ihe world’s poorest communities, whatever their race r 


or religion. We value diversity and 
Christian’ 


welcome applications from all 
We believe in life before death 





sections of the comunity. 


Registered charity no.256003 











STATE OWNED ENTERPRISE 
RESTRUCTURING AND ENTERPRISE 
DEVELOPMENT PROJECT 


CHINA - EXPRESSIONS OF INTEREST 


DFID officials. The review team will carry out field visits, desk 
research and discussions with the project partners. 


Department for 
international 


Development 





The Department for International Development (DFID), 
China Programme are undertaking an independent review of 
its State Owned Enterprise Restructuring and Enterprise 
Development (SOERED) project in September 2001. 


The purpose of the SOERED (£19m) project is to develop and 
facilitate the replication of effective approaches to socially 
responsible State Owned Enterprise (SOE) restructuring and 
enterprise development in China. The project, which is 
located across 6 municipalities in 2 provinces, is funded by 
DFID and implemented by a consortium of consultants led 
by PricewaterhouseCoopers. 

DFID requires a review team to analysis the SOERED project 
and make recommendations which will feed into a formal 
Mid-Term Review of the project which will be completed by 


Consultancy companies and organisations with international, | 
including Chinese, experience in private sector development, 
state-owned enterprise reform and economic reform are | 
invited to bid. Ideally, the team leader should be familiar with 
DFID approaches to development, and have carried out 

“output to purpose” reviews. Those already involved in the 
implementation of the current DFID SOERED project in 

China are excluded from bidding for this contract. 


reduce world poverty 


This contract is also advertised in the supplement to the 
Official Journal of the European Communities. 


The closing date is 21 June 2001. 


Details and application form, which must be used when submitting Expressions of Interest, are available on 
the DFID website: www.dtfid.gov.uk/public/working/cb_opps.html and should be submitted to Room AH409/3, 
The Department for International Development, Abercrombie House, Eaglesham Road, East Kilbride G75 8EA, 
Scotland, Tel 01355 843466, Fax 01355 843327, E Mail: a-gaunt@dfid.gov.uk, Contact: Ailsa Gaunt. 


but we also work elsewhere, including 
Latin America and in Central and Eastern 
Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. Selection 
is on merit. 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 


The Department tor International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the 


reduction of poverty. DFID is committed 
to the internationally agreed target of 
halving the proportion of people living in 
extreme poverty by 2015. 


Fulfilling Britain’s commitment to 
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110 Business & Personal 


DEAL BAGS DOUBLE AS LAPTOP BAGS 


Milled black, textured walnut, milled walnut, or natural leather. 
17x 12x%5,17x12x7" $750. 
Free catalog. Toll free 800.234.1075. 


GLASER DESIGNS “¢% 


TRAVEL Goops MAKERS OL 





32 OTIS ST. SAN FRANCISCO, CA 94103 PHONE 415.552.3188 
FAX 415.431.3999 ECON@GLASERDESIGNS.COM 





Conferences 
July 11-12, 2001 - UCLA, Los Angeles 


Real Options Valuation in the 
Connected Economy 
Creating Value Through Flexibility 





P ESSE al conference 5 is, R&D, strategists and analyst: 


Learn about this revolutionary approach to corporate valuation and 
decision making from Real Options pioneers in R&D, high-tech, 
internet, media, telecoms, consultancy, pharmaceuticals, energy and 
natural resources 


Features: 

@ Industry-focused presentations and case studies 

@ Break-out discussion groups led by industry experts 

@ Workshops to learn Real Options thinking and techniques 
@ Hands-on labs to develop practical Real Options skills 

@ Networking with thought leaders and Real Options experts 


Sessions include: 


@ Managerial applications of Real Options 

@ Corporate valuation: Portfolio aspects in Real Options management 

è Managing corporate innovation in the post-internet bubble era 

è Drug development, portfolio management and technology platform valuation 
@ Analysing capital projects in oil and gas 

@ Rethinking film economics 

@ Valuing alternative access technologies in telecom 


Speakers from leading corporations: 

@ Accenture - Amgen - BHP - Boeing - BCG - BP Amoco - CSFB - 
Deloitte Consulting - Ernst & Young - Genzyme - PwC - Real 
Options Group Texaco - Zurich Financial Services 


Sponsored by 
Accenture - Morgan Stanley - Real Options Group 


For booking details and a programme see 
www.rogroup.com 
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Announcements 


2001 
EIB ; | | 
PRIZE 


The European Investment Bank 
is pleased to announce the 
2001 EIB Prize awards: 


1st prize (EUR 15 000): “Better Schools for 
Europe” - Erich Gundlach & Ludger Wéssmann, 
Kiel Institute of World Economics, Germany. 


2nd prize (EUR 7 000): “Pitfalls and virtues of 
simultaneous economic and political transi- 
tions” - Jan Fidrmuc, Centre for European 
Integration Studies, Bonn, Germany. 


3rd prize (EUR 3 000): “The evolution of the 
UK north-south divide: should we mind 
the gap?” - Gilles Duranton & Vassilis 
Monastiriotis, London School of Economics, 
United Kingdom. 


The winning essays were selected by an inde- 
pendent Prize Jury: Jacques-Francois Thisse, 
Catholic University of Louvain (Chairman), 
Alexandre Lamfalussy, Institut d'Etudes 
Européennes, Edmond Malinvaud, Collège de 
France, Giorgio Basevi, Bologna University, and 
Alfred Steinherr, Chief Economist of the EIB. 


The awards will be presented at a conference 
to be held in September 2001 at the 
European Investment Bank in Luxembourg. 


The 2003 EIB Prize competition will be 
launched in Autumn 2002, with the deadline 
date of 3 February 2003 for the submission of 
entries. The rules for entry can be obtained 


at www.eib.org. 


The EIB-Papers special issue with the winning 
essays will be available in Autumn 2001 from: 


The Chief Economist's Office 
European Investment Bank 
L-2950 Luxembourg. 


European Investment Bank 


+ 
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e OWNED BY LAWYERS AND ACCOUNTANTS © CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


ò Yor OFFSHORE & UK COMPANIES @ the best prices contact us today, 








EST. 1969 LONDON: 


gt | Mag jaz He enced mera tve WAON: ON) 100 Syd iey St ' 


\' Mor if a FRE EE bri chur FREE t t5 and r London SW3 6NJ 


/ Aww. oa com/ec/ 2E +4 (0) 20 7352 27 


) 20 7795 0016 E-mail: charles 
SOVEREIGN 


LICENSED CO. 
& TRUST MANAGEMENT 


Ca VISA 


-maill heier oup.com 


Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 


savings in tax. We provide a full range of onshore 


VISIT OUR WEBSITE 


and offshore services designed to save tax for 
SovereignGroup.com 


you and/or your company. Call us and we will 
be pleased to show you how our services 
can save you money and maximise the 
value of your assets. 


business 
& personal 


COMP: 


IRELAND 
Eilish Murphy 


LONDON,UK 
Peyman Zia, Director 
INTERNATIONAL COMPANY 
SERVICES (UK) LTD 
Tel: +44 20 7493 4244 
Fax: +44 20 7491 0605 Fax: +353 1 661 8493 
Email: uk@ICSL.com Email: irl@ICSL.com 


SERVICES (IRELAND) LTD 
Tel: +353 1 661 8490 


PANIES AND TRUSTS EXPERTLY FORMED AN 


INTERNATIONAL COMPANY 


For immediate, friendly advice, please contact: 
atte eh obo od : corp Dip. Law, AOL 


Janson Lotery BSc (Hons) 


E-mail: janson@scigroup.com 


Charles Baker M.A. (Hons) 


group Com 


The offshore professionals since 1977 


D ADMINIS TERED 


USA & CANADA 
Jerry Bakerjian BBA, Director 


INTERNATIONAL COMPANY 


SERVICES (USA) INC 
Tel: +1 954 943 1498 


Fax: +1 954 943 1499 
Email: usa@ICSL.com 


www.ICSL oom is a registered business namo of International Company Services Limited 
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aaa Economic and financial indicators 


Overview 


Economic activity in America was slow or de- 
celerating in Apriland May, according to the 
Federal Reserve's latest anecdotal survey of 
economic conditions across the country. The 
“beige book” also reported that retail sales 
were sluggish. This finding was backed up by 
figures showing that the value of retail sales 
had risen by only 0.1% in May. The Fed survey 
reported only moderate wage and price in- 
creases, with the exception of health-care 
and energy costs. 


There was more bad news from Japan, as the 
economy weakened more than expected in 
the first quarter. Gop fell at an annual rate of 
0.8%, even though the economy was bol- 
stered by a surge in public spending. 


The spectre of stagflation threatens to reap- 
pear in the euro area. Inflationary pressures 
mounted despite a backdrop of economic 
slowdown, with GDP growing at an annual 
rate of just 2% in the first quarter of 2001. In 
France, consumer prices jumped in May by 
0.7% because of rising food prices and resur- 
gent oil prices, lifting the annual rate by half 
a percentage point. In Germany, consumer- 
price inflation is 3.5%. This suggests that in- 
flation across the euro area could rise to 
more than 3% when the next figures are re- 
leased on June 18th. In the year to April, it 
ran at 2.9%, well above the 2% target ceiling 
set by the European Central Bank. 


In Britain, worries about inflation also re- 
turned as consumer-price inflation jumped 
from 1.8% to 2.1% in the year to May. The 
underlying rate, which excludes mortgage 
interest payments, increased from 2.0% to 
2.4%, the highest for two years. This unex- 
pected increase prompted a sharp re-evalua- 
tion of interest-rate forecasts. The futures 
markets priced in a rise in the Bank’s repo 
rate from 5.25% to 5.5% by the end of the 
year. Earnings growth also picked up, rising 
by 5.2% in the year to April. In another sig- 
nal that the labour market continues to 
tighten, the ILO unemployment rate fell to 
5.0%, the lowest since this series started in 
1984. 


Commodities 

Wheat prices in the Chicago market edged 
up, after the Department of Agriculture fore- 
cast that America’s winter crop would yield 
only 36m tonnes, a drop of 15% on last year 
and the smallest for 23 years. It also cut its 
forecast of China's wheat output this year to 
96m tonnes, the lowest for a decade. China’s 
wheat imports are now expected to increase 
fourfold to 2m tonnes in the year to June 
2002. 


Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 


% change at annual rate 



























































The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 

jh: 1 gtr 1 year 2001 2002 1 year 1 year latest year ago 
Australia +43 42.1 01 +21 + 3.9 +3.1 Q +30 Q1 6.9 May 6.5 
Austria +17 +26 W +212 +24 - 5.0 Mar* - 1.1 Feb 3.7 Apr 3.7 
Belgium #18 +2, 4a +2.5 +2.6 +57 Mar + 5.2 Mar 10. 0 May* 10.1 
Britain = #157 +26 01 F22 +27 - 0.8 Apr + 5.9 Apr 5.0 Apr? 5.7 
Canada +25 +26 Of +22 + 3.1 + 0.7 Mar + 3.0 Mar 7.0 May 6.6 
Denmark +49 +11 0% +18 +22 + 1.7 Apr + 0.2 Apr 5.4 Apr 53 

France +20 +27 U +24 +25 +19 Mar -03 Ap  87Ap 99- 
Germany +15 +16 01 +16 +23 +10 Ap - 0.7 Apr 9.3 May 9.6. 
Ray +28 FAS MM ya + 2.3 - 0.3 Mar -0.2 Mar 9,9 Jan 11.2 
Japan -0.8 -01 Qi +0. SD eine E -4.2 Apr + 2.1 Mar 4.8 Apr 4.8 
Netherlands +0.2 +2.0 Qi: +26 +29 + 0.2 Apr — 3.1 Feb 2.0 ApS 2.7 
Spain +29 +37 Q6 +28 +30 > +0.2 Apr na 13,1 Apr 14.4 

Sweden +24 +26 4 +24 +29 + 6.2 Mar + 2.3 Apr 3.7 Apr? 47 
Switzerland HIR CES OF 445 2:9 + 5.0 4° + 2.2 Mar 1.7 May* 1.9 
United States +13 +25 Q + 1.6 + 2.9 = 10 Apr +2.5 Ap 44May 4.1 
Euro area +20 +25 Q1 +2.2 + 2.5 + 3.0 Mar + 1.6 Mar 8.3 Apr 9.0 


*Not seasonally adjusted. tNew series, +Feb- Apr; claimant count rate 3.2% in May. 8Feb-Apr. 





Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast 


Producer prices* 
_ lyear 


Wages/earnings 





















































year ago 2001 2002 lyear yearago lyear yearago 
Australia +60 G +28 +36 +23 +52 01 +56 +56 M + 2.9 
Austria +2.9 Apr +19 +19 +14 +31 May +27 +26 Apr + 2.0 
Belgium +3.1 May +2. 2 ELl + 1.8 + 3.8 Mar + 8.6 +19 Q1 + 3,3 
Britain +21 May +31 +2.0 +23 +0.6 May +25 +5.2 Apr + 5.1 
Canada + 3.6 Ap + 2.1 + 2.4 + 2.1 +2.7 Ap +57 +13 Mar + 3.0 
Denmark _ +2.7 May +33 +23 + 2.2 +3.6 Apr +57 +38 ù% + 41. 
France + 2.3 May + 1.5 + 1.5 +15 + 2.9 Apr + 3.5 +50 Q4 + 3.4 
Germany + 3.5 May +1.4 + 2.3 + 1.5 +4.1 Apr +44 + 1.7 Mar + 2.1 
Italy + 3.0 May + 2.5 + 2.5 + 1.9 +43 Ap + 5.4 + 2 6 Apr* + 2.1 
Japan — -0.4 Apr - 0.8 - 0.4 - 0.3 + 0.9 ‘9 May - 0.6 + 0.2 Apr + 2.2 
Netherlands +4.9 May + 2.4 +40 +23 +5.6 Ap +73 +33 Ap + 3.4 
Spain +42 May +32 +33 +26 +28 Ap +51 +22 06 + 24 
Sweden +28 Ap +11 +19 +17 +33 Ap +33 + 2.1 Mar? + 3.4 
Switzerland +18 May +16 + 1.2 + 1.2 +0.9 Ap +28 +0.21999 + 0.7 
United States + 3.3 Apr + 3.1 + 2.9 + 2.4 + 3.7 Ap ç + 3.6 +4.3 May + 3.6 
Euroarea +2.9 Apr + 1.9 + 2.3 + 1.7 +41 Apr +47 +24 Q6 + 2.3 


*Not seasonally adjusted. 


il Total age-related spendi 


ng 
New estimates from the oeco show that the age structure of the population affects as 
much as 40-60% of public spending in developed countries. Age-related expenditure 


willincrease markedly over the next 50 years, as an older population demands extra 


spending on public pensions and health care. Any offset from lower public spending on 
children thanks to low birth rates will only be modest. 


% of GDP 





Source: OECD 
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"Spending on old-age pensions, early retirement programmes, health care and education & family benefits, 
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Money and interest rates 
Money supply* Interest rates % p.a. (Jun 13th 2001) 

% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate 

narrow broad latest yearago gov'tbonds latest year ago bonds 
Australie Australia +13.5 + 7.0 Apr 5.01 6.20 5.24 5.86 6.16 7.25 

Britain 3 +7.7 +794 Apr 5.22 6.11 5.44 5.20 5.12 6.80 
eae +11.4 +48 Apr 4.27 5. 5.60 4.76 5.68 5.87 7.17 
Denmark + 1.5 -3.5 Apr 5.05 5.05 4.86 5.32 5.57 7.18 
Japan +7.0 +2.9 May 0.01 0.03 0.03 1.16 1.67 1.354 
Sweden + 5.8 -0.3 Apr 4.03 3.96 4.71 5.38 4.96 5.63 
Switzerland - 2.2 + 2.4 Apr 3.11 3.39 3.05 3.39 3.94 4.03 
United States + 0.1 +10.2 Apr 3.79 6.57 4.04 5.26 6.04 7.03 
Euro area! +18 +52 Apr 4.47 4.69 4.37 5.02 5.08 5.67 


*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany for bonds. New series, Benchmarks: US 30-year 
5.66%, Japan No.231 1.81%. Central bank rates: US fed funds 4.00%, ECB refinancing 4.50%, BOJ overnight call0.01%, BOE repo 5.25%. 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, ORI-WEFA, 
Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. 





Stockmarkets 
Market indices 

a 
_— GA one record Dec 31st 2000 
Jun 13th high low week high inlocal  in$ 
— currency terms 
Australia (All Ordinaries 3,324.5 3,370.7 3,094.3 - 0.9 - 1.4 +54 +02 
Austria (ATX) 1244.9 1,244.9 1,052.2 + 0.7 -28.3 +16.0 + 5.2 
2,857.1 3,030.4 2,591.6 - 14 -22.4 - 5.5 -14.3 








Britain (FTSE 100) 5,820.2 6,334.5 5,314.8 - 1.4 -16.0 = 6.5 =13.1 


8,012.7 9,348.4 7,415.5 


Denmark (Copenhagen SE) 908.5 1,002.1 818.3 - 1.5 -12.6 +02 -9.0 








France (SBF 250) 3,438.3 3,820.2 3,107.9 - 2.7 -21.7 -88 -13 
CAC 40 5,353.6 5,998.5 4,824.8 ; 
Germany (Xetra DAX) 6,111.9 6,795.1 5,388.0 -13 -24.2 -50 -138 


1,696.6 1,948.4 1,609.6 


Japan ae 225) 12,823.5 14,529.4 11,819.7 = 27 -67.0 = 7.0 <-12.7 





1,272.7 1,441.0 1,162.0 - 2.7 -559 -09 -70 

neta (AEX) 576.7 642.3 518.3 - 2.2 -178 -95 -18.0 
pain (Madrid SE) 913.5 9639 818.6 -0.3 -20.3 +37 -59 

Sweden (Affarsvarlden Gen) 240.1 292.7 217.2 - 5.2 -39.9 -13.4 -24.6 

Daaa Swiss Market) 7,475.8 8,135.4 6,574.0 -14 -11.1 -81 -170 
United States (DJIA) _ 10,871.6 11,337.9 9,389.5 -18 -73 +08 +08 

S&P 500 1,241.6 1,373.7 1,103.3 - 2.2 -18.7 -60 -60 

Nasdaq Comp) 2,121.7 2,859.2 1,638.8 -43 -58.0 -14.1 -14.1 

Europe (FTSE Eurotop 300)* 1,423.2 1,545.5 1,279.0 -2.4 -16.5 -7.2 -158 





Euro area (FTSE Ebloc 100) * __ 1,271.8 1,404.1 1,143. | 27 -18.0 - 8.6 -17.2 
World (MSCI) 1,103.4 1,249.2 1,014.6 - 2.2 -23.8 na - 9.6 
World bond market (Salomon) 427.4 447.8 426.2 - 0.1 - 7.1 na -38 


*In euro terms, f Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms, 
Salomon Smith Barney World ment Bond Index, total return, in dollar terms. 


Fconomic and financial indicators 








The Economist commodity price index 
1995=100 
% change on 
Jun 5th Jun 12th’ one one 
month year 
Dollar index ei 
Allitems 70.2 69.7 -25 -5.0 
Food 67.4 67.8 -12 -63 
Industriats 
All 74.0 72.3 -41 -35 
Nfaf 73.2 716 -43 -08 
Metals 74.6 72.9 -39 -56 
Sterling index 
All items 78.5 79.7 +05 +42 
Euro index 
All items 108.9 108.0 +09 +74 
Yen index 
All items 89.8 90.4 -37 +84 
Gold 
$ per oz 265.75 26960 +08 -71 
West Texas Intermediate 
$ per barrel 27.77 29.52 +24 -9.5 


* Provisional. t Non-food agriculturals. 












































Trade, exchange rates and budgets 

Trade balance", $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted! zi per per per balance 

months latest 12 mths % of GDP, forecast Jun13th yearago £ euro  ¥100 % of GDP 

2001 2002 Jun ai yra n d 

Australia - 2.6 Apr - 12.9 m1 -24 - 2.5 47 N8 1.89 2.63 1.61 156 O01 

Austria - 5.1 Feb - 42 Mar -25 - 2.4 99.8 100.3 16.2 a 224 138 133 -06 — 

um + 12.8 Mar + 11.6 De +41 + 43 98.2 99.3 47.4 42.0 65.8 40.3. 38. -E 07 
Britain - 44.3 Mar -245 0% -20 -21 105.8 103.4 0.72 0.67 - 061 059 1.2 
Canada + 40.4 Mar $222 M 615 +4123 79.6 80.4 152 1.47 241 1,29 1.25 2.6 
Denmark + 5.9 Mar + 3.7 Mar +14 + 1.5 101.2 101.0 8.76 7.78 12.2 7.46 7.19 — 2S 

France + 0.9 Mar France + (0.9 Mr +235 Mr +18 +18 100.7 102.2 7.70 6.84 10.7 6.56 6.33 0.5 
Germany + 54.4 Apr -21.3 Aap -12 -09 97.5 98.9 2.30 2.04 3.19 1.96 1.89 -1.7 
Italy + 1.6 Mar 5.6 Feb - 0.3 nil 71.9 72.9 2,274 2,018 3,156 1,936 1,868 -1.3 
Japan + 98.9 Apr 106.4 Apr + 2.2 + 2.2 141.1 153.1 122 107 169 104 - -6.3 

Netherlands + 16.5 Mar + 16.0 Qi +3.7 + 3.8 E 97.0 98.2 2.59 2.30 3.59 2.20 2.13 1.3: 

Spain - 39.1 Ma | -17.3 feb -29 -26 73.6 74.5 195 173 271 «166 r | 

Sweden + 11.0 Mar + 5.5 Ap + 2.2 + 2.2 74.9 86.1 10.83 854 15.0 9.22 8,90 3.6 

Switzerland - 0.4 Apr +31.1 06 +118 +114 106.9 105.6 179 463 249 153 147 na 
United States -454.6 Mar -434.9 0% -42 -40 120.4 108.9 - - 139 0.85 0.82 2.1 
Euro area - 4.5 Mar - 32.6 Mar -0.3 -0.2 76.7 80.7 1171.04 EOS - 0.97 -0.6 


“Merchandise. Austratia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990~100, Bank of England. toeco estimate. 


113 


aa Emerging-market indicators 


Overview 


Some of the largest East Asian economies are 
still running big trade surpluses. In the 12 
months to May, China’s surplus was $21.1 
billion, South Korea’s $15 billion and Tai- 
wan’s $11.4 billion. 


Stockmarkets in South-East Asia rose 
strongly. Kuala Lumpur rose by 6.1% on opti- 
mism about prospects for Malaysia. Manila 
rose by 5.3% as low valuations attracted bar- 
gain-hunters. Jakarta rose by 4.9%, boosted 
by rumours of a cabinet reshuffle that would 
bolster political confidence. 


However, markets fell in some other emerg- 
ing markets. Warsaw dropped by 4.6% onin- 
vestor worries about privatisation plans. 


Riis 
Economic reforms have enhanced Bra- 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 

GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 
China +81 m +10.2 May + 1.7 May +21.1 May +20.5 2000 178.0 Feb 
rongo ng +25 M -02 % -1.4 Ap -11.9 Ap +88 Q 114.7 May 
+57 %3 + 1.3 Mar + 2.3 Apr -5.7 Apr -5.4 Q4 39.9 Apr 
i +40 Qi +45 Q4 +10.8 May +26.1 Ap +55 Q3 22.1 Apr 
Malaysia +32 Q =- 0.3 Apr + 1.6 Apr +15.6 Apr +84 04 26.8 Mar 
Philippines +25 a -2.0 Mar + 6.5 May +7.3 Mar +95 Feb 12.8 Mar 


Singapore +45 M -0.8 Apr + 2.0 Apr +4.2 Ap +21.8 a1 77.6 Mar 

















South Korea +3.7 a +57 Apr +5.4 May +15.0 May +14.0 Apr 93.4 May 
Taiwan +11 m -5.9 Ap - 0.2 May +11.4 May +12.0 a1 110.6 Mar 
Thailand +3.1 04 + 0.7 Apr + 2.8 May + 3.1 Apr + 6.9 Apr 31.5 Apr 
Argentina -2.6 ü + 8.6 Apr + 0.2 May +1.6 Ap -9.4 06 20.5 Apr 
Brazil +38 M + 6.1 Apr + 7.1 Apr +34.7 Apr -26.6 Apr 34.1 Mar 
Chile +3.3 M +3.1 Apr + 3.7 May +15 Ap -14 M 14.3 Apr 
Colombia +18 +40 Ap +79 May +0.66 Mr -01 0% 9.7 Ap 
Mexico +19 M - 3.1 Apr + 7.0 May -9.5 Ap -17.8 m 40.3 Apr 
Peru - 0.9 Apr - 6.3 Mar + 2.6 May -0.4 Ma -17 Œ 8.2 Mar 
Venezuela +35 a na +12.6 May +17.5 Now 412.5 m 11.5 Apr 
Egypt + 6.5 2000f + 9.4 2000f + 2.4 Mar -10.4 Q -08 ù 12.9 Feb 
Israel +18 m - 1,0 Mar + 1.2 Apr -7.5 May -07 03 23.5 Apr 
South Africa +27 a + 7.3 Apr + 6.5 Apr + 3.7 Arm -05 04 6.2 Mar 
Tu +83 04 -10.5 Apr +52.4 May -26.3 Mar -8.1 Mar 18.5 Apr 
a h Republic +3.9 4 +11.4 Apr +50 May -3.6 Ap -27 m 13.0 Apr 
— +44 M + 9.7 Apr +10.8 May - 2.4 Apr - 1.7 Apr 11.3 Apr 
+24 4 + 3.6 Apr +66 Apr -10.0 Apr -88 Apr 27.1 Mar 
Sig +68 04 + 5.2 Apr +25.0 May +60.7 Mar +45.9 ü 25.9 Mar 
*Excluding gold, except Singapore; IMF definition. Year ending June, 
Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ per £ short-term Jun 13th Dec 31st 2000 
Jun 13th yearago Jun 13th % p.a. one in local in$ 
week curren terms 
China 8.28 8.28 11.5 na 2,337.9 +0.4 — +6.6 +6.6 
Hens Kong 7.80 7.79 10.8 3.84 13,523.3 -0.4 -10.4 -10.4 
47.0 44.7 65.3 7.37 3,501.6 +1.3 -11.8 -12.5 
s 11,225 8,520 15,578 16.67 417.1 +4.9 +0.2 -13.7 
a 5.27 3.30 598.7 +6.1 214.9 -11.9 
Philippines 51.4 42.4 71.3 11.06 1,462.7 +5.3 AI AT. 
Singapore 1.82 1.72 2.52 2.25 1,696.0 +1.0 -12.0 -16.0 
South Korea _ 4,292 1,114 1,793 5.67 614.1 +2.7 +21.7 +19.1 
Taiwan 34.4 04 WI- &W 5,209.7 -0.2 +9.8 +5.7 
Thailand 45.4 39.0 62.9 3.50 324.9 +47 +20.7 +15.5 
Argentina 1.00 1.00 1.39 9.38 446.0 +1.6 +7.0 +68 
Brazil 2.41 1.81 3.35 16.81 15,462.6 +0.9 -0.9 -19.8 
Chile 614 $30 1 852 3.45°* 5,456.5 +0.4 +12.1 +4.8 
Colombia 2,507 __ 239%. 3207 1272 873.9 +0.2 +22.6 +18.9 
Mexico 9.12 9.79 12.6 9.51 6,802.4 +0.2 +20.3 +26.9 
Peru __ 3.52 3.48 4.9 11.17 1,380.0 -2.0 +14.2 +14.5 
Venezuela 716 681 994 11.00. 7,462.7 -3.3 +9.8 +73 
Egypt 3.88 _ 3.46 5.38 9.08 6,285.9 +0.8 -18.0 =17.7 
Israel 4.15 4.10 5.76 5.09 410.5 - 1.6 -17.0 -19.2 
South Africa 8.09 6.96 11.2 10.70 9,263.6 07 4213 46.0 
Tu 1,243,000 613,125 1,725,035 59.00 284. -3.8 ; b 
Czech Republic 39.8 37.6 55.2 5.10 433.8 +17 -9.3 =14.3 
Hungary O 402 11.14 6,755.8 -3.4 -13.9 -16.2 
Poland 3.96 4.41 5.49 17.48 14,545.1 —~4.6 -18.5 -14.9 
Russia 29.1 28.4 40.4 25.00 _ 2101 -1.5 +49.1 +46.7 
De OES 1.00 1.00 1.39 na 331.0 +0.5 na -0.8 
EMBI+ 1.00 1.00 1.39 na 217.8 +1.3 na +7.9 


*Last week's rate. **Inflation adjusted. tin dollar terms. tEmerging Markets Free. $J.P. Morgan Chase's Emerging Markets Bond Index 
Sources: National statistics offices. central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 


J.P Morgan Chase; Hong Kong Monetary Authority; Centre for hei Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 





Private Banking 










Lae E seo fit Cr tradition ue. salut 


tT 











S< ‘The Ps ae Pa We Dic . Ibank_ are a g 
| AS not only backed by 130 years of anking.e (pe : —~ 
aS ‘corporate assets € CHF 4 billion, anit-Shandeih feor | i 
Kt w Triple-A rating, but also bý independent investment rèsearch, = 
«7 Si y “professional asset management ‘an superior trading i 

expertise of one of the largest Swiss banks. We realize, how- 
R ever; that these advantages would t mean very little to our clients, Pee 
SSS ~~. if we did nof take the time to get to their needs first. A 
a you are looking for the best possible customer service, 
ad Santee us by mail at: Zürcher Kantonalbank)Private Banking, r 

NH ~Bohnhofsrasse9, 8010 Zurich; or by phone at: 0043. 1 220 24 03. a oe 

| 3 > AN 


"— mà 


 *The zurci Comonalboal is “ie only AAA Taled Swiss bank, the highest possible credit rating assigned by Siadar & Poor's. —` 


Zurcher 
www.zkb.com < Kantonalbank 





What's the fastest database 
on IBM's fastest computer? 
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Source: IBM press release 
When IBM wanted to show off 
their fastest new computer, 
IBM chose Oracle. 


Interesting. 


ORACLE 


SOFTWARE POWERS THE INTERNET 





As of May 17, 2001 Oracle, $35.73/tpmC on www.oracle.com 
IBM eServer pSeries 680, available 4/15/01. 

TPC Benchmark is a trademark of the Transaction 

Processing Performance Council (TPC). 
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Some people use miles on eight different airlines as if they 
were one. Are you one of them? 





It's a big world. You won't always fly the same airline. Isn't it nice to know E CATHAY PACIFIC 
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whichever member airline you fly? And redeem them on any of the others? AmericanAirlines 


Welcome to oneworld”. BRITISH AIRWAYS 


emna W 


IBERIA 






LANCHILE 
Se 


woel revolves around you 


QANTAS 


g a ISA Airway can eam or redeem miles, and ëarn ter status credit, on all akaible lights ex cept 
{ Europe and the America AAcivarit age iS a registered trademark of American Arines, bine Each oneworld alliance airline reserves the night to change its trequerit 
j i ‘ ware! mO special offers and to end their fre jer? iver oroorarnrwne CCcormance With its resevarit frequent fiver ore Hanne nies. All oneworld benents are 
to passeng MBALBA Tights that äre both operated and marketed by a oneworld member airline. (Marketed means there must be a oneworld member airline 


Anna Dera, Lanoe and Qanta ve 3f trademarks of their respective omoarves 


www.oneworldalliance.com 


The world this week 


The Economist June 23rd 2001 





tite 
June 23rd 2001 


Arms race revisited? 

Fresh from meeting George 
Bush and being told that the 
United States would build its 
national missile defence 
scheme whether Russia liked 
it or not, President Vladimir 
Putin said that, if so, his coun- 
try would increase its nuclear 
power “many times over” by 
putting multiple warheads on 
its missiles. 


A former foreign minister of 
France, Roland Dumas, found 
guilty of corruption in the Elf 
affair in President Francois 
Mitterrand’s day, claimed two 
of today’s ministers, including 
Hubert Védrine, the foreign 
minister, had known full well 
what was going on. 


The patchy truce between Is- 
rael and the Palestinians 
continued, though both sides 
blamed the other for not stick- 
ing to the bargain. Colin Pow- 
ell, America’s secretary of 
state, will be returning to the 
region. Israel reacted angrily to 
a BBC documentary about the 
possibility that Ariel Sharon, 
Israel’s prime minister, might 
be charged with war crimes 
for his indirect responsibility 
for the massacre of Palestinian 
refugees in 1982. 





After riots at the European 
Union's summit and meeting 
with George Bush in Sweden, 
the Italian city of Genoa pre- 
pared gloomily to hold a G8 
summit in July. Try a ship in- 
stead, suggested some. 


Domingo Cavallo, Argen- 
tina’s economy minister, an- 


nounced a set of measures, 
including subsidies for ex- 
ports and tariffs on imports, 
that will have a similar effect 
to a devaluation. The fixed 
link between Argentina’s cur- 
rency, the peso, and the dollar 
has hampered domestic firms. 
But markets were unim- 
pressed: bond yields rose. 
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Euro-area inflation rose to 
3.4% in the year to May, signifi- 
cantly above the European 
Central Bank’s 2% ceiling. 
America's consumer-price in- 
flation hit 3.6%. The ECB left 
interest rates unchanged. 


Collateral damage 

Iraq claimed that 23 people 
had been killed when Ameri- 
can and British aircraft patrol- 
ling Iraq’s northern no-fly 
zone bombed land near Mo- 
sul that was used as a football 
pitch. The Americans and the 
British deny the incident. 


Police shot dead 13 people in 
India when a mob set fire to 
the state assembly building in 
Imphal, the capital of Mani- 
pur. The rioters were protest- 
ing against the Delhi govern- 
ment’s truce with Naga 
separatists in the state. 


Frustrating the Algerian re- 
gime’s divide-and-rule tactics, 
protests that started in the Ber- 
ber-speaking region spread to 
other areas. 


A bomb in an office of Ban- 
gladesh’s ruling Awami 
League killed 22 people. It was 
the biggest of a series of blasts 


that have killed about 100 
people in the past two years. 
The opposition Bangladesh 


National Party denied involve- 


ment in the attack. 


NATO said that, if there were 
a peace deal in Macedonia, it 
would send up to 5,000 
troops empowered, among 
other things, to collect weap- 
ons surrendered by ethnic-Al- 
banian guerrillas. 


Law and order 

Andersen, one of the “Big 
Five” accountants, agreed to 
pay a $7m fine imposed by 
America’s Securities and Ex- 
change Commission to settle a 
case of auditing fraud. Waste 
Management, a firm audited 
by Andersen, had overstated 
profits by $1.4 billion between 
1992 and 1996. 


An appeal court in California 
upheld a homeless man’s 25- 
year prison sentence for steal- 
ing four biscuits. The man, 
jailed under California's 
“three strikes and you're out” 
policy, was said by the court 
to be a career criminal. 





Prosecutors agreed to charge 
Spain's foreign minister, Josep 
Pique, over alleged frauds in a 
sale to Elf by Ercros, a Spanish 
firm of which he was once a 
director. The attorney-general 
can overturn the decision. 


Eight days after dispatching 
Timothy McVeigh, the United 
States carried out its second 


federal execution. Unlike 
McVeigh, Juan Raul Garza, a 
drug trafficker and murderer, 
had apologised for his crimes. 


The United States Justice De- 
partment said it would try to 
settle a long-running civil law- 
suit against the tobacco in- 
dustry that was filed in 1999 
in an attempt to recover bil- 
lions of dollars spent on to- 
bacco-related illnesses. 


Popular king 





In Bulgaria’s general election, 
a movement headed by ex- 
King Simeon II won half of 
the 240 seats in parliament. 
An ethnic-Turkish party said it 
was ready to join a coalition. It 
is unclear whether Simeon 
will become prime minister, 
seek the presidency in the au- 
tumn or call the shots from be- 
hind the scenes. 


After Tony Blair’s post-elec- 
toral reshaping of Britain's ad- 
ministration, his chancellor of 
the exchequer (finance minis- 
ter), Gordon Brown, an- 
nounced new measures to 
bash cartels, encourage entre- 
preneurs and speed up land- 
use planning decisions. No, 
the relevant ministries have 
not been abolished. 


A vote of no confidence ended 
the long Christian Democrat 
domination of Berlin’s city 
government. A Social Demo- 
crat-Green coalition will run 
Berlin until a fresh election is 
held, probably in September. 


> General Pervez Musharraf, 
who seized power from Pak- 
istan’s elected government in 
October 1999, had himself 
sworn in as president. One 
motive, it was thought, was to 
give him additional stature for 
his meeting with the Indian 
prime minister on July 14th. 


Line breaks up 

Microsoft and AOL Time 
Warner broke off talks about 
including America Online’s 
software in a new version of 
Microsoft’s Windows operat- 
ing system. AOL claimed that 
Microsoft was unwilling to 
have RealPlayer, AOL's 
streaming music and video 
software, competing with its 
own system, Media Player. Mi- 
crosoft insisted that broader 
issues were involved. 


Nortel Networks, a large Ca- 
nadian telecoms-equipment 
firm, confirming that the tele- 





coms business was in terrible 
shape, said that its losses in 
the current quarter would ex- 
ceed $19 billion. The company 
said that it would lay off 
10,000 workers in addition to 
20,000 job cuts that it had pre- 
viously announced. 


British Telecom announced 
that 90% of a £5.9 billion ($8.2 
billion) rights issue had been 
taken up, despite speculation 
that investors would be reluc- 
tant to acquire more BT shares 
even at a heavily discounted 
price. The company will use 
the cash to pay off part of its 
£30 billion debt. 


Against most expectations, 
Iran’s supreme leader, Ayatol- 
lah Ali Khamenei, ruled that 
parliament could investigate 
the state television and radio 
monopoly. 


Oracle, an American software 
company, bucked the down- 
ward trend in the technology 
sector. It announced profits for 
the latest quarter of $855m, 
beating analysts’ expectations. 
But Infineon, Europe's sec- 
ond-largest chip maker, said 
that it would make a pre-tax 
loss in the quarter of €600m 
($525m), worse than the most 
pessimistic predictions. The 
German company’s shares 
slumped. 


Marconi, a British telecoms- 
equipment maker, reacted to 
its shares hitting a near-six- 
year low by reducing the 
strike price of share options 
for its executives. Hard-hit 
shareholders were less than 
impressed. 


Meat market 

America’s Tyson Foods, the 
world’s biggest chicken com- 
pany, renewed its interest in 
IBP, a leader in beef and pork, 
after a court ruled that it 
should not have broken off a 
$3.2 billion merger last year. 
Tyson reckoned that a merger 
to create a meat-processing be- 
hemoth would beat paying 
compensation. 





DaimlerChrysler unveiled 
plans to cut investment at 
Chrysler, its loss-making 
American arm, by 40% over 
the next five years to save 
around $18 billion. The com- 
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pany insisted that efficiency 
would improve and products 
would not suffer. 


General Electric’s planned 
takeover of Honeywell, al- 
ready approved by America’s 
regulators, seemed likely to be 
scuppered by the European 
Commission. Jack Welch, GE's 
boss, had delayed his retire- 
ment to see the deal through, 
but has seen market condi- 
tions worsen since the bid 
was made. 


Net profits at Lehman 
Brothers, an American invest- 
ment bank, in the latest quar- 
ter were up by 14% compared 
with a year ago, to $430m. Its 
bond-underwriting business 
has prospered. Goldman 
Sachs said that net profits 
were down by 24% to $577m 
after a slowdown of merger 
and acquisition activity and 
initial public offerings. 


Patients are a virtue 

The United States Senate 
plunged into a dispute over a 
patients’ bill of rights. Argu- 
ing that it would raise health- 
care costs, Republicans de- 
layed action on the bill. The 
Democrats say they will keep 
the Senate in session beyond 
its July 4th recess to pass it. 


The Federal Energy Regulatory 
Commission announced that 
it would cap wholesale elec- 
tricity prices in California at 
all times, rather than just dur- 
ing power emergencies. It also 
extended electricity-price con- 
trols to ten other western 
states. The move fell short of 
even tougher controls fa- 
voured by Gray Davis, Califor- 
nia’s governor. 


Despite talks with the prime 
minister, France’s employers’ 
club, Medef, said that from the 
end of July it would cease to 
take part in running the social- 
security system with the trade 
unions and the government. It 
objects to the government's 
plan to use social-security 
funds to help pay for France’s 
shorter, 35-hour working 
week. 


Other economic data and news 
can be found on pages 112-114 


Travel in Peace 


“he Airbus A340. The world’s quietest long haul cabin. © AIRBUS 
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In the jaws of recession 


Recession, not inflation, is the biggest risk for the global economy 


HE world economy is start- 
ing to look remarkably, even 
dangerously, vulnerable. Amer- 
ica’s growth seems to have 
fallen close to zero in the current 
quarter. Japan has almost cer- 
| AAAS tainly slipped into another re- 
. cession. And although the euro 
area is still growing, its pace has slowed more sharply than ex- 
pected. Worse, a nasty complication has emerged: just as 
growth has slumped, average inflation in the big rich countries 
has gone up to its fastest rate for almost eight years, kindling 
fears that stagflation, the disease that spread around the globe 
in the 1970s, may return. If it did, the task of central banks 
would be a lot tougher: rising inflation would cramp central 
banks’ room to cut interest rates to ward off recession, and 
could even force them to raise rates. But fears of inflation are 
exaggerated. Recession remains by far the bigger risk. 

Over the past couple of decades, a slump in the United 
States has usually been offset by a boom in Japan or Western 
Europe. It is alarming, therefore, that the three big economies 
should now all be slipping at the same time. Moody’s esti- 
mates that, in the three months ending May, the total indus- 
trial output of America, the Eu and Japan fell by 0.5% ona year 
earlier, compared with annual growth of more than 6% the 
previous year. This is the sharpest-ever dive for industrial 
growth rates within a12-month span. 

If (a big if) consumer spending remains resilient, America’s 
economy may yet escape a recession, defined as two consecu- 
tive quarters of falling GDP, but the risk of one remains high. 
Industrial production fell in May for the eighth straight month. 
Earlier hopes of a strong recovery in the second half of this 
year are now fading. The slump in corporate profits and invest- 
ment (see page 63) suggests worse news to come. Initial jobless 
claims, the most timely measure of labour-market conditions, 
have risen at an annual rate of 50% over the past six months, a 
pace that in the past has been seen only in recessions. Yet 
American inflation also rose in May, to 3.6%, and the bond 
market is betting it will rise further. Long-term bond yields 
seem to have been driven up by fears that the Federal Re- 
serve’s interest-rate cuts may have gone too far. 

Meanwhile, Japan’s Gpr unexpectedly fell in the first quar- 
ter of this year, and the current quarter may prove weaker still. 
Inflation, on the other hand, is certainly not Japan's problem. 
On the contrary, it is suffering from an even deadlier com- 
plaint: deflation, which swells the country’s huge real debt 
burden and further discourages spending. By comparison, the 
euro area looks relatively healthy. But for how long? The re- 
cent slide in industrial production suggests that GDP growth in 
the euro area has slipped below its long-term potential rate of 
around 2.5%. Awkwardly, though, consumer-price inflation in 
the euro area too has jumped, to 3.4% in May, well above the 
2% upper limit of the European Central Bank's inflation target. 

Does that mean the ecB should continue to hold off from 
cutting interest rates? No. If growth in Europe has fallen below 
potential, it should cut them again. Nor should the Fed be put 





off by higher inflation (or by the views of the bond market) 
when it holds its next policy meeting on June 26th-27th (see 
page 77). It would be right, rather, to keep cutting rates. 

The return of stagflation may make catchy headlines, but 
today’s situation is not like the 1970s, when ajump in oil prices 
pushed inflation to double-digit levels. Average inflation in big 
rich countries was still less than 3% in May. They have not en- 
tered a recession with such low inflation since 1960. The 
pick-up in inflation may indeed complicate the task of central 
bankers, but it has not been anywhere near big enough to stop 
further interest-rate cuts if output continues to falter. 


A lot of hot air about inflation 

One reason not to fret unduly about the recent rise in inflation 
is that most of the increase has been due to higher prices of en- 
ergy and, in Europe, to higher food costs as a result of BSE and 
foot-and-mouth disease. So far, such rises have not fed 
through significantly into other markets. The core rate of infla- 
tion, excluding food and energy, has risen, but it stands at a 
more modest 2.5% in America and 2.1% in the euro area. 

Second, inflation is a lagging indicator, which usually con- 
tinues to rise through the early stages of recession and then 
falls as more slack is created. Because of lags in the operation 
of monetary policy, central banks have to think about future, 
rather than current inflation. The good news is that, unless en- 
ergy prices continue to soar, which looks unlikely, inflation in 
both America and Europe is likely to fall over the next year. 
That is why the ecs was right to cut interest rates by a quarter- 
pointin May, to 4.5%, despite rising inflation. It also means that 
it is safe for it to cut rates again this summer. 

Fears that the Fed’s rate cuts this year have been too aggres- 
sive are equally flawed. According to an index calculated by 
Goldman Sachs, overall financial conditions in America have 
hardly eased at all this year. The cuts in short-term interest 
rates have been almost entirely offset by higher bond yields, a 
stronger dollar and lower share prices. That means that any 
economic recovery (and hence inflationary pressures) is likely 
to be weaker than generally expected. 

Another reason why inflationary pressures should remain 
subdued in America is that overinvestment during the bubble 
era has left lots of excess capacity. Firms lack pricing power, so 
a jump in the costs of energy or labour will tend to squeeze 
profits rather than spur inflation. Falling profits will then force 
firms to cut other costs—jobs as well as capital spending— 
which will further reinforce the slowdown. Global capacity 
utilisation is close to a 15-year low. In such an environment, 
lower interest rates are less likely to push up inflation. 

Inflation will become a problem only if economies re- 
bound strongly. As labour and product markets grew tighter, 
the Fed might then have to raise interest rates. But that would 
not matter if the economy were motoring along briskly. So 
long as the economy remains weak, inflationary pressures 
should subside on their own. Because of lags in monetary pol- 
icy, there is always a risk that central banks end up easing too 
much, nudging up future inflation. But that risk remains small 
compared with the potential cost of a deep world recession. m 
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Gordon Brown’s plans to free business would be more convincing if he weren’t such a meddler 


ITHIN days of the 1997 
election, Gordon Brown, 
Britain’s chancellor of the ex- 
chequer, announced that he 
was setting the Bank of England 
free by grantingitindependence 
from government. Within days 
N of the 2001 election, Mr Brown 
announced a package of measures to set business free by pro- 
moting enterprise and fairer competition. He clearly relishes 
the post-election spotlight. 

This week’s event was billed by Labour’s spinners as just as 
significant as the previous one. In the same way as Mr Brown 
had revolutionised the conduct of monetary policy, so he 
would improve the competitive environment and thus allow 
Britain to vault back up the productivity league thatit has been 
slipping down for most of the past century. But there’s an ob- 
stacle to fulfilling this laudable goal. It is called Gordon Brown: 
some of the barriers to enterprise today were imposed by this 
meddlesome chancellor in his first term of office. 

Stopping the slide of British productivity has been a com- 
mon theme among Mr Brown’s predecessors, ever since 1945. 
That didn’t stop Britain from falling behind European coun- 
tries as they caught up with America. In the past twenty years 
that slide down the productivity league has ceased. But a size- 
able gap remains with other leading countries, including not 
just America but France and Germany. And in the past five 
years, productivity growth unexpectedly faltered in Britain 
while it stormed ahead in America (see page 59). 

The American and European models offer different ways of 
achieving higher productivity. America’s relatively unregu- 
lated economy makes it easy for businessmen to start up com- 
panies, and fail, and start again. Europe’s rich countries invest 
more heavily than Britain in training people and, especially, in 
machinery. Britain’s government has already announced that 
it will be spending a higher proportion of GDP on education, 
to try to match Europe's superior workforce. Now Mr Brown 
has unveiled an American-style agenda “to create in Britain a 
true enterprise culture not confined to few but open to all.” 
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A land fit for heroes 

That is a fine aim. Mr Brown says he will achieve it by making 
business less cosy and more competitive. A crackdown on 
price-fixing cartels—including a headline-grabbing proposal 
to jail offending executives—forms part of a set of reforms 
which will enhance the competition authorities’ powers so 
that they can mount more effective investigations into the 
dominance of some markets by a few big firms. Those changes 
would make Britain’s competition regime the harshest in Eu- 
rope, much to the ire of big business. Yet given the benefits that 
fierce, open competition have brought to America, that label 
would be no term of insult. 

Secondly, Mr Brown wants to make Britain a land fit for that 
hero of modern times, the entrepreneur. He wants the British 
to emulate the get-up-and-go spirit that makes Americans 
three times more likely to try to start a business. He hopes to do 


that by reducing tax rates on small businesses and by provid- 
ing seed money to new regional venture capital funds. And he 
wants to take the pro-enterprise message into schools, with 
children learning more about business and entrepreneurship. 

Laudable though these efforts are, however, the likely 
benefits need to be kept in proportion. The best competition 
regime in the world—Mr Brown’s aspiration—cannot itself 
conjure up effective competitors. Opening up the economy to 
international trade and inward investment has a bigger effect 
in stimulating activity and forcing firms to be efficient. But 
much of it has already been done. 

For that reason, a beefed-up competition regime will help, 
but only at the margin. Its principal role should be to ensure 
that Britain's active market in mergers and takeovers—which 
keep managers on their toes—is not abused by acquisitive 
companies seeking to dominate their bit of the economy. If 
greater price competition and trade were the goals, then join- 
ing the euro could surely have been another way to promote 
business activity and productivity in Britain. But Mr Brown, 
who this week called himself a “pro-euro realist”, will have 
been less keen on using that as his post-election surprise. 


Yin, yang and Gordon 

Equally, few could argue with the goal of encouraging enter- 
prise. But here is where Mr Brown is himself part of the pro- 
blem, rather than the solution. The best way to get people to 
take the plunge is to put as few obstacles in their way and to en- 
sure that they get rewarded when they succeed. Instead, the 
chancellor's approach is to try to stimulate enterprise directly, 
with an array of tax-breaks and seed money. Yet businesses, 
big or small, succeed by concentrating their efforts on their 
markets and their products, not by combing Whitehall direc- 
tives for marginally helpful measures. 

Mr Brown’s new micro-measures may help a bit. Butif so it 
will largely be because they reform unhelpful ones—such as 
an over-complicated capital-gains-tax regime—which the 
chancellor himself introduced in Labour’s first term. Small 
firms will wait with interest to see whether a review of payroll 
services will really relieve some of the compliance burden of 
organising new schemes like the working families’ tax credit. 

There is other meddling too. The new package of measures 
includes more fiddling with tax breaks on share options for 
small, higher-risk companies. If small businesses have hated 
administering the working families’ tax credit—directed at 
low-paid workers with children—how will they take to the em- 
ployment tax credit which replaces it in 2003 for all eligible 
adult workers? And where Mr Brown is not imposing his own 
social agenda, the government is implementing new rules 
that come from Europe, such as the directive on worker con- 
sultation which has infuriated employers’ organisations. 

The chancellor is a master of balancing the yin and the 
yang of Labour’s third-way politics. But while creative tension 
can prove productive, contradictions are plain contradictory. 
Mr Brown will have to decide whether he really wants an 
American-style entrepreneurial culture, or whether he wants 
to be a European micro-manager. He can’t have it both ways. = 


Argentina’s economy 


Cavallo’s latest gamble 


The decision to create a back-door dual exchange rate could cost Argentina dearly 


H ane fe OMINGO CAVALLO is a 

h changeonayearago E Brazil clever man, but he is now 
clutching at straws. Argentina’s 
currency board precludes deval- 
uation and puts monetary pol- 
icy off limits. The country’s debt 
burden, although temporarily 
alleviated by a recent $29 billion 
bond swap, leaves no room for looser fiscal policy. So, to get 
the country moving again after three years in the doldrums, 
the new, all-powerful economy minister has been tinkering 
with an unorthodox combination of subsidies, tariffs and tax 
changes designed to improve the competitiveness of domestic 
firms. Unfortunately, his latest decision—to mimic a devalua- 
tion by offering exporters a subsidy and importers a tariff (see 
page 75)—may be a step too far. 
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On paper, his plan is ingenious. In the long term, Mr Ca- 


vallo wants the peso, pegged at parity with the dollar for the 
past decade, to be tied to a basket made up of the dollar and 
euro. But to avoid a devaluation, and the chaos (and defaults) 
such a move could imply in a country where most debts are in 
dollars, this shift will take place only when the euro reaches 
parity with the dollar. So instead, under the new policy, ex 
porters will get a subsidy and importers pay a tariff to make up 
the difference between today’s dollar rate and a hypothetical 
peg based on the euro and the dollar. That difference is now 
around 7%. In effect, Argentina’s beleaguered exporters will 
benefit from the equivalent of a small devaluation, but the 
country will avoid the cost of a real drop in the currency. What 
is more, the government claims that it will collect some cash, 
as tariff revenues should be higher than export subsidies. 
Unfortunately, such schemes that are clever in theory often 


turn out to be an utter mess. Dual exchange rates, which are 


what Mr Cavallo has in effect created, are notoriously inef- 


ficient and prone to abuse. Exporters now have an incentive to 
exaggerate their sales so as to reap a bigger subsidy. Worse still, 
Mr Cavallo has confirmed the impression that the rigid ex- 
change-rate peg between the peso and the dollar, which he in- 
troduced in 1991 and which has for a decade been the keystone 
of Argentina's economic policy, is no longer sacrosanct. 

Thus, technically, Argentina has not devalued. And, techni- 
cally, it has not introduced a dual exchange rate. But to many 
investors, this scheme looks and smells as if it has done both. 
Worse, they do not know what gimmick Mr Cavallo might 
produce next. That is why yields on Argentina’s debt have 
risen sharply. The painful truth is that in an economy in which 
exports are small but the external debtis huge, the benefits of a 
small quasi-devaluation for trade are easily outweighed if ner- 
vous investors send interest rates higher. 

Argentina isin a tough spot. For three years, it has been buf- 
feted by low commodity prices, a strong dollar and a sharp fall 
in Brazil’s currency, as well as the general nervousness over 
emerging markets. Despite the recent debt swap, the spectre of 
default will soon loom once more if the economy does not 
grow. Structural reforms, including further rationalisation of 
the public sector and reform of the labour market, should raise 
growth eventually, but they are politically challenging and 
slow to take effect. The temptation to try quick fixes is clear. But 
the sad irony of Mr Cavallo’s appetite for them is that he is un- 
dermining the transparency and predictability that were the 
essential strengths of the rule-based currency-board system 
that he himself created. If he continues in this direction, the 
man once hailed as the saviour of a desperate economy may 
turn out to be the one who finally sinks it. = 





Antitrust 


Merger muddle 


The EU is entitled to veto the GE/Honeywell merger—but its procedures need improvement 


ACK WELCH summed up the 

mood. America’s most fam- 
ous, and most admired, chief ex- 
ecutive had postponed his re- 
tirement from General Electric 
to shepherd through its planned 
$42 billion takeover of Honey- 
well, which was to have been 
the world’s biggest: ever industrial merger. Last week he called 
the conditions that the European Commission is seeking to 
impose in exchange for approving the deal “extraordinary”, 
and went on to declare that “you are never too old to be sur- 
prised.” Yet despite (perhaps, indeed, partly because of) his 
outburst, the commission looks certain, barring some sudden 
change of heart, to veto the merger early next month. 





Mr Welch’s outrage is widely shared. What gives Europe- 
ans the right to block an all-American merger that was ap- 
proved by America’s own antitrust authorities with only mi- 
nor changes? GE was quick to detect politics at work: a desire 
to protect Europe’s own aero-engine maker, Rolls-Royce, 
maybe, or its civil-jet maker, Airbus. Several commentators re- 

called the commission’s threat to block Boeing’s takeover of 
McDonnell Douglas in 1997, which was also said to be moti- 
vated by Airbus’s interests. President Bush expressed concern 
about a European rejection of the Ge/Honeywell merger; 
other American politicians even muttered about retaliation. 

Such reactions are way over the top. A merger as big as this 
is global in effect: it is entirely reasonable that different anti- 
trust authorities should investigate it. It is less understandable 


that they should reach markedly different verdicts, but it has »» 


> happened before. Last year the Americans stopped the all- 
European Air Liquide/Air Products takeover of BOC even 
though the Europeans had approved it. And the Europeans 
blocked the all-American takeover of Sprint by WorldCom 
(though that time the Americans too were opposed). 

Differences remain mercifully rare. Since the Boeing/Mc- 
Donnell case, the European Commission and the American 
antitrust authorities have improved and formalised their 
links. They now talk extensively and often agree which side 
should take the lead role. Both sides have explored the idea of 
a global competition forum, which may become more neces- 
sary as other countries’ regulators muscle in—though the no- 
tion of a world competition authority seems premature. 

The GE case does, however, give grounds for concern over 
the handling of big global mergers. One is that the Europeans 
and the Americans, as the two principal authorities involved, 
may be following diverging paths. Under Mario Monti, the 
competition commissioner, the EU is strengthening its anti- 
trust enforcement by enlarging such concepts as “collective 
dominance”. The new Bush administration, by contrast, ap- 
pears to be weakening antitrust enforcement, for example 
over Microsoft. That divergence could lead to more clashes. 

In the specific instance of GE/Honeywell, the commission 
was justified in voicing some objections, and the Americans 
may have let the deal through too easily. But parts of the com- 
mission’s economic analysis, especially its attack on the “bun- 
dling” of different products to undercut rivals, look suspect, 
and its habit of shifting ground during the investigation was 
dubious (see page 70). It also seems to have relied more on 
claims made by Ge’s competitors than on evidence of harm to 
consumers. Even so, better negotiating tactics might have res- 
cued the deal. This week, Mr Monti suggested that the gap be- 
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tween the two sides was smaller than GE was claiming. It is 
hard not to conclude that some inside GE may be secretly re- 
lieved that the merger looks like falling through. 


A better procedure 

The most desirable outcome of this case would, however, be a 
thorough rethink of Europe’s merger regime. Since the com- 
mission’s merger task-force came into being a decade ago, it 
has mostly done its work well, although it remains under-re- 
sourced. The process is commendably transparent. It is also 
welcome that it observes a tight timetable, since many past 
mergers have been undone by regulatory delay. 

The biggest defect is that the commission acts as prosecu- 
tor, judge and jury. An appeal can be made to the European 
Court of Justice, but that involves huge delays: the attempt by 
Airtours to overturn the commission’s rejection in September 
1999 of its merger with FirstChoice, on grounds of collective 
dominance, is still pending. In America, the Department of 
Justice or the Federal Trade Commission have to go to court to 
block a merger. The commission has tried to balance its proce- 
dures by appointing a “hearing officer” charged with ensuring 
that companies get a fair hearing, but there is a huge difference 
between an internal and an external check. 

One obvious solution would be to expedite the appeal pro- 
cedure in the European Court. A second good plan would be to 
take competition away from the commission altogether and 
give it to a wholly independent body, free of political influ- 
ence. An even more radical third idea would be to change the 
rules to force such a body, like its American counterparts, to go 
to court to block a merger. If the acquisition of Honeywell is 
not to be Mr Welch's last big achievement, reforms to Europe’s 
merger regime would be a fine alternative. m 





Russia and America 


Doing the normal thing 


Can George Bush and Vladimir Putin agree to disagree constructively? 


OULMATES they are not, for 

all the backslapping bonho- 
mie of last weekend's first meet- 
ing between George Bush and 
Vladimir Putin. America’s new 
president needed to reassure 
critics that he was not spoiling 
for an unnecessary fight with 
Russia. Mr Putin was keen to dispel the notion that Russia was 
too set in its old ways of thinking to be worth a serious chin- 
wag with the leader of the world’s pre-eminent power. But 
there is more at stake for both in the American-Russian rela- 
tionship than that, especially for Russia. 

If Mr Putin is as clear-eyed about Russia’s “national inter- 
est” as he likes to claim, he will move to explore the common 
ground with America and the West—in security matters, as in 
diplomacy and trade—not just harp on the obvious differ- 
ences. America and Russia are no longer enemies, as Mr Bush 
points out. More than that, Russia has much to gain from 
deeper political and economic engagement with the West. 

But that is easier for an American president to offer than for 
Mr Putin to accept. Still smarting from Russia’s loss of empire 





and influence in the post-cold-war world, his officials act as if 
any apparent gain for America and its friends must mean a 
loss somehow for Russia. Fresh thinking would help deal with 
testy issues on the agenda, from the Balkans to missile de- 
fences, from non-proliferation to NATO enlargement. Is Mr Pu- 
tin ready for the “normal” relationship Mr Bush is offering? 
Normal countries can disagree—look at America’s disputes 
with some of its allies in Europe. And though Russia’s rela- 
tions with America should be based on more than an obses- 
sion with rockets, the search for a new strategic understanding 
is a place to start. Nuclear missiles are one of Russia’s few re- 
maining claims to parity with America. Rightly or wrongly, 
limited defences, not against Russia, but against smaller 
threats from rogue regimes, are one of Mr Bush's priorities. 
Russia has no veto over America’s defences. But it does 
have a legitimate interest in Mr Bush’s missile-defence plans, 
since they would break the two countries’ Anti-Ballistic Mis- 
sile (ABM) treaty, which, to preserve strategic stability in more 
hostile times, sharply limits the sorts of defences either can de- 
ploy. After months of stonewalling, Mr Putin has now sig- 
nalled an interest in exploring America’s offer of some sort of 
new strategic bargain (see page 38). Its elements could be to cut »» 
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as} Russia wants, while trying for anew set of stability-preserv- 


ing understandings that leave America the room to explore 


limited defences against smaller, but less predictable threats. 
_ For both, sucha deal is worth a serious try. 
But will Russia negotiate in good faith? Unlike China, Mr 
_ Putin accepts there is a new threat. But his preferred solution— 
- diplomacy, plus regional defences—sounds disingenuous to 
western (and not just American) ears. Although the spread of 
increasingly long-range missiles and the technologies of mass 
destruction to the Middle East, the Gulf and Asia threatens 
Russia’s safety too, Russian companies do more than most 
(apart from China’s and North Korea’s) to help the would-be 
_. proliferators, including Iran, Iraq, Syria and others. Russia’s 
-<= government recently broke the rules by selling nuclear fuel to 
-> India, which refuses full safeguards on its nuclear industry. If 
` Mr Putin wants his missile-defence concerns taken seriously 
-by America, he would do well to stem this dangerous flow of 
- materials and know-how. 
_ Why does Russia sell these things? The shortest answer is 
cash. Its feeble economy is hostage to the oscillating price of oil 
-and other raw materials, and it has little else to trade. Money 
-also explains why Russia sells its newest conventional weap- 
_ ons to places like China and Iran that could one day be a threat 














L tough being a world leader 
these days. Once upon a time, 
you could meet a couple of your 
counterparts in some pleasant 
seaside town, forge a union or 
divide a continent over dinner, 
and then issue a grateful public 
with a photograph and a com- 
muniqué for them to stick in their history books. It’s just not 
-like that any more. Wherever you go, now, thousands of un- 
grateful yobs turn up, slinging bricks at the police and sound- 
bites at the cameras, and generally detracting from the serious- 
ness of the proceedings. So how is anybody to have a quiet 
. pow-wow these days? 

Employ a more imaginative locations manager, possibly. 
Most summits take place in such conventionally cushy places. 
The glamorous names that punctuate the history of summi- 
try—Versailles, Yalta, Potsdam, Rome, Nice—betray the weak- 
nesses of summiteers for sun, sea, sand and palaces. Even Se- 
attle and Gothenburg have a low-key marine charm as well as 
- a reputation as hippy heaven. Advertising a summit in that 
. sort of place is pure provocation to a bored anarchist in a bed- 
- sitin south London. 

_ The world is full of alternative locations guaranteed to dis- 
_ courage the soft-bellied young of today. There are style-free 
places, such as Margate or Ostend. There are downright de- 
pressing places, such as Minsk or Karlsruhe. Those far-sighted 
folk at the World Trade Organisation have already taken the 
_ hint, by holding their summit this November in Qatar, which 
~~. most anarchists will think is a throat problem. But there are 





both side: unwieldy arsenals down to more affordable size, t 





side mischief i is ‘also og paun’s s way ‘of of disguising Ri Russia’ sde- ie 
cline. But itis no way to reverse it. Only economic reforms and © 
stronger democratic institutions can do that. 


That image problem, again 

But the clash between Russia’s short-term resentments and 
long-term interests does its most immediate damage in Eu- 
rope. Russia has signed all the codes and rules of the Organisa- 
tion for Security and Co-operation in Europe and the Council 
of Europe, yet routinely breaks them—in its brutal war in 
Chechnya and in its long-standing support for Slobodan Mil- 
osevic as he brutalised the Balkans. It harasses weaker neigh- 
bours, such as Georgia and Moldova. It resents the westward 
ambitions of the Baltic states, and does its best to frustrate re- 
formist forces in Ukraine. 

Mr Putin wants Russia to be a power in Europe, but his Eu- 
rope is one of old-fashioned spheres of influence, with one 
sphere for Russia. Hence the lengthening queue of countries 
eager to join the European Union and, to Russia’s dismay, 
NATO. Offering a hand of reconciliation to these countries, 
rather than a resentful fist, would do more than anything to es- 
tablish Mr Putin’s credentials in both America and Europe as a 
man to do normal business with. m 





Why the protesters are playing into the hands of global capitalism 


also seriously nasty places, such as Lagos, where a recent gov- 
ernment campaign to promote tourism was greeted with 
howls of laughter by the locals. No self-respecting anti-capital- 
ist would be seen dead in that sort of dump (for an alternative 
view, however, see Letters, on page 16). For summiteers, Lagos 
might have a few minor disadvantages, such as filth, crime, a 
horrible climate and a shortage of hotels with proper plumb- 
ing, but those are not the sorts of things to put off a statesman 
determined to forge a better future for the planet. 

If they are unwilling to relocate, the summiteers can always 
look on the bright side. The organisations that are the focus of 
the anarchists’ anger—the World Trade Organisation, the Inter- 
national Monetary Fund, the World Bank and the European 
Union—have long shared a common problem. Nobody (aside 
from a few eccentric publications, such as this one) wanted to 
write about them. Nobody wanted to hear about them. Men- 
tion of their names was enough to kill conversation. 

The protesters have changed all that. Front pages are spat- 
tered with stories about these organisations. Columnists ful- 
minate about their activities. Ideology has infused economics, 
for the first time since Karl Marx wrote (and nobody read) “Das 
Kapital”. The dismal science is suddenly sexy. Even more 
shocking, so are multilateral institutions (try putting that into 
a protest song). People who used to be regarded as pen-push- 
ing bureaucrats have become warriors in the struggle between 
the forces of global capital and the forces of something-or- 
other. The protesters, in other words, have done whatthepub- _ 
lic relations departments of the wro, the mr, the World Bank `- 
and the gu have failed to do in half a century: they have made , ec 
economics exciting. m : 
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Lette rs 





Sins and daughters 


SIR ~ America suffers from “a 
pathological obsession with 
safety” because we foster such 
a monstrously litigious society 
(“Free Jenna!”, June 9th). There 
is a Significant industry reap- 
ing profit through blame. 
There can be few faultless “ac- 
cidents” any more. 

The parental hand-holding 
role of government and busi- 
ness is a self-perpetuating 
liability. To the toner-cartridge 
company that warns its cus- 


~~ tomers not to eat the contents 


add the fast-food chain that 
prints “Caution—contents 
hot!” on its coffee cup, the 
school that disallows play- 
ground games, the firm that 
forbids lunchtime drinking or 
the garage that bans risqué 

- pin-up calendars. They are not 
protecting the consumer or 
employee but protecting 
themselves. 

LAURA DENHAM 

San Francisco 


SIR - I must take issue with 
your comparison of Jenna 
Bush to The Maid of Orleans. 
Joan was born into what was, 
at best, a lower-middle-class 
family; Jenna was born into a 
wealthy, privileged and pow- 
erful dynasty. By the age of 19, 
Joan had helped reverse the 
outcome of the Hundred 
Years’ war, crowned a king, 
conquered numerous cities, 
attempted to escape from pri- 
son by jumping from a high 
tower, successfully sparred 
-with learned theological 
scholars at her trial and 
bravely died the death of a 
true martyr. By the same age, 
Jenna’s main accomplishment 
has been to try (and fail) to 
buy booze. Americans may be 
puritanical but the hapless 
Jenna does not hold a candle 
(or a shotglass) to St Joan. 
RICHARD EINHORN 


New York 


SIR -I cannot agree with your 


-comparison between smoking 


and drinking. There is nothing 
illiberal about restrictions on 
public smoking. If I sit next to 
a drinker, I am not required to 
share his beer; if I am one ta- 
ble over from a parachutist, I 
am not expected to throw my- 





self out of a plane. Smoking, 
by its nature, is a participatory 
activity involving those 
nearby whether they wish it 
or not. 

CHRISTOPHE PETTUS 

London 


SIR -In the pantheon of silly 
laws you forget to mention 
America’s speed limits. Even 
as highway deaths continue to 
drop and cars continue to get 
safer, we are forced to drive 
more slowly on our roads 
than any other nation. This is 
because we seem unable to 
provide proper driver training 
and prefer to feed the coffers 
of police departments with 
the billions of dollars they 
raise every year by ticketing 
the drivers who simply cannot 
maintain the effort required to 
drive at 65mph on roads de- 
signed to be safe at much 
higher speeds. 

DAVID ASHE 

Key Biscayne, Florida 


SIR - Although I thoroughly 
agree with the rant against 
American puritanism, I find it 
somewhat ironic that such a 
spirited argument comes from 
a newspaper published in a 
country where finding a drink 
after the silly 11pm last call is 
damn near impossible. 

J.C. COCCHIARELLA 

London 


SIR - I am sure that you are 
aware that America is the only 
country in the western world 
where a woman cannot bare 
her breasts on the beach with- 
out the threat of police action. 
I look forward to a campaign 
run by you along the lines of 
“Free the breast”. You can rely 
on my support. 

ANTHONY SWEENEY 

Darien, Connecticut 





Britain and Japan 


SIR ~- Britain’s so-called de- 
mocracy drove two native 
populations to the brink of ex- 
tinction in Australia and 
North America (“A normal 
country”, May 19th). Neither 
Hitler nor Hirohito managed 
this. Britain also executed the 
opium war—the most shame- 
less in the history of 





mankind—and behaved as the 
devil incarnate towards the 
closest we have to a modern- 
day saint: Gandhi. Britain has 
never apologised for these 
deeds. 

lam a leftish Japanese citi- 
zen and am dead against the 
new prime minister, Junichiro 
Koizumi. Naturally, I am sym- 
pathetic to your apprehen- 
sions about his nationalistic 
streak but would you turn a 
fraction of your critical eye to 
Britain’s past? This would 
make your articles on Japan 
and elsewhere even more per- 
suasive. 
KIKUCHI TAKEHIKO 
Sendai, Japan 





Blind ambition 


SIR - Bagehot (June 9th) sug- 
gests that David Blunkett’s 
inability to deal with vast 
amounts of paperwork be- 
cause of his blindness might 
prevent him from becoming 
prime minister. Is it not possi- 
ble that this has contributed to 
his success? Rather than being 
overwhelmed with detail 





from his department he per- 
haps has more opportunity to 
consider the broader picture. 
ADRIAN COSTER 

Hitchin, Hertfordshire 





Holiday in Nigeria 


SIR ~ You paint an unpleasant 
picture of Nigeria and its larg- 
est city, Lagos (“Tourism in 
Nigeria”, June 9th). After mak- 
ing regular trips to Lagos over 
the past year, I have to report 
that the truth is, as usual, 
more subtle. Theft is endemic 
at all levels of society, the 
roads are chaotic, and services 
such as water, electricity and 


telephones are generally un- 


available. 

However, Nigerians are 
warm, polite, organised and 
ambitious. There is none of 
the desolation of the spirit 
one sees in countries like An- 
gola and Congo. Nigerians 
have embraced their nascent 
democracy. Armed police still 
man roadblocks but no longer 
demand money. The immigra- 
tion and customs officials at 
Lagos’s airport are friendlier pp 





Executive Focus 


Familiarity is the enemy. 
It slowly turns everything 
to wallpaper. Travel 
makes you a stranger. 

It puts you at odds. It robs 
you of your prejudices. 


Gary Hamel 
Author, “Leading the Revolution” 
Chairman, Strategos 
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To find out more about career opportunities 
with Strategos please visit our website. 
www.strategos.com 


MANAGER PLANNING AND 
BUSINESS DEVELOPMENT 


( EXCELLENT REMUNERATION PACKAGE 


Manufacturing some of the most widely recognised brands, our client is one of 
the world’s leading consumer goods companies and a market leader in their 
sector. This is a dynamic company in a highly competitive market committed 
to growth through continued investment in their brands and through the 
modernisation and improvement of global manufacturing and distribution. 


This key role in Planning and Business Development is based at the Regional 
HQ in Switzerland, covering Central Europe, The Middle East, and Africa. 
The role is critical in the strategic development of the Region's business as well 
as in the management of its key business projects. 


As Manager Planning and Business Development - utilising internal and 
external resources you will gather and analyse key business data, with a strong 


financial element, presenting your conclusions and recommendations to senior 
management. You will also play a vital role in the annual strategic planning and 
budget process for the allocated countries. 


Candidates will have a minimum of five years post-graduate experience, 
preferably within a leading international fast moving consumer goods company. 
An MBA, adding the strategic and conceptual thinking critical in this role, 
would be a distinct advantage. Fluency in English is a pre-requisite, a second 
language advantageous. You must be highly analytical, numerate and have a 
sound understanding of financial analysis and modelling techniques. 
Ambitious and internationally mobile, with a potential for further 
development, you must be eager to work in a multi-cultural environment. 


> É $ kj Managers Planning & Business Development often follow a general management career path, either 
\ et immediately after this position or following a further development role. We are therefore seeking 


candidates of the highest calibre who have a broad set of business skills, keen to commit to an International 
i . > ICIIIT ~y career in this leading organisation. If you meet our criteria please send your CV to The Nichols 
N ICHO LS ` > N St JLTAN CY Consultancy at info@nicholsconsultancy.com or by fax to 00 44 (0)1628 810829. 
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The Economist June 23rd 2001 








2 » and more. efficient than any- 
-where else I have been to in 
Africa. Lagos can be scary, but 
<. no more so than the wrong 
-` side of an American city. It is 
_ still hard to get a tourist visa 
but anyone lucky enough to 
visit Nigeria will find a coun- 
try filled with optimism and 
energy and the kind of night- 
life that made Kinshasa 
famous in years gone by. Just 





leave your credit card at home. 
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Britain and the euro 


SIR ~ Your leader about the 
convenience or not of Britain 
joining the euro is a supreme 
expression of common sense 
- (“And now for Europe?”, June 
_ 9th). It appears that Tony Blair 
considers it fashionable to be 
pro-euro but the truth is that 
no one knows for sure what 
-kind of European Union we 
will have in five years’ time, 
particularly after the Irish re- 
-jection of the Nice treaty. I 
think that until Europe adopts 
a constitutional framework, 
like the one you proposed last 
year, Mr Blair should remem- 
ber the Spanish saying: “it is 
worth more to be alone than 
to be in the wrong company” 
(like Lionel Jospin). 

JORGE PAYET 

Madrid 


_ SIR ~ Your arguments in fa- 
vour of delaying a referendum 
_on the euro are inconclusive. 
- First, not enough is known 
about the assumptions of in- 
vestors to correlate the high 
rate of foreign direct invest- 
ment in Britain in the second 
half of the 1990s with our be- 
ing outside the euro zone. It 
was only in October 1997 that 
the government said we 
would not be in the first wave, 
though it was broadly positive 
about our joining ultimately. 
On the effect of non-mem- 
bership on Britain’s political 
influence in Brussels, you are 
easily convinced by Tony 
Blair’s denial. What else 
would you expect him to say 
while he holds fire on a ref- 
erendum? It is true from a 
constitutional point of view 
that Britain’s legislative rights 














in Brussels are unaffected but 


the group of 12 euro-zone fi- 
nance ministers that meets, so 
far informally, can form a 
winning majority on an issue 
ahead of a vote in Ecofin and 
sideline Britain. 

Common sense suggests 
that Britain’s ability to influ- 
ence matters in Brussels 


= would be much the stronger 


for participation in the Euro- 
pean Union’s most ambitious 
project to date. It seems per- 
verse to wait until 2004 at the 
earliest to find that out for 
sure. 

STEPHEN QUIGLEY 

Chairman 

European Movement, Sussex 
Branch 

Merston, West Sussex 


Losses at sea 


SIR ~ An important benefit of 
containerisation that you omit 
from your obituary of Mal- 
colm McLean (June 2nd) was 
the end of wholesale pilfer- 
age. I was at sea for four years 


from 1942 and stealing by ste- 


vedores was rife. The mobs 
controlled the docks. On a trip 
to Port Elizabeth the hold con- 
tained a shipment of 
registered United States mail. 
After the ship cleared port the 
mate came to me—I was 
purser—with a cut-open can- 
vas bag. Every bit of mail had 
gone. Mr McLean’s boxes were 
(and I hope still are) tamper- 
proof. 

GORDON DALTON 

Pinehurst, North Carolina 


Law of diminishing returns 


SIR ~ Russia’s legal system is 
indeed in need of reform 
(“The path to reform—or an- 
other dead end?” June 2nd). 
But low pay, and widespread 
corruption and incompetence 
are traits shared with Russia’s 
police force. An accountable 
legal system is dependent on 
the enforcer on the street and 
Russians have no faith in their 
policemen. They are thought 
to be open to bribery, as well 
as being racist, corrupt and of- 
ten downright criminal. 
Without a well-trained police 
force which is both respected 


and or the law in Russia 
will still be selective and jus- 
tice will not prevail. 

GEORGE GOSS 

Prague 





Kazakhs and democracy 


SiR ~ Why do you find it 
newsworthy, much less bi- 
zarre, that Kazakhstan’s 
government ruthlessly stifles 
political opposition, or that 
most Kazakhs demonstrate lit- 
tle enthusiasm for partici- 
patory democracy (“Don’t 
know, don’t care in Kazakh- 
stan”, June 9th)? The 
authoritarian clique is under- 
standably determined to keep 
control and enhance illicit 
self-enrichment. To sustain 
this scam with essential hard- 
currency contributions from 
western aid donors and for- 
eign investors, it must keep 
the republic’s few courageous 
activists from gaining public 
exposure. A media monopoly 
and brutal intimidation are es- 
sential planks of this 
totalitarian platform. 

As for the “passive” citi- 
zens, no living Kazakh has 
ever experienced participa- 
tory democracy. Most do not 
understand its fundamental 
precepts, local relevance or po- 
tential benefits. Nurturing 
democratic awareness and 
transition in the face of zeal- 
ous government resistance 
will be a slow, determined in- 
trusion. Only when western 
patrons give democratic de- 
velopment equal weight to 
petroleum development will 
Kazakhstan’s neglected citi- 
zens begin to know and care. 
RUSSELL SUNSHINE 
Umbria, Italy 


Thatcher’s long shadow 


SIR ~ The Economist perpetu- 
ally delights in lauding the 
Thatcher years. So besotted 
are you that you mention her 
name—or derivatives thereof— 
nine times in your article on 
Blairism (“Tony’s big ambi- 
tions”, June 9th). What you fail 
to mention is that while Mar- 
garet Thatcher was one of the 
most effective politicians since 
the second world war she is 


perhaps the most detested. 
Her style, like her reforms, is 
remembered by many as hard | 
and brutal, cruel even, creat- 
ing an image of the Tories as a 
heartless and insensitive party 
in the minds of many voters. 
If the Thatcherite revolution is 
seen as necessary but painful 
then many Britons still bear 
the scars and feel the associ- 
ated pain. 

The memory of Mrs 
Thatcher's swinging hatchet 
has damaged not only the 
British psyche but also the 
Tory party itself. To attain 
power again the Tories must 
distance themselves from the 
trauma of Thatcherism and 
dream up their own brand of 
“compassionate conserva- 
tism”. British voters, once 
viciously mauled, are proving 
very wary indeed. 

MICHAEL BROWNE. 
Heidelberg, Germany 





No joko king a 


SIR ~ You say that “France’s 
monarchists are, deservedly, a 
joke” (Charlemagne, June 9th). 
I am one of your “mad monar- 
chists” who, with thousands 
of others, is ashamed of our 
French republic, the gueuse, 
scandals, embezzlement, cor- 
ruption, inefficiency, and, of 
course, the past Trotskyite 
treason of our prime minister. 
What is the joke? 

MICHEL DURAND 

St Germain-en-Laye, France 


Language hoops 


SIR ~ For the benefit of Ameri- 
can readers could you provide 
an explanation of the more 
quaint English phrases that 
appear in your articles? Case 
in point: “cock-a-hoop” (Lex- 
ington, June 2nd). To my ears, 
this sounds like something 
one might buy in a San Fran- 
cisco “speciality” shop. 

KAREN HINES 

Half Moon Bay, California w 

















UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE PEERED IN THE NEAR EAST (UN RWA) 


l UNITED NATIONS RELIEF AND WORKS AGENCY | i 
POR PALESTINE REFUGEES IN THE NEAR EAST (UNRWA) 





is seeking to is sacs a: is ae to employ a: 


Chief. Human —— —_— IE Chief, Engineering & “Gonathiction Services Division, I 


P-5, HQ, Gaza E P-5, HQ, Amman 










For detailed information, please refer to UNRWA website 


For detailed information, please refer to UNRWA website 
http-www.unrwa, org/ f 


hrtpiwwwunrwa org/ 


























APP LICATIONS: 1 he UN Personal History Form can be. 
printed out and fax ee . 






APPLICATIONS: The UN Personal History Form can be. 
printed out and faxed to: (+972 8) 677 7094, 
or mailed to: Head, Reeruitment Section, 
© UNRWA HQ Gaza, | 
via UNRWA HQ Amman, 
P.O. Box 140157, 
Amman 11814, Jordan. 





(4972 8) 677 7694, 
ae ~ Head, Recruitment Section, 
oo UNRWA HQ Gaza, 
~~ via UNRWA HQ Amman, 
© PO. Box 140157, 
Amman 11814, Jordan. 








Resumes (CVs) can be emailed to: unrwa-ahr@unrwa.org > 









Resumes (CVs) can be emailed to: unrwa-ahr@unrwa.org 

















Please quote ref. #VN/M/13/2001. 





Please quote ref. #VN/M/11/2001. 





The deadline for rec ein! of apo calone is 5 July 2001, The deadiine for peer! of í applications is iS 15 July 29001. 





www.kpmgcareers.co.uk 


Delivering excellent Public Services 
pm Experienced Advisors - - Economic and Projects Group 


Advising major public sector clients, their private sector partners and key funding agencies, our multi- 
disciplinary team is working to shape the future economic development agenda. Working on a range of 
innovative projects, initiatives and programmes, the expanding Economic and Projects Group offers 
practical and results oriented advice to affect the way regeneration is funded and delivered, 


Joining our national team of. surveyors, economists, labour market specialists and accountants, successful 
applicants will work with an extensive client list to undertake detailed needs assessments, major feasibility 
studies, lead and advise on establishing public/private partnerships, develop innovative funding techniques 
and asset management solutions, 
Applications are invited from individuals who have led or advised on major initiatives influencing the 
economic development agenda and can demonstrate the ability to steer projects to secure private sector 
investment and/or grant funding. Either from a consulting background or strategic post within the public 
sector, you will possess the ambition and skills necessary to enable your career to flourish in response to 
this stimulating, creative and challenging environment. 














-=E Birmingham, London, Manchester 


For an informal discussion on this exciting opportunity, please telephone Sharon Burns or Heather Clarke on 
0121 633 4383. Application is by CV to Hays Executive, St Philips Gate, 3-6 Waterloo Street, Birmingham, 
B2 5PG. E-mail: angela.quinn@hays-hps.com Fax: 01279 642016. 
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the Council in Pakistan. in collaboration with national agencies, 
universities and other Pakistani research institutions, the incumbent 


technical assistance in population dynamics, reproductive health, 
youth and gender, and social development 


Qualifications: Doctoral degree in a social science, medicine, public 
health, or related field with training relevant to population, reproductive 
. health, and family planning with a minimum of six years of relevant 
post-doctoral experience; demonstrated ability to manage and 
administer a country-level population/health program, with experience 
_in recruiting, monitoring, evaluating, and supervising local staff; 
Managing project resources, fundraising and donor reporting. Excellent 
English skills; a knowledge of or willingness to learn Urdu desirable. 


-Population Council offers competitive salary and excellent benefits 
within an intellectually stimulating, international environment. 
Council information and complete job descriptions can be found at: 
-www.popcouncil.org Please send your C.V. with cover letter to: 
: Compensation & Recruitment Manager, Job #27/01, Population 
- Council, One Dag Hammarskjold Plaza, New York, NY 10017. 

_ E-mail: jobs@popcouncil.org FAX: (212) 754-0963 


An EOE/AA Employer. We encourage applications fram females and minorities. 





SIX FIGURE SALARY 


+ BENEFITS : The Role 


Established by Roya 
Charter in 1606, this 
. nationally significant 
trust port is the UK's 
` premier ferry port. 
~The 330-hectare 
‘| complex ranks amongst 
the world's busiest 
international drive-on, 
drive-off terminals. 
Cruise, general cargo, 
leisure and property 
activities complement 
the core ferry business, | 
` with a turnover of £44 > 


of the port. 


international levels. 


| UNOPS DIVISION FOR WESTERN ASIA, ARAB STATES AND EUROPE (WAASE) | 


_ The United Nations Office for Project Services (UNOPS) is a self-financing entity of the | 
_ United Nations system, providing project management and implementation services 
- throughout the world. On behalf of the United Nations Development Programme {UNDP), 


| secretariat is located in Beijing, China. TRADP is a UNDP/UNOPS regional programme | 
among the participating governments of the People’s Republic of China, Mongolia, . 


| Secretariat at. the L5 level. 





Population Council is seeking a social or health scientist to represent _ 
annual work plans. This include activities required to implement the strategy described in 


will develop and implement programs of research, training, and — 


| S/He will coordinate activities to provide for continuing environmental assessment of the 


position; capacity in multi-sectoral programmes in the international arena; ability to 
“supervise high level professional staff; experience working for a multi-lateral aid 
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As a full board member, responsible for: | 
H 

e The safe, solvent and efficient operation 


e Contributing to and implementing board 
policy in accordance with the best | 
interests of users and other stakeholders. | 

e Effective liaison with stakeholders and | 
various authorities, representing the board | 
at local, regional, national and 


e Maintaining the port's competitive edge 
and status as a world-class port through 
best use of resources and continuous 
improvement in delivery of services. 





UNOPS @ | united Nations Office for Project Services _ 


2 Request for CVs 5 
- Director, Tumen Secretariat 








UNOPS is managing the Tumen River Area Development Programme (TRADP) which 







the Russian Federation, Democratic People’s Republic of Korea (OPRK): and the 
Republic of Korea (ROK) and is designed to promote regional economic cooperation in 
the North East Asia region. UNOPS is seeking to recruit a Director for the Tumen 


























The incumbent will be responsible to the Committee, Commission and established Working ` 
Groups for the management of the Tumen Secretariat and Programme. S/He will provide 
advice, support and assistance to them in the preparation and implementation of their 








the project document which is designed to create an enabling environment for the . 
development of Tumen River Economic Development Area in particular, as well as. the 
Northeast Asia region as a whole. This strategy is based on the harmonization of 
regulations and procedures governing trade between countries in the region, the 
movement of goods and people across borders, the integrated development: of 
infrastructure and industry, and the establishment of an improved climate for investment. 









region and the implementation. of the Environmental Mitigation and Management Plan, 

establish a framework for cooperation within the region so that an integrated approach may- 
be taken to its development. Duties also include coordinating the work of the National | 
Offices and the liaison offices, provide for their training so that they are able to implement _ | 
Work Plan activities as they relate to their own countries. 


Successful candidates must have : 10 -20 years work experience in a senior management 











organization, capability to promote investment in large-scale projects: knowledge of 
investment and trade issues as they relate to economies in transition; ability to negotiate 
with senior Government officials, Representatives of Donor Countries as well as 
multilateral banks at a senior level; excellent organizational and presentation skills. 
Knowledge of the UN system and familiarity with UNOPS procedures are desirable: fluency 
in both writing and speaking English is essential, working knowledge of another UN 
language is an asset. Available to take up the post by mid September. 


Those individuals deemed to meet the qualifications will be short-listed. Only short-listed f - 
candidates will be contacted. Please address the CV to Mrs. Rachel Nyambi, Portfolio [- 
Manager, UNOPS, WAASE, fax 212-457-4045 no later than 31 July 2001. $o 
Ref: RAS/01/430 - Director Tumen Secretariat. 

For more detailed information please check our website www.unops.org 


















MANAGING DIRECTOR - DOVER HARBOUR BOARD l 





_ The Requirements 


e Proven ability to develop and manage 
successful business strategy in a complex 

| organisation of international stature 

_ with maritime connections. 

| © Profit responsibility as a director of a 
company or substantial division, ideally 
combining private sector with public 
sector or not-for-profit experience. 

e Experience in a service industry although 
not necessarily ports. 

¢ Vision, drive and commitment to 
delivering results with diplomacy, 
integrity and excellent negotiating skills. 
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Please send a curriculum vitae and covering letter, stating salary and package, for the attention of Valerie Stogdale at 
The Directorship Search Group, quoting reference C05004, or email to tesume@uk. directorship.com 


The Directorship Search Group 


Executive Search and Corporate Governance Consulting 





VER 
HARBOUR BOARD 


42 Berkeley Square, London WIJ SAW Fax +44 (0} 20 7318 0866 











London c£60k + bonus + benefits 


The rapid evolution of global communications and distribution 
markets means that this major group will take a pro-active 
approach to the creation of regulatory models. As part of the 
Commercial & Strategy Division this new post requires 
leadership of a small team supporting regulatory responses 
and advising on emerging competition and liberalisation issues, 
regulatory price controls and cost & efficiency measurement 
throughout the group. ig eo | 

<< You will be a well-qualified, commercially minded economist, 
with several years proven experience in a +eguiated utility, 





regulator or similar environment. Your experience and style will 


be hands-on, including the development of. price control 
“regimes and cost efficiency methodology and modelling tools. 
| As well as first class technical skills you must have the ability to 
- present clearly the wider, critical. business and economic 
< arguments. This is an excellent opportunity to play a decisive 
i part in major change. ao a 
< df you think you can make a difference contact Bob Franklin at 
the address below: tel 020 7636 5444; 
e-mail: bob @ chartwellsearch.co.uk 


KUATEY y St. George’s House 
CHARTWELL 14-17 Wells Street 


SEARCH & SELECTION London WIT 3PD 








3-7 years qualified | 


THE FORD FOUNDATION 
320 East 43rd Street, Box 298E 
New York, NY 10017 





Program Officer: Community Development/Environment and 
Development, Eastern Africa (based in Nairobi) l 
Responsible for designing, implementing, monitoring, and evaluating 
program activities in Community Development and Environment and 
Development in Eastern Africa (Kenya, Tanzania and Uganda). Will review 

and advance the current portfolio, including emerging work with community 
foundations and support for conservation-based development. Will also. fps 
develop initiatives that mobilize community assets and strengthen key f 
community institutions with the potential to enhance community vitality.. 
support sustainable livelihoods, and improve the economic security of low- 
income people. 


The portfolio will focus on building the ability of individuals and ji 
communities to effect change, particularly in rural areas where livelihoods “Jf 
depend on the sustainable use of natural resources. It will support the fi 
development of a supportive policy environment and organizational: 
infrastructure for community institutions. i; i 


Qualifications: A broad understanding of the role of community institutio 
in promoting the well-being and livelihoods of low-income: people. a 
communities, and appreciation of the factors that affect the developme 

social, financial, natural and human assets. A graduate degree: in soc 
sciences or related field is required. Also desirable, prior experience in Afric 
and in grantmaking or related types of work. Ability to speak ‘Kiswahili. — 








To apply, please send resume, cover letter and brief writing sample RE f 
pages of original work) preferably by email to Ms. M. Baldwin: 
(m.baldwin @fordfound.org) or to the above address by 31 July, 2001. 


Equal employment oppartunity and having a diverse staff are fundamental — 
principles. at The Ford Foundation. oe 





Amsterdam 


Mirant is a global competitive energy company with a leading. position in both power generation and 

energy risk management and marketing. Headquartered in Atlanta, the company has extensive operations 

J. in North America, Europe and Asia. Mirant owns or controls more than 20,000 megawatts worldwide 
| with another 9,000 megawatts under development. 


MIRANT: 


[At Mirant, we thrive in a culture that encourages initiative, independent thinking, and above all ~ integrity. 
_ United in our vision and sincere in our: commitment to bring out the best in each other, we are tomorrow's 
“kind of company harnessing today's best opportunities. 
The company is now looking for two. lawyers to join the team at Mirant's European headquarters 
in Amsterdam. 


Project Finance/Corporate Finance Lawyer: 

As Mirant continues its expansion into the European markets, whilst consolidating its coverage of a 
broad energy spectrum of business areas, a 3 to 7 year UK or EU qualified lawyer with a project finance and/or 
corporate finance background is sought to provide legal support to these businesses. Experience 
of project financed power projects would be an advantage. An international perspective is essential. 


Please contact our exclusively 
retained consultants, Lynnsey McCall or - 
Caroline Nussey, on +44 (0)20 7415 2828 

or write to them at Taylor Root, 

179 Queen Victoria Street, 
Trading Lawyer: London EC4V 4jA. 
Email: ynnseymecall@taylor-reot.co.uk 

Supporting and advising the energy trading businesses in Europe, this is an excellent role for a UK or 

EU qualified lawyer with at least 3 years’ energy/commodities trading or derivatives experience, or 
> indeed a 3 to 7 years’ qualified corporate lawyer who is interested in being trained and developing skills 
in this area of law. Both an international and a commercial approach are essential for this role. 


This assignment is being handled _ 
exclusively by Taylor Root and all 
direct or third party applications 
-o a | wili be forwarded to them. 
- 9p. We offer a competitive salary and benefits package, with particular emphasis on bonus and stock options. oe , 

| Relocation assistance if necessary will also be provided. 






TAYLOR *- Root 


GLOBAL LEGAL RECRUITMENT 





"At Mirant, the search for opportunity is what drives us. How we recognise and act on that opportunity is what 
differentiates us. ae E 








NONE OF OUR BUSINESS? 


Human Rights. It’s not the usual 

business priority. And for 

multinational companies operating in 
developing countries, it could be 

tempting to dismiss it; to call it a 
socio-political issue rather than a business 
one, and hope it just goes away. 


(Each Shell company is a separate and distinct entity. In this advertisement, the words “Shell” “we 1s and “our” rete places, to the Royal Dutch/S} 
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OR THE HEART OF OUR BUSINESS? 





At Shell, we are committed to support fundamental 
human rights and have made this commitment in our 
published Statement of General Business Principles. 

It begins with our own people, respecting their rights as 
employees wherever they work in the world. We invest in 
the communities around us to create new opportunities 
and growth. And we've also spoken out on the rights 
of individuals — even if the situation has been beyond 
our control. It’s part of our commitment to sustainable 
development, balancing economic progress with 
environmental care and social responsibility. In today’s 
business environment, we don’t pretend there are any 
easy answers, but we continue to stay involved. 
Because making a living begins with respecting life. 





NOKIA 


CONNECTING PEOPLE 
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gie are regestered trademarks of Nokis pota m 


Our mission is simple. To help you connect to life. That is why our human technology gives you the freedom to work away from your office. 
Because it keeps you informed at the touch of a button, you can take a rain check on seminars, meetings and boredom. And do things 
you never thought possible. Like spend more time wherever you would rather be. Now you can really start living. So why don't you? 


WWW.nokia-asia.com 
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The right to good ideas 


Intellectual-property rights are not just for the rich world. Carefully constructed, 


they can help the poorest too 


66 T)ATENTS kill!” was the simple mes- 
sage of AIDS activists in South Africa 
earlier this year. Battle had broken out be- 
tween the government and multinational 
drug companies over the relaxing of pat- 
ent restrictions which, it was hoped, 
would improve the flow of costly medi- 
cines to the country’s 5m sufferers from 
HIV. Meanwhile, in north-west Mexico, 
poor farmers are furious about a patent is- 
sued to an American company givingit the 
exclusive right to market yellow enola 
beans in the United States. The Mexicans 
say the bean, which they have grown for 
generations, is not a novel invention, and 
that the patent unfairly restricts their abil- 
ity to export the crop north of the border. 
So patents are obviously bad for poor 
countries—or sO many activists argue. 
They are largely the preserve of western 
multinational companies, allowing them 
to establish monopolies, drive out local 
competition, divert research and develop- 
ment away from the needs of poor coun- 
tries and force up the price of everything 
from seeds to software. In the process, pat- 
ents prevent poor people from getting life- 
saving drugs, interfere with age-old farm- 
ing practices and allow foreign “pirates” to 
raid local resources, such as medicinal 
plants, without getting permission or pay- 
ing compensation. 
Yet the picture has another side. In Mex- 


ico, local musicians are finding it increas- 
ingly hard to sign contracts with internat- 
ional record companies, since almost 
two-thirds of the cassettes and cps sold in 
the country are pirated. In India, biotech 
entrepreneurs are busy trying to hawk 
their products abroad but are wary of com- 
mercialising them at home. Since Indian 
patent law does not fully cover pharma- 
ceuticals, the fruits of their costly research 
are hard to protect from copycats. 

By this token, intellectual-property pro- 
tection is good for poor countries. It en- 
courages domestic industry, boosts for- 
eign investment and improves access to 
new technologies. To true believers, intel- 
lectual-property protection is part of the 
gospel of modern economic growth, along 
with free trade and democracy. 

These two conflicting views have 
turned intellectual-property rights—such 
as patents, copyright, trademarks and 
trade secrets—into one of the most conten- 
tious areas in international development. 
The debate has been sharpened by two 
new forces. The first is increased interest in 
the “knowledge economy”, in which a 
company’s chief assets are not so much 
physical capital as bright ideas and the 
intellectual-property rights which control 
their exploitation and give the firm a com- 
petitive advantage. Some of these patent- 
able innovations, such as “one-click” busi- 
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ness methods, challenge conventional 
ideas of invention. Other advances, such 
as genetically modified organisms, not 
only tilt at that standard, but also raise 
tricky questions about the ethics of laying 
claim to living things. Between them, how- 
ever, such developments have led to a 
surge in patent applications. 

The second force is globalisation. Intel- 
lectual-property rights used to be largely a 
domestic issue, with countries deciding on 
their own levels of legal protection and en- 
forcement. The World Trade Organisation 
(wTO) has changed all that. As part of the 
trade deal hammered out seven years ago, 
countries joining the wTO also signed on 
to Trips (trade-related aspects of intellec- 
tual-property rights), an international 
agreement that sets out minimum stan- 
dards for the legal protection of intellec- 
tual property. 

Many poor countries think that Trips 
gives them a raw deal. According to Rashid 
Kaukab, of the South Centre in Geneva, 
they feel it commits them to the heavy ex- 
pense of bringing their legal protections 
and enforcement up to western levels 
without much sign of the benefits claimed 
for it. Like almost every other measure as- 
sociated with the wTO, Trips has become 
a battleground between those who favour, 
and those who oppose, the spread of 
global capitalism. 


What Trips demands 

On June 18th, the 141 member-govern- 
ments that make up the Trips council sat 
down in Geneva for their regular review of 
how members are getting on with the 
tricky business of implementing its provi- 
sions. Contrary to popular misconception, 
Trips does not create a single, universal 
patent system. Much to their annoyance, >> 
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> multinational companies seeking protec- 
tion round the world still depend on each 
country’s patent office to grant those rights 
and their judicial, customs and police ser- 
vices to enforce them, although some 
European countries, for example, have got 
together to offer region-wide patents. 

What Trips does, however, is lay down 
a long list of ground-rules describing the 
protection these systems must provide. 
These include extending intellectual-prop- 
erty rights to include computer programs, 
integrated circuits, plant varieties and 
pharmaceuticals, which were unprotected 
in most developing countries until the 
agreement came along. Patents can be 
granted for any technological process or 
product, so long as itis new, inventive and 
has an industrial application; such protec- 
tion lasts 20 years from the date of applica- 
tion. Patent rights are valid no matter 
whether the products are imported or lo- 
cally produced, and protection and en- 
forcement must be extended equally to all 
patent-holders, foreign or domestic. 

Countries vary greatly in how closely 
their existing law matches the Trips mark, 
largely according to their degree of econ- 
omic development. America, for example, 
has a Patent and Trademark Office with an 
annual budget of $1 billion and a staff of 
more than 3,000 highly-trained scientists, 
engineers and legal experts to examine 
claims. It also has more than 600 judges to 
preside over patent disputes, an extensive 
antitrust authority on the lookout for 
monopolies and a vast customs service to 
clamp down on counterfeiting. At best, 
least-developed countries have half a 
dozen patent examiners and not much 
else. 

Such disparities are nothing new. As 
Graham Dutfield, at the Oxford Centre for 
the Environment, Ethics and Society, 
points out, countries tend to clamour for 
strong patents once they have an industry 
to protect. For most of the 19th century, 
Switzerland had no patent system at all. 
Once its industrial base was mature 
enough to foster home-grown innovation, 
patent enforcement became a matter of ur- 
gent self-interest. 


With Trips, however, developing coun- 
tries no longer have the luxury of moving 
at their own speed. According to the terms 
of the agreement, most of the poor world 
had until the beginning of 2000 to bring 
their legal protections up to scratch. The 
least-developed countries were given a 
stay of execution until the end of 2005. 

Upgrading does not come cheap. Keith 
Maskus, an economist at the University of 
Colorado, reckons that it will cost a poor 
country roughly $1.5m-2m just to build a 
bare-bones infrastructure to implement 
Trips. The World Intellectual Property 
Organisation gives technical assistance to 
countries trying to draft intellectual-prop- 
erty legislation or set up their patent of- 
fices, but poor places like Mauritius say 
more money and skilled manpower is 
needed. Not surprisingly, countries fight- 
ing infectious disease or civil war would 
rather deal with these than with patents. 

So far, few countries have managed 
fully to comply with the agreement. As 
with other trade-related squabbles, coun- 
tries that consider themselves damaged by 
another's failure to live up to Trips can take 
their grievance to a dispute-settlement 
panel at the wTo. There are other means 
of persuasion, too. The office of the United 
States Trade Representative has a special 
procedure for investigating countries 
whose legal protections do not come up to 
scratch, and reserves the right to take ac- 
tion against them. America has also been 
busy signing trade agreements with coun- 
tries such as Jordan, which include a re- 
quirement for higher standards than Trips 
demands. 


The rich world’s language 

In theory, such mechanisms should serve 
both rich and poor alike. But Trips is essen- 
tially a set of rich-world conventions that 
include a few concessions to poor coun- 
tries. It was pushed on to the trade agenda 
by America, Europe and Japan, which to- 
gether hold the lion’s share of the world’s 
patents and whose companies wanted 
more protection abroad. The American 
pharmaceutical industry, for example, es- 
timates it loses $500m in India alone each 
year because of poor patent protection. 
The rich world certainly does well out of 
stronger protection abroad: America, for 
example, earned $36 billion in royalties in 
1998 from patent licences and the like. 

As Jayashree Watal, a former trade ne- 
gotiator for India and now an intellectual- 
property expert at the wTo, recalls, de- 
veloping countries went along with Trips 
in the hope of winning trade concessions 
in such areas as farming and textiles. Such 
indirect gains have yet to materialise. 
Some developing countries would like to 
see Trips taken out of the wTo altogether. 
But most see a virtue in keeping it in the 
hothouse of world trade, and using it as a 
bargaining chip with industrialised coun- 


tries. 

In the meantime, the world’s poorest 
countries are still waiting for the promised 
benefits of stronger patent protection at 
home. But that flood of foreign direct in- 
vestment, technology transfer and home- 
grown innovation also depends on other 
things, including market size and compe- 
tition policy. More advanced developing 
countries, such as India, may see such re- 
wards eventually. In the short term, how- 
ever, a stronger patent regime will mean 
higher prices for goods and more unem- 
ployment once copycats are driven from 
the market. 


Room to wriggle 

Much of the poor world’s anxiety about 
Trips is focused on two issues: access to 
medicines and protection of traditional re- 
sources. Both were on the agenda at this 
week’s meeting in Geneva, where mem- 
bers aired their differences. Many develop- 
ing countries, among them India and a 
clutch of sub-Saharan states, would like 
clarification of the agreement's provisions 
and exceptions to protect public health 
and the environment, and amendment of 
its articles on the patenting of life-forms. 
America and Japan are opposed to any 
change in the letter of the agreement; the 
EU may be more accommodating. 

Patents have attracted much of the 
blame for the gap between rich and poor 
countries in their supply of high-tech med- 
icines. Earlier this year, Oxfam, an interna- 
tional aid charity, launched a campaign to 
improve poor countries’ access to such 
drugs with a call for a wide reform of Trips. 
Yet some developing countries, such as 
Brazil, concede that the agreement is flexi- 
ble enough in theory, giving them suffi- 
cient room to craft their domestic patent 
legislation in a way that also protects pub- 
lic health. What they want to ensure is that 
the developed world interprets these pro- 
visions in the same generous light. 

Many of the most effective drugs to 
treat such scourges as HIV and malaria are 
covered by patents in the industrialised 
world. These allow the developers to re- 
coup their steep research spending, but »» 
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also drive the cost of the drugs far higher 
than poor countries can afford. In much of 
the least-developed world, however, these 
patents do not apply. In theory, these 
countries could import generic copies 
from other poor countries that are not yet 
obliged to comply with Trips but have the 
capacity to churn them out, such as India. 
In practice they do not, largely because 
they lack both the money to buy the drugs 
even at bargain-basement prices, and 
health-care systems to deliver them. 

There is, however, a group of develop- 
ing countries, such as South Africa, that are 
expected to toe the line and enforce such 
drug patents, but find it hard to pay the sort 
of prices pharmaceutical companies have, 
until recently, been asking. The Trips agree- 
ment offers two main options to ease their 
way. The first, called “compulsory licens- 
ing”, allows countries either to manufac- 
ture or import copies of a drug without the 
patent-holder’s approval, in some circum- 
stances—a national emergency, for exam- 
ple—provided that they fulfil certain 
conditions, such as paying the patent- 
holder compensation. The second possi- 
ble fix is parallel importing, which allows 
countries to seek cheaper sources of a pat- 
ented drug from abroad. Drug companies 
hate this practice, but Trips has nothing to 
Say againstit. 

Rich as well as poor countries are wor- 
ried about the effect of patents on drug 
prices. They are equally concerned about 
the patenting of plants, animals and genes. 
Part of this is a moral objection to the ex- 
clusive exploitation of living things. But 
poor countries also have practical objec- 
tions. The developing world, home to a 
rich array of the world’s plants, animals 
and micro-organisms, is a potential trea- 
sure trove of starting material for new 
drugs and crops, which could do the poor 
much good. But few people in, say, An- 





dean or Indonesian villages have the 
$20,000 needed to obtain a patent in 
America, or the $1.5m it costs to challenge 
one. 

Money is little object, however, to 
many western entrepreneurs who venture 
to far-flung parts, bring home such riches 
and then proceed to patent them. Some of 
these patents will be warranted, since the 
“bioprospectors” will have enhanced na- 
ture with some inventive step. But Action- 
Aid, a British charity, and other NGOs 
have documented dozens of instances 
where nature is left pretty much un- 
adorned and a patent is issued anyway, 
without any acknowledgment or reward 
for the villagers who may have tipped off 
the “inventor” in the first place. 

A growing alliance of developing coun- 
tries would like to see this “biopiracy” 
stopped. Costa Rica, for example, has laws 
exempting genes from patenting. Others 
are introducing laws that would require all 
those applying for intellectual-property 
rights over, say, a plant variety, to declare 
where they got it and to prove that they not 
only have the consent of its native users, 
but have arranged to share the eventual re- 
wards of commercialisation. Brazil, 
among other countries, would like to see 
such provisions explicitly written into 
Trips. The United States, however, is 
strongly opposed to any change. 


For richer, for poorer 

As the fuss over biopiracy shows, poor 
countries are not opposed to a proper pat- 
ent regime; they simply want one that fits 
their needs. A few interesting experiments 
are in progress. One of them is the Honey 
Bee network, run by the Society for Re- 
search and Initiatives for Sustainable Tech- 
nologies and Institutions (sristT1), which 
sends out volunteers into rural India to 
find village “oddballs”, the people who are 





known for working in a different way from 
others. The volunteers then document 
their bright ideas or early inventions, such 
as a motorcycle-powered plough or a tilt- 
ing manure cart, in a database which 
comes in seven local languages, and in- 
cludes plenty of pictures to help illiterate 
farmers understand the gist of the inven- 
tion. The network now has 10,000 innova- 
tions on its database, with eight patents 
pending, and has also benefited from a mi- 
cro-venture-capital fund to help get the in- 
ventions off the ground. 

A similar project is under way in Ven- 
ezuela, where Otro Futuro, a local charity, 
and the Policy Sciences Centre of New Ha- 
ven, Connecticut, are working jointly to 
help the Indians of the Dhekuana tribe as- 
semble their traditional myths, music, 
knowledge of medicinal plants and other 
traditional folklore into an atlas. A written 
record is not only a valuable precaution 
against a sudden loss of this largely oral 
heritage, but also serves as a safeguard 
against piracy abroad. The United States 
Patent Office, for example, will not grant a 
patent on an invention if there is “prior 
art”, or earlier evidence of its existence in 
the public domain. But, unlike its Euro- 
pean counterpart, the American office 
does not recognise foreign oral evidence as 
prior art. 

Making the Dhekuana database public 
might help to stem biopiracy. But as Frank 
Penna of the Policy Sciences Centre points 
out, it may not bring the tribes much mate- 
rial reward, since they themselves cannot 
patent the contents of the database once it 
has been disclosed. The Dhekuana now 
have their own team of patent lawyers, 
paid for by the World Bank, who are trying 
to find a way to register their traditional 
knowledge, possibly as a trade secret, in or- 
der to secure the tribe’s interests. 

But according to Michael Blakeney, of 
Queen Mary and Westfield College in Lon- 
don, there are limits to shoehorning such 
traditional practices into the holes pro- 
vided by conventional intellectual-prop- 
erty law. Western patent systems grew out 
of a particular model of innovation at a 
particular time in history. They assign spe- 
cific rights to individuals or corporate enti- 
ties for well-defined developments for 
prescribed periods of time. This model 
does not fit neatly with the sort of collec- 
tive ownership the Dhekuana have, where 
the “invention” is vague and its origins are 
lost in the mists of time. 

New models will probably be needed 
to protect such traditional knowledge, and 
these will not be easy to create. To some, 
such initiatives smack of political correct- 
ness; others see them as fair reward. Their 
introduction would help to turn the rising 
tide against Trips by showing even the 
poorest developing countries that intellec- 
tual-property rights can be an opportu- 
nity, not just a threat. = 
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Thailand 


Thaksin gets his day in court 


BANGKOK 





Thailand’s prime minister pleaded his case this week in an effort to save hisjob 


HE prime minister may be the only ac- 

tual defendant, but Thailand’s new 
democratic constitution is on trial as well. 
On June 18th a tearful Thaksin Shinawatra 
appeared before the Constitutional Court 
on the last day of hearings in a case that 
may force him out of office. 

Thailand’s anti-corruption commis- 
sion indicted Mr Thaksin late last year, 
days before a parliamentary election, on 
charges that he had filed false asset state- 
ments during a stint in a previous cabinet. 
He thus became the richest and highest- 
ranking person to fall foul of the anti-cor- 
ruption rules enshrined in Thailand’s 1997 
constitution. Yet, despite that apparent 
blow to his good name, the voters swept 
his two year-old Thai Rak Thai (TRT) party 
into power in January with more seats 
than any other in Thailand’s admittedly 
brief democratic history. 

Now the court, which must ratify or 
overturn the commission’s findings, has to 
decide how to handle its most awkward 
task yet. The narrow question before it is 
simple. When Mr Thaksin disclosed his 


personal assets as a cabinet minister in 
1997, did he knowingly omit several blocks 
of shareholdings in his media and tele- 
coms empire? Mr Thaksin has already ad- 
mitted that his asset statement was wrong. 
The most glaring omissions involved 
shares worth tens of millions of dollars 
that were transferred to his domestic ser- 
vants. If the court finds that he left those 
out deliberately, the mandatory penalty is 
a five-year ban from politics. A decision is 
probably only a few weeks away. 

Mr Thaksin and his lawyers have 
fought back with several defences. They 
have argued that he earned all his money 
honestly before he entered government— 
which, they contend, is the only real point 
of the disclosure rules; that the undis- 
closed assets form but a tiny part of the bil- 
lionaire’s wealth; that he gained nothing fi- 
nancially by failing to report them; that the 
rules were complicated at the time; and 
thatit was anyway all his wife's fault, since 
she paid more attention to such things 
than he did. 

The Constitutional Court, however, 
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has consistently rejected such arguments 
in the past. In seven previous cases, it has 
upheld rulings against politicians who 
were accused of filing false asset state- 
ments. In each one it has dwelt on only 
two issues: whether the statement was in 
fact wrong, and whether the accused hada 
motive for wanting to submit it that way. 
In Mr Thaksin’s case there is a possible mo- 
tive: one of the anti-corruption outfit’s 
main charges is that, by using his servants 
as proxies, Mr Thaksin was able to stay be- 
low crucial ownership limits in several 
companies, thus avoiding a host of securi- 
ties rules. Strangely, Mr Thaksin failed to 
deal with this charge in his defence. 

The indictment accuses him, therefore, 
of breaking the constitution’s guidelines 
on clean government. Like its neighbours, 
Thailand suffers from an unhealthy com- 
bination of patronage and opaque busi- 
ness activities. These make it hard to dis- 
tinguish outright corruption from other 
malpractices, and easier for accused politi- 
cians to claim that their case is special. The 
aim of the constitution is to shed light on 
the darkness. Politicians must report their 
wealth fully, allowing the voters to draw 
their own conclusions and making it eas- 
ier for graft-busters to spot the worst of- 
fenders. Any politician who lies about his 
wealth frustrates this aim. 

What makes Mr Thaksin’s case so awk- 
ward, however, is that the drafters of the 
1997 constitution also set out to fix the 
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> system: divided and ineffective govern- 
ments with hopelessly short lives. They 
did so by filling a fifth of parliament's seats 
through proportional representation and 
by including other rules to shrink the num- 
ber of parties. The new approach worked 
as promised, and Mr Thaksin’s TRT 
emerged as the dominant party in a small 
coalition with an unassailable majority. 

So the first election under the new con- 
stitution has left its two big ideas at logger- 
heads. If Mr Thaksin is ejected from office, 
the first stable government in Thailand's 
democratic history could be badly hob- 
bled. If, on the other hand, he is acquitted 
through an inconsistent ruling, the anti- 
corruption measures may suffer crippling 
long-term damage. 

Though Mr Thaksin took office only 
four months ago, two aspects of his style 
are already clear. First, he is undoubtedly 
an efficient executive, with a sense of ur- 
gency that previous leaders have sorely 
lacked. During his brief stint in office, he 
has concentrated relentlessly on honour- 
ing his four big campaign promises: a debt 
moratorium for farmers, investment funds 


directed at the village level, cheap new 
health services and a centralised agency to 
nationalise and clean up corporate debts. 

But, second, Mr Thaksin has done noth- 
ing to promote the idea that independent 
agencies, checks and balances, or other 
constitutional safeguards matter to Thai- 
land's future. He has conceded that he 
must step down if the Constitutional 
Court says so: Thailand is democratic 
enough to preclude outright defiance. But 
he has treated the entire procedure with 
disdain. His media empire has also been 
embroiled in controversy, with accusa- 
tions of biased coverage, prompting many 
Thais to compare him to Italy’s Silvio Ber- 
lusconi. His recent sacking of the central- 
bank chief also seems to fit the pattern. 

In short, Mr Thaksin clearly cares much 
more about results than the procedures 
that deliver them. His supporters share 
this view, and have been demonstrating 
loudly over the past few weeks, urging the 
Constitutional Court to see things their 
way. Whatever the court now decides, 
Thailand’s new constitution is about to be 
sorely tested. = 
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Prez Pervez 


LAHORE 


General Musharraf appoints himself president 


S CHIEF executive of Pakistan and head 

of its armed forces, Pervez Musharraf 

already had titles as impressive as any 

man could want. On June 20th he added 

president to the list, casting overboard Ra- 

fiq Tarar, the figurehead who had held the 
title before. 

The general had apparently tired of ef- 
forts by a faction of the former ruling 
party—the Pakistan Muslim League of a de- 
posed prime minister, Nawaz Sharif—to 
cobble together a majority that would vote 
him into the top job. Under the constitu- 
tion, the president is elected by parliament 
and the four provincial legislatures. By ap- 
pointing himself, the general has dis- 
pensed with the need for anything so irk- 
some as finding a majority. 

And so the outlines of the system that 
will follow Pakistan’s latest spell of mili- 
tary rule, which began in October 1999, are 
becoming clearer. General Musharraf's de- 
cision to appoint himself president was 
not unexpected: more surprising was his 
decision at the same time formally to dis- 
solve the federal and provincial legisla- 
tures, which had been suspended but not 
disbanded at the time of the coup. 

On a generous reading, the dissolution 
of the legislatures could now be seen as 


part of the preparation for fresh elections 
and a restoration of parliamentary rule, 
which, says the Supreme Court, must hap- 
pen by October 2002. Political parties have 
so far counted for almost nothing under 
his rule. General Musharraf blamed them 
for the mess Pakistan was in before he took 
over. In power, he has banned them from 
holding public meetings and arrested their 
members when they have tried to meet. 
Candidates in the local elections that have 
been held in stages across Pakistan have 
supposedly competed as individuals, 
though many have in fact been party, or 
ex-party, men. Now, with more elections 
in prospect, normal politicking is likely to 
resume, and General Musharraf is ex- 
pected slowly to relax his restrictions on 
public political activity. 

But when politicians eventually take 
charge again in Pakistan, a little more than 
a year hence, they are likely to find them- 
selves hemmed in. No one thinks General 
Musharraf will be a purely ceremonial 
president: mistrust of corrupt and incom- 
petent politicians is his justification for 
seizing power. The Supreme Court has 
given him the authority to amend the con- 
stitution. He is likely to use it to ensure a 
strong role for the president and for the 


army even after civilians return to power. 

At the very least he is expected to re- 
store the president's power to dissolve par- 
liament, which was liberally exercised by 
his predecessors but removed by Mr Sha- 
rif. He may add to this the power to dis- 
miss the cabinet alone, which would al- 
low him to get rid of governments without 
triggering new elections. As a further 
check, the general is expected to 
strengthen a National Security Council 
dominated by the army, which will med- 
dle in matters well beyond security. 

Just how President Musharraf will co- 
habit with a parliament composed of par- 
ties that are hostile to his rule is unclear. He 
has appointed himself indefinitely, but is 
likely either to seek legislative endorse- 
ment for his rule, or to limit his first term to 
five years once democracy resumes. 

It is too early to say whether such ar- 
rangements will leave Pakistan better off 
than it was before the general's coup. Big is- 
sues, such as how much power the federal 
government will devolve to the provinces, 
are still unsettled. General Musharraf will 
no doubt say that a strong presidency and 
a constitutional role for the army are pref- 
erable to lurching from democracy to dic- 
tatorship and back, as Pakistan has done 
throughout its 54-year history. Vital poli- 
cies, such as economic reform and efforts 
to counter corruption, will perhaps be 
shielded from parliamentary whim. But it 
is difficult to see how anything that could 
be recognised as real democracy can de- 
velop under an indirectly elected presi- 
dent who is unanswerable to any institu- 
tion in the land. 

General Musharraf can now be greeted 
by India’s prime minister as President 
Musharraf at their first summit, to be held 
in India, starting on July 14th. He may even 
elicit a “Mr President” from George Bush if 
he attends the UN General Assembly in 
the autumn in New York. But that does not 
make him a democrat. m 





Tarar for now, says General Musharraf 
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Invites 
Expressions of Interest 
from 
Strategic Investors 
to Participate 
in the Privatisation of 


PAKISTAN 
TELECOMMUNICATION 
COMPANY LIMITED 


A unique investment opportunity to enter a dynamic, high growth 
telecommunications environment in a key Asian economy 


The Privatisation Commission ["PC"), on behalf of the Government of Pakision 
("GaP"), intends to divest up to 26% shareholding higher sharehold ng may be 
considered) of Pakision Telecommunication Company Limited (PTOL) to a 
quolitied strategic investor who would assume m onagement control, A 
consortium consisting of JPMorgan and Goldman Sochs International is advising 
the GoP on the Privatisation of PTCL 


papas 


PTCL is the monopoly provider of basic telephone services to the private sector 
n Pokiston with over 3.2 million telephone lines in service. Besides providing 
fixed line and ancillory services, PTCL owns Pakision Telecommunication Mobile 
Limited (PTMI), one of two GSM wireless service providers in Pokiston branded 
as Ufone, and Paknet an interne! service provider, providing country wide 
services. The Company has monopoly over the basic telephony services unti 
December 31, 2002, PTCL h ghlights include 


Sos 


Note- Al figures in millians 
For lurthar information on FTEU please visit www.ptcl.com pk 


GoP has formulated a comprehensive legislative and regulatory fromework for 
the restructuring of the telecommunications sector ond privatization of PTCL. For 
information on the legislative and requiotory framework please visit 


www. DIG. gov. pk 
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Experience in international telacom development 

Involvernent in the ocqvisition/operation of telecoms reaquil ng system 
Upgrading and managerial restructuring 

Wree years; ond 


Audited financial statements for the preceding 


Details of ownership structure 


EO! giong with o non refundable processing fee of US $500 or Rs. 30,000 
poyuble in the form of o bank draft in favour of “The Privatisation Commission 
Government of Pakistan” should reach the PC at the address given below by 


June 30, 200) 


will be provided 


Parties with relevant credentials and who submit o formal EC 
with a documentation packoge describing the prequolification process. The 
prequalified parties will be provided with on information Memorandum and 
other relevant information. The PC reserves the right to request odditional 
information from ony party, For further information plecse contoct the PC or 


fPMorgan at 


PRIVATISATION COMMISSION 


SA Constitution Avenue, EAC Building, Islomobod, Pakistan 
Tel: (92.51) 920 3881, Fox: (92-51) 920 3076, www.privatisation gov.pk 


Mr. Ahmad Woqar 
Additonal Secretary) 
Tel: (92-51) 920 3881 


Mr. Maher El-Omari 
Vice President, Mergers & Acquisitions Group, JPMorgan - Hong Kong 
| Exchange Square, 40th Floor, Central, Hong Kong 
Tol: (852) 2841 4287, Fax: (352) 2843 1264 
Cell: (852) 9188 0701, E-mail: mac.elomariasie@chase.com 


Mr. Aamir Qawi 


(Consultant) 


Tel: (92-51) 921 5444 


Mr. H. Reza-ur-Rahim 
Head of Investment Banking, JPMorgan = Pakiston 
2nd Floor, Bohrio Complex Il, M. T. Khon Road, Korachi, Pakistan 
Tol: (92-21) 561 0868, Fox: (92-21) 56) 0175 
Cell: 92 300 822 4671, Email: rezo.rohim@ifleming.com 


This advertisement is not intended to be, and should not be construed as any representation or warranty, 
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Technological developments empower television viewers and 
increase their choice. They also drastically and rapidly change 
the economics of advertising funded, free-to-air television. 


This one-day conference will bring together leading industry 
players and national and EU regulators to discuss market 
developments and the role of public policy. They will address 


issues such as: 


è What will happen if viewers choose to skip the ads and 
advertisers find that broadcasting is no longer an efficient 


way to reach their customers? 


e Where will this leave free to air television? 

e Are subscription-based and transactional media going to 
become the only option available to European viewers? 

è What will be the impact on original programme production? 

e Will enhanced choice for the viewer lead to the end of free 


television? 


To request a full conference brochure : 
Tel + 32 (0)2 732 70 40 © Fax + 32 (0)2 732 71 76 
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Japan's economy 
The politics of 
pain 


TOKYO 
Junichiro Koizumi pledges economic 
disaster, and the voters love him for it 


Ne has austerity been so popular. 
Each week brings news of fresh 
wounds to Japan’s bloodied economy. Ex- 
ports are falling, company profits have col- 
lapsed, manufacturing production is 
slumping and the stockmarket looks peril- 
ously weak. In all likelihood, Japan is al- 
ready back in recession, for the fourth time 
in ten years. Yet nothing can touch the 
prime minister, Junichiro Koizumi, whose 
popularity rises as Japan’s economic for- 
tunes sink. On the contrary, pain is part of 
Mr Koizumi’s pact with the voters. 

His economic plans, due to be un- 
wrapped on June 21st, could well push Ja- 
pan deeper into recession. At their centre 
sit two pledges: to tighten public spending 
and to clean up the banks, which labour 
under a mountain of bad debts. A proper 
cleansing of the banks, which Mr Koizumi 
promises to finish in two to three years, 
will mean doing something about their 
dud borrowers in the building, property 
and retail industries. Many companies will 
have to go bankrupt, putting hundreds of 
thousands, perhaps even millions, of peo- 
ple out of work. Cutting government 
spending at the same time will, of course, 
add to the general suffering, which is why 
some economists say Mr Koizumi should 
clean up the banks first and the govern- 
ment’s finances later. 

But the Japanese must bear the double 
pain, says Mr Koizumi. Only then will the 
economy rid itself of its rotten parts. In 
part, this extraordinary purgative finds fa- 
vour because of past policy mistakes. The 
problems at the banks date back ten years 
or more. Until now, the government has 
concentrated on promoting economic 
growth through extra public works, tax 
cuts and so on. Growth has come, in 
spurts. But it has not come abundantly 
enough to bail out the banks, whose bad 
debts constantly threaten to bring on a full- 
blown financial crisis. The debts that the 
government has run up in the meantime, 
moreover, now threaten to bring ona pub- 
lic-sector financial crisis as well. 

While these policies were failing, Mr 
Koizumi’s party, the Liberal Democrats 
(LDP), split into two camps. One favoured 
yet more economic stimulus, with reform 
coming later, if at all. The other fought to 
tackle the banks and the borrowers first. In 
the pro-stimulus camp were LDP leaders 
like Keizo Obuchi, who pursued spending 
and postponed reform. In the hit-the- 
banks group sit people like Mr Koizumi. 


i Dead-cat bounce? 
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Tussles over party reform harden the di- 
visions. The pro-spenders see nothing 
wrong with the Lpp’s old-fashioned ways. 
The anti-spenders consider those ways 
part of the same Japanese disease, money 
politics. So the anti-spenders are also anti- 
LDP, which adds to their attraction. As the 
wildly popular Mr Koizumi puts it: 


China and Cambodia 


Bearers of gifts 


PHNOM PENH 


The Chinese go a-wooing 


HEN Li Peng, China's second-in- 

command, visited Cambodia last 
month, his interest in the country clearly 
extended beyond the wonders of an- 
cient Khmer civilisation and a trip to the 
ruins of Angkor Wat. His visit, and an 
earlier one in November by his boss, 
President Jiang Zemin, coupled with nu- 
merous Chinese trade and cultural dele- 
gations to the capital Phnom Penh and 
generous amounts of aid and invest- 
ment, add up to an intense wooing of 
Cambodia, designed to expand China’s 
influence in the region. 

Since 1997 China has provided Cam- 
bodia with $40m in aid and loans of 
$200m at zero interest. During a visit by 
the Chinese defence minister in Febru- 
ary, $3m was handed over for military 
use. Cambodia already gets aid from 
western countries. At a meeting of west- 
ern donors in Tokyo on June 12th, some 
$600m in aid was approved. But Hun 
Sen, the Cambodian prime minister, is 
said to seek a “balance” between lar- 
gesse from the West and China. Chinese 
aid may seem more attractive. Mr Hun 
Sen has praised the Chinese for not in- 
terfering in a country’s internal affairs. 
Western aid tends to be tied to such tire- 
some matters as good government and 
protecting the environment. 

But is China really the altruistic good 
fairy? In return for a relatively small 


“Change the LDP, change Japan.” And so 
there has grown up among reformers in Ja- 
pan a whole philosophy of pain. Govern- 
ment spending props up bad old habits, 
keeping duff companies going and reward- 
ing their sins with plum public contracts. 
Banks, building companies, property de- 
velopers, gangsters, politicians and bu- 
reaucrats cannot hope to cleanse each 
other. Corruption binds them in secret ties 
of interdependence, making the political 
economy beyond rescue: better to burn 
down the lot and build again. 

It is not just Mr Koizumi who seems to 
believe in the politics of pain. The opposi- 
tion Democratic Party pushes shock ther- 
apy too. Its policymakers merrily talk 
about putting 2m people out of work. Jour- 
nalists and economic pundits cheer them 
on. To the Japanese ear, there is martial 
poetry in Mr Koizumi’s resolve to suffer— 
like a samurai warrior’s noble death restor- 
ing honour to a worthless life. For now, the 
voters love the sound of it. But modern 
Japanese are softer than their ancestors, 
and the real pain has hardly begun. m 


amount of money, it has gained great 
influence in Cambodia. Even at a domes- 
tic level this is noticeable in the promo- 
tion of the Chinese language and the 
provision of health care partly paid for 
by China. More important, China is 
seeking to counter what it sees as Ameri- 
can dominance in South-East Asia. 

Something of a test of strength be- 
tween China and the United States is 
taking place over a proposed trial in 
Phnom Penh of former leaders of the 
murderous Khmer Rouge government. 
China is opposed to a draft law designed 
to allow “international jurists”—includ- 
ing, presumably, westerners—to be in- 
volved in the trial. Indeed, it does not 
want a trial at all, fearing that China’s 
cynical support for Pol Pot's barbarous 
Khmers Rouges would again be publi- 
cised. Whereas the Americans support 
the draft law, China's ambassador in 
Phnom Penh has exhorted Mr Hun Sen 
to “defend Cambodian sovereignty”. 

Cambodia is a member of the Associ- 
ation of South-East Asian Nations, 
ASEAN, as is Myanmar, whose military 
government finds favour with China. 
China is anxious to thwart any develop- 
ment towards a united ASEAN stand 
over the Chinese naval build-up in the 
Spratly Islands and the South China Sea. 
In this aim alone, Cambodia and Myan- 
mar are useful allies for China. 


36 Asia 


China's prisons 
Some better, most 
still awful 


TIANJIN 
China is cleaning up its prisons, but 
there is a long way to go 


| Benge the outside, it resembles nothing 
so much as a corporate campus: a 
neatly groomed courtyard, potted plants 
lining the walkways, and fresh green 
lawns that nicely offset the simple red- 
brick buildings. The perimeter fence, how- 
ever, is electrified. Inside, placards offer ad- 
vice such as “Confess your crime and ac- 
cept reform.” Welcome to Tianjin Mun- 
icipal Prison, a newly built and, by all 
outward appearances, exemplary jail for 
convicted murders, rapists and swindlers, 
as well as a few members of the Falun 
Gong meditation-cum-exercise sect. 

Liu Xuezhong is a Tianjin native who 
killed a man during a robbery 12 years ago 
and has been imprisoned ever since. He 
has been well enough behaved to see his 
original life sentence reduced four times, 
and he expects to be out after he has 
served another six years. Tall, earnest and 
mild-mannered, he is happy to meet the 
small group of foreign reporters who were 
recently allowed a rare look inside a part of 
China's prison system. 

As guards hovered nearby, Mr Liu said 
all the right things about how he has 
learned from his grave mistake, how much 
he enjoys making handicrafts in the prison 
workshop, and how well he and his fellow 
inmates are treated. Rewards for those 
who behave include telephone privileges, 
points toward sentence reduction and 
overnight conjugal visits. The prison even 





The usual picture 
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gives inmates cakes on their birthdays. Ac- 
cording to Song Jinpeng, the deputy direc- 
tor of the Tianjin Prison Administration, 
prisoners in each of his city’s ten prisons 
enjoy full protection of their legal rights, 
and the same decent conditions on display 
in this carefully presented showcase. 

If so, Tianjin is something of an excep- 
tion to the national norm. Numerous other 
accounts, including some official ones, in- 
dicate that squalor, corruption and abuse 
are commonplace in prisons throughout 
China. A convict who recently finished 
serving three years in another prison in 
northern China for fraud and illegal cur- 
rency dealing describes a scene that bears 
little resemblance to the one in Tianjin. 
Over 20 inmates crowded into each cell, 
where they competed with each other for 
meagre rations and sleeping spaces further 
away from the shared lavatory pit. Beat- 
ings by guards were common. 

Western human-rights groups rou- 
tinely catalogue shocking allegations of 
brutality against inmates, accusing guards 
of carrying out beatings, attacks with elec- 
tric prods and torture. Even the president 
of China’s Prison Association this month 
acknowledged that Chinese prisons are 
“too isolated from the outside world” and 
pledged renewed efforts at reform. 

Indeed, the Ministry of Justice is al- 
ready claiming good results in the testing 
and education programme it launched for 
prison guards in 1999. And, according to 
one western diplomat who has been visit- 
ing Chinese prisons for ten years or so, re- 
sults are indeed beginning to show. It is 
bringing greater professionalism to prison 
administrators, he said, so that most now 
seem to know what the regulations re- 
quire, even if they cannot yet meet them. 
But it will be a long time before all of Chi- 
nese prisons are like Tianjin’s. = 


The Economist June 23rd 2001 


Nepal's economy 


In mourning 


KATMANDU 


A country still in shock 


HE economy of Nepal, much too de- 

pendent on tourism and foreign aid 
and vulnerable to conditions and opin- 
ions in neighbouring India, looks in- 
creasing fragile in the aftermath of the 
massacre of ten members of the royal 
family earlier this month. Even before 
the palace killings, Nepal’s respected fi- 
nance minister, Ram Sharan Mahat, 
was warning of falling tax revenues 
and soaring debt. This week it was 
hoped that at least most people would 
be back hard at work after two weeks 
of official mourning. But a manufac- 
turer of woollen shawls for export to 
India said that even those of his em- 
ployees who had turned up at the fac- 
tory were not working. “They're 
standing around, still in shock.” 

Many people refuse to believe that 
Prince Dipendra killed his family, de- 
spite eyewitness accounts and a gov- 
ernment inquiry that says he did. All 
work stops in the factories, it is said, 
while the latest conspiracy theory is 
discussed. Trade unions, affiliated to 
opposition parties in parliament, are 
restless and waiting for orders from po- 
litical masters. The shadowy but influ- 
ential Maoist militant movement is 
making critical noises about Indian in- 
vestment—the largest single source of 
private foreign money. Non-Indian for- 
eign investment has been negligible 
this year. The Nepal Stock Exchange, 
which lists few companies except the 
country’s banks and hotels, saw a mere 
296 transactions take place one day this 
week, despite ten days’ lost trading dur- 
ing the period of mourning. 

Even a strong industry like brewing 
may face grim days ahead if beer-swill- 
ing tourists continue to stay away. Indi- 
ans have mostly stopped visiting their 
tiny neighbour, and Britons, Americans 
and other foreigners seem to be heed- 
ing warnings by their governments to 
avoid Nepal for now. 

The government is hoping to turn 
things round when it presents a new 
budget in early July, a month late. The 
finance ministry, with a nod towards 
potential investors and aid donors, is 
talking about restarting economic re- 
forms. But the gloom persists in Kat- 
mandu. “It’s been a terrible year,” says 
a finance-ministry official. “General 
strikes, protests, riots, tourism collaps- 
ing and this horrible set of murders. 
How can you set things right with just a 
single budget?” 


The Economist June 23 
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Will Bush fight for free trade? 


WASHINGTON, DC 


The looming fight for trade promotion authority—formerly called fast-track—will 
show how committed the president really is to free trade 


EORGE BUSH has been turning up the 

pro-trade rhetoric. His speeches in Eu- 
rope were peppered with references to the 
potential of trade. Twice this week—to 
farmers and business leaders—he has 
touted the benefits of free trade. His aides 
talk about a process of competitive liberal- 
isation, where America pushes ahead 
simultaneously with bilateral, regional 
and global trade talks. But whether all 
these fine-sounding plans amount to 
much depends on one big unknown. Will 
Mr Bush persuade Congress to grant him 
“trade promotion authority” (TPA)? 

Mr Bush has said he would like Con- 
gress to pass TPA by the end of this year. 
This power, which used to be known as 
“fast-track”, allows the president to negoti- 
ate trade agreements, leaving lawmakers 
the option only of voting for or against the 
final result. This sounds like a technicality. 
But, without it, foreign governments have 
been reluctant to negotiate with America, 
since any agreement they reach could be 
dramatically amended by congressmen. 

Fast-track negotiating authority lapsed 
in 1994, and President Clinton famously 
failed to revive it in 1997. If Mr Bush, too, 
fails, the consequences could be dire. Brink 


Lindsey, a trade expert at the Cato Institute 
think-tank, even suggests it would call into 
question America’s entire post-war com- 
mitment to global liberalisation. 

If the stakes are high, so too are the diffi- 
culties. During the 1990s, despite a boom- 
ing economy, American lawmakers be- 
came increasingly leery of international 
trade; they are also now much less willing 
to give the president open-ended negotiat- 
ing power. Democrats, in particular, have 
become determined to link labour and 
environmental provisions to trade agree- 
ments, an anathema to many Republicans 
(as well as to developing countries), who 
see this as a pretext for protectionism. 

Disagreements on these “blue” and 
“sreen” issues poisoned the trade atmo- 
sphere during the Clinton administration. 
Many lawmakers are also determined to 
tie the president’s hands in other areas by 
demanding that controversial issues, such 
as anti-dumping rules, be excluded from 
any negotiations. At issue therefore is not 
just whether Mr Bush can get TPA, but also 
whether the negotiating authority he gets 
is worth having. 

So far the administration has tried to 
combine firm tones with conciliatory ges- 
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tures. On June 18th Mr Bush minced no 
words in describing the kind of TPA he 
sought or in laying out what he thought 
about blue and green issues: “I mean a TPA 
bill...that’s not laden down with all kinds 
of excuses not to trade. I want a bill 
that...doesn’t frighten people from trading 
with us...If you are a poor nation, it’s go- 
ing to be hard to treat your people well. 
And if you're a poor nation, it’s going to be 
hard to have good environmental policy.” 

Robert Zoellick, Mr Bush’s top man on 
trade, has tended to sound more concilia- 
tory. He points out that the “trade princi- 
ples” laid out by the administration envis- 
age a “tool box” of measures to boost 
labour and environmental standards, 
which range from using the World Bank (to 
encourage borrowers to improve work 
practices) to strengthening the profile of 
the International Labour Organisation. 

At the same time, the Bush team are try- 
ing to show that they will help industries 
in trouble. Witness the recent decision to 
launch investigations into steel imports 
which could result in the imposition of 
quotas. Mr Zoellick touts this as a concrete 
example of dealing with real problems, 
rather than “spending hours negotiating” 
clauses in trade agreements. The political 
calculation is more bald: placating the 
powerful steel lobby is a political impera- 
tive if TPA is to have a hope of passage. 
Hence the paradoxical situation where Mr 
Bush is acting as a protectionist apparently 
in pursuit of freer trade. 

Unfortunately, it will be an uphill bat- 
tle. Head-counters in the House of Repre- 
sentatives reckon there are around 30 Re- » 





+ publican congressmen _implacably 
opposed to TPA, either because they are 
basically isolationists or because of pow- 
erful influences from the unions. Given the 
Republicans’ narrow majority, that means 
Mr Bush must bring pro-trade Democrats 
on board. Just as with the tax cut, Mr Bush 
needs to appeal to centrist “New Demo- 
crat” lawmakers, though his admirably 
feisty comments on blue and green trade 
issues have not helped that cause. 

House Republicans have just made that 
harder still. On June 13th Phil Crane, a Re- 
publican free-trader, introduced a TPA bill 
that offered no fig leaves on labour and the 
environment. Pro-trade Democrats are fu- 
rious at what they deem a partisan effort to 
ignore their concerns. Sander Levin, a con- 
gressman from Michigan who helped pass 
last year’s China bill, says TPA is “headed 
for a dead end at the moment”. 

The Senate, traditionally much more 
friendly to free trade, is also causing pro- 
blems. The Democrats now set the agenda, 
and Max Baucus, a senator from Montana 
who helped Mr Bush get his tax cut but 
whose commitment to free trade is condi- 
tional, is now chairman of the key com- 
mittee for passing TPA. He talked this week 
of his “increasing pessimism” that TPA 
will pass this year. 


A question of commitment 
Overcoming these hurdles will not be 
easy, particularly since there is no real 
deadline to put pressure on lawmakers. 
The November meeting of the World Trade 
Organisation in Qatar is the last real 
chance to launch a new trade round. But 
America has started global trade talks 
without fast-track before. It just cannot 
complete them. As Gary Hufbauer of the 
Institute for International Economics 
points out, without a credible “forcing 
event” the prospects for TPA look dim. 
Moreover, American business is not yet 
as vocal as it needs to be. Though business 
lobbyists are limbering up—this week saw 
the launch of usTrade, a coalition of busi- 
ness groups to promote TPA~it is harder to 
gin up grass-roots pressure for an amor- 
phous bill that grants the president a tech- 
nical authority than itis for a specific trade 
bill, such as last year’s agreement with 
China. The risk, however, is that if TPA is 
not passed this year, the moment will be 
gone. Few lawmakers think it has much 
chance of passage in an election year. 
That is why Mr Bush’s personal role is 
so crucial. TPA will not pass Congress on 
its own merits; it needs considerable presi- 
dential pressure and political capital be- 
hind it. Mr Bush has long labelled TPA one 
of his priorities; the question is how much 
of a priority. His record on the tax cut 
shows that he can focus effectively on is- 
sues he really cares about. If his rosy rheto- 
ric is to become reality, he must now do 
the same on trade. E 


Dealing with Russia 


Pawn to king four 


BRDO PRI KRANJU, SLOVENIA 
Look between the words, and progress 
is being made with Russia 


MMEDIATELY after George Bush’s trip to 
Europe, both the Russian president and 
America’s national security adviser reit- 
erated their countries’ differences on the 
most contentious issue raised during the 
tour, Mr Bush’s proposed deployment of a 
missile-defence system. Vladimir Putin 
warned America against proceeding on its 
own. Condoleezza Rice said her country 
would be prepared to do this if need be. 
This spat cast something of a pall over 
the plaudits Mr Bush had earlier won from 
European leaders for his willingness to en- 
gage in the big issues of post-cold-war se- 
curity, and even over the praise he got 





from Mr Putin himself for calling Russia a 
friend. Was there nothing more to the tour 
than warm words? A closer reading of the 
two sides’ declarations is more optimistic. 

At their summit in the Slovenian Alps, 
Mr Putin suggested he would be willing to 
negotiate about missile-defence systems. 
He has long been concerned about nuclear 
threats on Russia’s southern border. But in 
Slovenia he slithered away from Russia’s 
previous “categoric” opposition to doing 
away with or amending the Anti-Ballistic 
Missile (ABM) treaty which outlaws defen- 
sive systems. “We start with the idea that 
the 1972 ABM treaty is the cornerstone of 
the modern architecture of international 
security,” he said, implying that Russia 
might end up somewhere else by negotiat- 
ing a new security arrangement of which 
missile defences might be part. And after 
the meeting he made this possibility ex- 
plicit, saying Russia wanted to work with 
America to flesh out what that “architec- 
ture” might be. 

If Mr Putin seems to have taken the ba- + 
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> sic decision to negotiate with America on 
missile defence, Mr Bush may have made 
an even more important concession. In the 
past, he has talked about deploying a mis- 
sile shield in consultation with NATO al- 
lies. But he has shown no sign of wanting 
the system to be restricted by treaty. The 
administration has an almost pathological 
aversion to treaties that limit America’s 
freedom of action—witness its attitude to 
the Kyoto accord, among others. 

But the summit suggested that the ad- 
ministration is prepared to negotiate over 
missile defences before a design has been 
determined and a timetable for deploy- 
ment drawn up. That would imply Amer- 
ica might accept some sort of agreed limits 
to the shield, which would be a huge step 
towards deployment because it gives Rus- 
sia an incentive to go along with the idea. 

Russia does not object to a limited mis- 
sile shield aimed at proliferators like North 
Korea or Iran. It is just as threatened by 
them as America is. Rather, its opposition 
is based on fear that a defensive shield 
might one day be capable of protecting 
America against Russia’s own nuclear de- 
terrent. If that happened, the shield would 
neutralise Russia’s nuclear forces—and its 
remaining pretensions to be a great power. 

Russia has only two options to head off 
that threat. The first—-oppose missile de- 
fence root and branch—became harder to 
pursue when, at the start of Mr Bush's trip, 
a number of NATO countries said they 
supported his determination to explore 
technologies for a defensive shield. The 
second is to embed the shield in an agree- 
ment that limits its capabilities. 

It is easier said than done. Quite apart 
from the difficulty of defining what “lim- 
ited” means, both countries have strong 
domestic constituencies opposed to com- 
promise. After Presidents Putin and Clin- 
ton agreed that nuclear proliferation 
threatened both countries, the Russian 
army newspaper, Krasnaya Zvezda, said 
this was American propaganda. In the Un- 
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ited States, conservative unilateralists will 
balk atthe slightest hint of letting Russia re- 
strict America’s defence policy. 

Against that, the top priority for Rus- 
sia’s generals is to modernise their weap- 
ons. They do not have much money for 
this. It would help if they could avoid a 
missile-defence race with America. It 
would be better still if (a big if) they took 
part in an international effort to develop a 
missile shield financed largely by America. 

A more hostile alternative would be for 
Russia to reverse its policy of decommis- 
sioning offensive nuclear weapons. A 
study by two American think-tanks sug- 
gests that, in the absence of a deal on a nu- 
clear shield, Russia might retain 3,500 war- 
heads by 2010, though others contend that 
is does not have the money for more than 
1,000 or so. Cleverly, Mr Putin raised this 
threat in Slovenia, and in Moscow this 
week suggested that a unilateral American 
withdrawal from the ABM treaty would 
provoke Moscow to put more warheads 
on its remaining missiles. A chess game 
that might take a decade has begun. m 





California's electricity crisis 
A turning point, 
maybe 


Federal regulators have imposed price 
caps on electricity prices 


Pe price caps by another name still 
price caps? That is the question that 
Californians are puzzling over this week 
after the Federal Energy Regulatory Com- 
mission (FERC), the country’s top electric- 
ity regulator, voted to impose a form of 
price control on wholesale electricity 
prices in 11 western states, including Cali- 
fornia. Now Democrats, who mostly 
wanted the caps, and Republicans who 
mostly did not, are squabbling over 
whether the current measures count. 

By most standards they do. Partial price 
caps on California had already been im- 
posed by the FERC several months ago; 
these kicked in only during emergencies. 
Under the new regulations, these caps will 
now be expanded to all periods and 
throughout the entire western electricity 
grid. Though the FERC ruling contains 
many complicated provisions, there are 
two that clearly dictate how power prices 
will be determined. First, when Califor- 
nia’s power supply is not at emergency lev- 
els, power will be sold at 85% of the price 
that prevailed at the end of the last such 
power emergency. Second, power prices 
will be calculated not by market forces, but 
based partly on the cost of the least effi- 
cient generator. 

Why did the FERC, an ideologically po- 


larised group that has been under pressure 
for months, end up voting unanimously 
for such controls? Politics rather than logic 
underlines the four main reasons. 

First, the signs that (heavily Demo- 
cratic) California’s power crisis might be 
spreading to neighbouring (Republican) 
states led many Republicans in Congress 
to lobby the White House to soften its 
stance against any FERC action. Second, 
George Bush now wants to elevate Patrick 
Wood, a Texan who has just been con- 
firmed as a FERC commissioner, to its 
chairmanship. That probably did not 
please the current chairman, Curtis Héb- 
ert, who until this week’s decision had al- 
ways opposed price caps. 

Third, the recent shift in control of the 
Senate to the Democrats has weakened Mr 
Bush’s hand. The new head of the energy 
committee, Jeff Bingaman, is a western 
senator sympathetic to price caps. So is Joe 
Lieberman, who this week held commit- 
tee hearings on the California crisis de- 
signed to embarrass the administration. 
Last, and most important, Americans back 
price caps—by a margin of four to one, ac- 
cording to a New York Times poll. 

Despite this, both sides claim that this 
week’s new regulations are not really price 
caps. Some Democrats, especially western 
congressmen, moan that the action falls far 
short of the “hard” caps they want: they 
think prices should be explicitly linked to 
production costs decreed by the regulators, 
rather than a complicated formula. On the 
other side of the fence, the Bush adminis- 
tration too has insisted that these are not 
really price caps, which the president con- 
tinues to oppose, but rather “a market- 
based mitigation plan.” Quite. 

Astonishingly, some of the bitterest en- 
emies in this wrangle have rushed to strike 
a conciliatory tone. Mr Hébert cooed 
about it being “time to stop blaming and 
start problem-solving.” The Bush team 
supported the move, maintaining the fic- 
tion that it did not amount to price caps. 
Leading Democratic Senators, including 
California's Dianne Feinstein and Barbara 
Boxer, dropped their calls for legislation on 
price controls. Even California’s Governor 
Gray Davis, usually the most vitriolic of 
the lot, praised the FERC decision as “a step 
in the right direction,” though he then de- 
manded that his state be paid $9 billion in 
refunds for price-gouging by power firms. 

Whatever they are called, the FERC ac- 
tions this week are unlikely to help Califor- 
nians avoid blackouts this summer any 
more than real price caps would. How- 
ever, there is just the slightest possibility 
that they might mark at least a temporary 
cooling of partisan slanging. If so, then 
politicians might, at long last, make some 
genuine progress fixing the fundamental 
flaws in the Californian market before 
things get even worse. Then again, if recent 
history is any guide, maybe not. m 
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New York politics 
Hooray for 
Herman 


NEW YORK 


A challenger for Michael Bloomberg 


66D USINESSMEN are so much more 
forthright than politicians. They say 
what they mean...they are more open, 
more direct”, reckons Michael Bloomberg, 
a billionaire who is running to become 
New York’s new mayor. How ironic, then, 
that his first opponent—for the Republican 
ticket—is a veteran politician who plans to 
out-forthright Mr Bloomberg. 

Herman Badillo, who came to the city 
from Puerto Rico as an 11-year-old orphan, 
has run unsuccessfully for mayor three 
times, first in 1969. He was deputy mayor 
under Ed Koch, and the first Puerto Rican 
elected to Congress. At 71, his age (though 
he is sprightly) may be an even bigger 
drawback than his lack of money and his 
lack of Republican kudos. Like Mr Bloom- 
berg, who switched from the Democrats 
justin time to run, Mr Badillo has not been 
a Republican for long, joining in 1998 after 
accusing his former party of being unable 
to “make things better because they don’t 
understand what is wrong.” 

What Mr Badillo does have going for 
him is a fairly clear idea of what needs to 
be done to continue the revival of New 
York that began under Rudolph Giuliani, 
who will step down in January under term 
limits. Indeed, Mr Badillo has been an in- 
valuable ally of the mayor during the past 
eight years, and is clearly miffed that his 
friend is cuddling up to Mr Bloomberg. 

So far Mr Bloomberg has been rela- 
tively vague on details: the media baron 
was the only mayoral candidate to avoida 
question-and-answer session at the Man- 
hattan Institute. Mr Badillo, by contrast, 
has an abundance of them. 

On law and order, he would stick to Mr 
Giuliani’s tough line, but also send every 
officer on a sensitivity training course and 
establish a High School for Criminal Jus- 
tice to attract minority students to the po- 
lice force. On education, he would com- 
pletely end “social promotion”: the 
practice whereby students pass to a higher 
year even if they have failed to reach ade- 
quate levels of educational attainment, 
providing they also attend some summer 
school. He accuses Harold Levy, the 
schools chancellor, of being “afraid of an- 
tagonising parents”, and dismisses the 
summer school as “a fraud”. 

Having forced the City University of 
New York, where he was chairman, to end 
open admissions and carry out meaning- 
ful tests, Mr Badillo has some credibility 
on this point. He was also once called a 


“racist” and a “traitor” by Latino leaders 
after he said, accurately, that some immi- 
grant students arriving in New York from 
Mexico and the Dominican Republic had 
“never been to any schools”. And he has 
even dared talk about phasing out rent 
control—albeit in conjunction with 
schemes for more affordable housing. 
“How does [Mr Bloomberg] think he 
can beat me? He has lots of money, but no 
agenda and no experience,” says Mr Ba- 
dillo, whose slogan is “Experience money 
can’t buy”. His relative lack of money may 
not matter much during the primary, 
where voters are few, dedicated and al- 
ready familiar with his record. After he has 
dispensed with Mr Bloomberg, he says he 
will pick up plenty of money and Mr Giu- 
liani’s support. He will then proceed to 
beat one of the four Democratic candi- 
dates—in a city where Democrats outnum- 


The next global city? 


ber Republicans five to one. 

Most pundits put this in the realm of 
make-believe. Even Republican Party lead- 
ers tried to dissuade Mr Badillo from 
standing, to give Mr Bloomberg a clear run. 
In Mr Badillo’s favour stand two facts: that 
New York sometimes favours long shots 
(George Pataki, the current governor, was 
once thought of as one); and that success- 
ful businesspeople whose only answer to 
tricky political problems is that they are 
successful businesspeople have a habit of 
failing in American politics. 

Indeed, even if he loses the primary, Mr 
Badillo may be doing Mr Bloomberg a fa- 
vour. In order to win the Republican nomi- 
nation, the mogul will surely have to come 
up with at least a few concrete answers to 
New York’s thornier problems. Going a 
few rounds with an old pro will train him - 
up for the fight against the Democrats. m 


The blob that ate east Texas 


HOUSTON 


For most outsiders, Texas is a foreign country. Its biggest city, though, might 


surprise the rest of the world 


Wiss a Texan in a big hat tells you 
how wonderful his home town is, 
reach for the salt. Bob Lanier, the former 
mayor of Houston, isn’t actually wearing a 
Stetson as he gazes from his penthouse 
down on a city that sprawls 25 miles away 
in every direction. But metaphorically he 
is. “Houston,” he claims, “could become 
one of the great cities of the world.” The re- 
markable thing is that he might be right. 
From the time the city was founded in 
1836 until the 1970s, Houston doubled in 
size almost every decade. Then, despite 
one of the deepest slumps any city had ex- 
perienced since the 1930s, the metropoli- 
tan area managed to add 1m people in the 
1990s to grow to 4.7m, making Houston 





the fourth-largest city in America. 

Itis already bigger than Berlin and, with 
a GDP of around $215 billion a year, has a 
larger economy than Hong Kong. Because 
it is the nearest metropolis to the cities of 
northern Mexico, it may attract another 
2m people over the next two decades, 
which would give it almost the same size 
of population as London has now. 

But a global city? These are few and far 
between. Houston can hardly dream of be- 
coming a global financial centre like Lon- 
don, New York or Tokyo. But its business 
leaders think it could become a cosmopol- 
itan, entrepreneurial hub—a Hong Kong, a 
San Francisco or even anew Los Angeles. It 
shares LA’s smog, its sprawl, its Latino cul- 
ture, even its ugly hubris; and by some 
measures it surpasses LA’s ability to rein- 
vent its economy. Can it use its adaptabil- 
ity to turn itself into a properly interna- 
tional place? 


Oil be there for you 

Its hopes still depend disproportionately 
on its most global industry. Energy ac- 
counts for half of Houston’s economy. 
During the 1970s, while the rest of Amer- 
ica stagflated, Houston boomed as high oil 
prices sucked billions into the country’s oil 
capital. In that decade alone, the city built 
almost as much new office space as the to- 
tal amount of commercial property avail- 
able in San Francisco. Money was being 
lent and business plans formed on the as- 
sumption that oil would go to $50 a barrel. »» 
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At the height of the boom, about 80% of 
the city’s economy was oil-related. 

The bust was traumatic. By the 
mid-1980s, all that new office space stood 
empty. Every big local bank was taken 
over. Only one of the property developers 
then in business is left. Unsurprisingly, a 
certain paranoia lingers in the city about 
the oil business. The Greater Houston Part- 
nership, the main business lobby, has 
spent the past 20 years frantically encour- 
aging the city to diversify. Yet the fact is 
that the energy business and Houston it- 
self have emerged stronger from the terri- 
ble bust. 

As company after company was forced 
to cut back, they collapsed their operations 
back into Houston and seem unlikely to be 
dispersed again. In 1999, when oil 
slumped to $10 a barrel and the number of 
oil rigs in America fell to its lowest point in 
living memory, Houston still managed to 
add energy jobs. 

Now another boom is in prospect, with 
oil prices high again. Matt Simmonds, the 
head of a local energy consultancy, argues 
that America’s past reluctance to build 
new power plants will force it to increase 
energy capacity by around 30% in the next 
ten or15 years. The rig count is already 50% 
above last year, and natural gas explora- 
tion is soaring. If oil prices stay high (a big 
if) and if other countries share America’s 
energy worries, Houston will grow in im- 
portance. 

Itis hampered by a wild-catting reputa- 
tion. In fact, the energy business is chang- 
ing in three significant ways, and Houston 
is the centre of all of them. 

First, technology. Not long ago, oil drills 
went down to 1,500 feet (457 metres). Now 
they go to15,000 feet. Companies use four- 
dimensional computer imaging to plan 
new fields (time is the fourth). This is mak- 
ing oil an information-intensive business 
and puts a premium on the kinds of skills 
available in Houston. 

Second, the cost of new oilfield ex- 
ploration and development has risen so 
far that even newly merged behemoths 
cannot always finance them alone. This 
makes deal-making vital, which is good for 
the city where deals are made. If you are 
not attending, say, lunch at Houston's Pe- 
troleum Club, you are out of the loop. 

Third and most important, oil is now 
only part of a bigger energy business, 
which includes electricity. Once divided 
into self-contained regional markets run 
by local utilities, the electricity business is 
being changed by the gradual emergence 
of a national grid dominated by power 
producers and traders. Big users now de- 
cide whether to buy power at long- or 
short-term rates, rather as they arrange 
their financing. A new business of energy 
arbitraging is emerging, and its centre is 
Houston. 

Three of the five new skyscrapers going 





up downtown have as their main tenants 
energy companies that did not exist ten 
years ago. One of them, Enron, is building 
a 50,000-square-foot trading floor—a sin- 
gle-company answer to the Chicago Board 
of Trade. Enron has probably been Hous- 
ton’s most successful energy company of 
the past ten years. It has never explored for, 
pumped up, or refined a single drop of oil. 


Out of the black stuff 

However well-placed Houston is to take 
advantage of the energy business, it will 
never be a great city as a one-trick pony. Its 
boosters point to other strengths: 

e Trade. Houston is America’s second larg- 
est port, which is remarkable considering 
itis 50 miles from the sea. 

e Computers. The city ishome to Compaq, 
America’s third-largest pc maker. If you in- 
clude Dell, based in Austin, two of Amer- 
ica’s four big computer firms are in south- 
east Texas, not Silicon Valley. 

e Space. The National Aeronautics and 
Space Administration centre is in Houston, 
thanks to Lyndon Johnson, a native son. 

e Medicine. Houston is home to probably 
the largest medical complex in the world. 
In a moment of extraordinary optimism, 
the city set aside 700 acres in the middle of 
town for medicine. The hospitals, clinics 
and research centres of the Texas Medical 
Centre employ 55,000 people and deal 
with 70,000 patients a day. St Luke’s has 
performed more heart surgery than any 
other hospital in the world. Mp Anderson 
and the Texas Children’s Hospital are 
among the top two in their respective spe- 
cialities, cancer and paediatrics. 

This list has holes in it. Houston has no 
real financial services (the mainstay of the 
biggest global cities) or pharmaceuticals 
(despite the medical centre). And some of 
its new industries are less robust than the 
boosters claim. Its port’s success depends 
on the vagaries of Mexico’s economy. 
Space does not employ many people and 
is unlikely to grow until the far-off day 
when the commercialisation of space ar- 
rives. The Texas Medical Centre is set up on 


a not-for-profit basis, so it has not been 
able to commercialise its activities (hence 
the lack of drug firms), though a new bio- 
technology park may help. 

In fact, Houston's main hope for diver- 
sifying lies not so much in particular sec- 
tors as in something intangible: its stun- 
ning ability to create new firms. For the 
past three years, Houston has created more 
new companies than any city in America. 
Itis almost certainly the best place either to 
start a business or find a first-time job. The 
reasons for this are the real driving forces 
behind its success. 


The beauty of entrepreneurialism 

The first is unmeasurable—a no-holds- 
barred optimism of the old school. One 
survey shows that about two-thirds of 
Americans agree with the assertion that “if 
you work hard in this city, eventually you 
will succeed.” But Houston's figure even at 
the bottom of the city’s recession was 75%, 
and now it is 88%, the highest-ever, and 
(says the survey’s author, Stephen Klineb- 
erg of Rice University) the highest of any 
big American city. 

It may not be true that anything is pos- 
sible in Houston, but people act as if it 
were. Bill Gilmer, the chief economist of 
the Houston branch of the Federal Reserve 
system, argues that this explains why 
Houston recovered so fast from the oil 
bust: unemployed engineers went out and 
set up their own firms, just as aerospace 
engineers did in Los Angeles when the end 
of the cold war put them out of business. 

The second advantage is technical. 
Uniquely for an American metropolis, 
Houston has no citywide zoning ordi- 
nances. When planning decisions are 
made, they are made by developers on 
their own land. For the would-be entrepre- 
neur, it is thus easier and cheaper to finda 
place to set up shop in Houston than in any 
other city in America. 

Lack of zoning laws hands power to de- 
velopers who insist that new develop- 
ments be large to capture economies of 
scale. They expand in leapfrog fashion, ig- 
noring small 20-acre plots near the city 
centre in favour of vast planned towns fur- 
ther out. This drives land prices sharply 
down, especially the further you go from 
the centre. On top of that, an aversion to 
red tape makes it easy to get building per- 
mits. Barton Smith, a land economist at the 
University of Houston, reckons lack of red 
tape is at least as important to keep costs 
low as lack of zoning laws. 

Lack of zoning also makes neighbour- 
hoods slightly more mixed—mixed in 
terms of usage (residential and commer- 
cial are more muddled up than elsewhere) 
and racially. Because there are no zoning 
laws to force, say, a bankrupt restaurant to 
re-open as a restaurant, areas change 
shape quickly. At the same time, Houston 
is less segregated racially than any other »» 
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> city, by most measures. 

One should not be over-impressed by 
this. Whites in Houston may be more 
likely than their peers elsewhere to have 


had aconversation with someone of a dif- 


ferent race in the previous week, but that 
hasn’t stopped them heading for the sub- 
urbs. Much of the racial mixture down- 
town is of blacks, Latinos and Asians (the 
city has America’s second-largest Viet- 
namese settlement after southern Califor- 
nia). But because zoning laws do not en- 
able local groups to keep poor people out 
(for example, by requiring that all housing 
plots be huge), Houston remains racially 
desegregated by American standards. This 
helps draw in immigrant workers, creating 
a pool of labour. 

That leads to the third of Houston’s 
main characteristics which should prove 
an advantage in the 21st century: racial tol- 
erance. Houston looked like a southern 
town until the 1970s: white, with a large 
black minority. A generation later, its 
population is roughly one-third white, 
one-third black and (slightly over) one- 
third brown. Other cities have similar pro- 
files but none went from a bi-racial to a 
multi-racial city quite so abruptly. 

Even more strikingly, it did so peace- 
fully. Houston has not had a race riot since 
1914. For the largest southern city to have 


gone through the civil-rights era and its af- 


termath without upheaval is a remarkable 
comment on its politics. Minorities have 
long been fully or over-represented in the 
city council, county commissions and the 
Texas state legislature. 

Bob Stein of Rice University argues 
that, unlike other growing cities, Houston 
is reinventing the tradition of a powerful 
group of civic-minded business leaders, 
the fate of whose companies is closely tied 
to that of the city. Ken Lay, Enron’s chair- 
man, is an example. He has been the driv- 
ing force behind the building of two sports 
stadiums, and has a pet project to boost 
child literacy. Rumour has it that he may 
run for mayor. 

The effect of this sort of civic-minded 
activism showed up in the late 1990s. Ata 


time when America was busily abolishing 
affirmative-action programmes, Houston 
went the other way: it had a new one ap- 
proved in a city-wide referendum. For bet- 
ter or worse, this showed how racially tol- 
erant itis. 


For how much longer? 

In many ways, Houston is thriving be- 
cause it has kept alive an old-fashioned, in- 
dustrial mode of growth, built on cheap 
land, low taxes, immigrant labour and un- 
fettered pro-business policies. This model 
may not be enough in the next decades. 

Houston is ugly. It was hardly charm- 
ing to begin with and has pulled down 
many of its old buildings. It may have to 
pull down even more after recent floods 
caused $2 billion-worth of damage. It is 
also, as Al Gore rudely pointed out during 
the presidential campaign, polluted. Since 
cities now have to attract skilled workers 
with “quality of life” benefits, this is a big 
problem, and not one that can be over- 
come by cheap housing. 

Business leaders are frantically trying 
to catch up. In an unusual example of bi- 
partisanship, a fervently conservative 
property developer has joined forces with 
a former member of the Clinton adminis- 
tration to back a $500m bondissue to plant 
im trees. The Greater Houston Partnership 
has executed an about-turn on pollution. 
Having argued last year that new pollu- 
tion controls damage growth, itisnow ona 
crash course to cut ozone-creating emis- 
sions as fast as it can. 

If this sudden change of mind is real, it 
poses a tough question about zoning. 
Houston has 2,300 people an acre, com- 
pared with 6,000 in Los Angeles and 
20,000 in New York (at the other end of the 
scale). This extraordinary extensiveness is 
expensive. At one point in the early 1990s, 
Houston alone was spending more on 
roads than any state except California 
(and, of course, Texas). 

There are doubts about how much fur- 
ther sprawl can go. Three-quarters of the 
best-paid jobs are still on or within the in- 
ner ring road. Some new suburbs are 50 
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miles away. Can the city continue to burst 
outwards while attracting the skilled peo- 
ple whose jobs are downtown? And surely 
that means introducing zoning? 

Lastly, Houston faces a severe problem 
in the one area where its national reputa- 
tion is high: education. To run his “num- 
ber-one priority”, Mr Bush picked as secre- 
tary of education Rod Paige, a former head 
of the Houston independent school dis- 
trict. The president claimed, correctly, that 
Mr Paige had overseen substantial im- 
provements in the city’s education, espe- 
cially among minorities. What he did not 
say is that these improvements have been 
nothing like enough. 

Despite successes in individual 
schools, half of all Latinos fail to graduate 
from high school, compared with 10% of 
whites and 20% of blacks. Whites are 
abandoning Houston’s public schools. 
They represent only 12% of pupils; 54% are 
Latino. More than a quarter of today’s 
schoolchildren are likely to drop out. 

In a world where a good job depends 
on having a college degree, this is alarm- 
ing. Rice University’s Mr Klineberg argues 
that new immigrants from Mexico arrive 
lagging further behind the rest of the coun- 
try educationally than did the wave of im- 
migrants in the early 1900s. The first wave 
took several generations to catch up. To- 
day’s immigrants will have to close a big- 
ger gap more quickly. If they do not, they 
may end up in an underclass that could 
scratch at Houston's racial harmony. 


This is Houston 

Can Houston make it? The city has experi- 
enced the three big transformations that 
affect America in their purest form: the 
change from a raw-material economy to 
services; the change from a bi-racial to a 
multi-racial place; and the moderation of a 
no-holds-barred pro-business culture to 
take account of environmental and social 
costs. Elsewhere, these changes have oc- 
curred over 50 years. Houston has lived 
through them in 20. And the next 20 years 
will probably be just as dramatic and suc- 
cessful. Hold on to those Stetsons. @ 





It looks great at night 
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Lexington Hillary, you won the war 


But will health care get any better? 
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ERE we go again. In 1994, the Democrats lost control of the 

Senate thanks to Hillary Clinton's disastrous attempt to re- 
form American health care. Now they are back in control of the 
Senate by a whisker—and they’ve put health care right at the top 
of their agenda. Are they mad? Or have they discovered a for- 
mula for turning a sow’s ear into a silk purse? 

Mad is hardly the first word that comes to mind when you 
look at Tom Daschle, the Senate’s cunning new majority leader. 
It was easy enough to demonise Hillarycare as a dangerous 
scheme to turn America into a gigantic version of Sweden. Mrs 
Clinton can't help but give the impression that she thinks that 
they do this sort of thing better in Stockholm. But a “patients’ 
bill of rights”, which lays down standards of service and, in the 
last resort, allows patients to sue managed-care organisations, is 
a different matter. The bill has three big things going for it. 

The first is the belief in citizens’ rights. It is hard to do any- 
thing in America these days without being reminded of the fact 
that the constitution enshrines a bill of rights. The victims of 
sexual assaults on campus have their own bill of rights. Taxi 
cabs display a passengers’ bill of rights. Even the wily degen- 
erates on the “Jerry Springer Show” forever invoke their rights. 

The second is love of litigation. Americans think nothing of 
calling their lawyers if their daughters fail to get into the cheer- 
leading squad or their astrologers give them the wrong advice. 
So why shouldn't they call them to fix the health-care system? 

The third is hatred of HMOs. In the early 1990s only a hand- 
ful of Americans were subjected to managed care. Now four out 
of every five workers have been herded into health plans, and 
managed care has taken over from communism as the bogey- 
man that unites the country in fear and loathing. These are the 
organisations that brought America such charming medical in- 
novations as drive-through childbirth (giving women no more 
than a day in hospital to give birth). And these are the organisa- 
tions that torture thousands of Americans every day with in- 
comprehensible forms, unanswered phones and unpaid claims. 

Only 15% of Americans say they have a great deal of confi- 
dence in HMOS-—less than have confidence in electricity compa- 
nies (28%) or public schools (38%). George Bush may be able to 
buddy up to the former KGB chief who now rules Russia with- 
out risking more than a few raised editorial eyebrows. But if he 





did the same to the head of Aetna, the alleged provider of 
health-care services to The Economist amongst others, he would 
be looking at a one-term presidency. 

It is hardly surprising, then, that there is such an air of inev- 
itability surrounding the proposed legislation. The House has al- 
ready passed its version of the bill. The Senate version is being 
sponsored by John McCain as well as two Democrats, Ted Ken- 
nedy and John Edwards. The Democrats have already taken Mr 
Bush’s education bill and turned it into a Democratic one; now 
they are about to force Mr Bush to accept a thoroughly Demo- 
cratic health-care reform. 

This is not to say that the bill will pass without a fight. HMOs 
and small businesses have succeeded in blocking similar legisla- 
tion for the past five years. They are currently pouring millions 
of dollars into lobbying and advertising in an attempt to do the 
same again. Mr Bush vows that he will veto any legislation that 
makes it too easy to sue HMOS. 

But their cause already has the smell of defeat. The bill's sup- 
porters can point to the enthusiastic endorsement of the medi- 
cal profession. (Doctors are furious that they can be sued for 
medical malpractice but HMO bureaucrats, who are increasingly 
making medical decisions, cannot.) And a growing number of 
states have strengthened patients’ rights over the past few years. 
Even Texas has a patients’ bill of rights. Mr Bush may be able to 
delay the legislation. He may be able to push it a little closer to a 
much softer bill (co-sponsored, ironically, by James Jeffords, the 
Vermont turncoat) that has also been introduced into the Senate. 
But it is unlikely that Mr Bush will be willing to waste more than 
one veto on the subject. 


Hill of beans 

So the politics are sorted, but there is still the casual after- 
thought: will the impending law do any good? The problem 
with rights is that they don’t come cheap. The bill will impose 
more regulation on a health-care system that is already drown- 
ing in regulations. It will push up the cost of health care, as 
America’s voracious trial lawyers extract their pound of flesh. 
And it will do nothing for the real victims of American health- 
care: the 44m people who have no insurance. Whatever the 
other faults of Mrs Clinton's plan seven years ago, it was moti- 
vated by an entirely laudable desire to make health care univer- 
sal. Now the number of uninsured will rise as businesses 
respond to those rising costs by cutting back on their coverage. 

Republican lore holds that the defeat of Hillarycare was one 
of the great triumphs of the 1990s. They may have to think 
again. The Democrats are enjoying the double benefits of bash- 
ing HMOs while calling for cheap drugs for the old and free 
health care for the poor. Health care is also a good example of 
incremental legislative sprawl at its most Clintonic. 

“If what I tried before won't work,” Bill Clinton confessed a 
few years ago, “maybe we can do it another way...a step ata 
time, until we eventually finish this.” The next little step will be 
subsidised drugs for old folk. After that will come free health- 
care coverage for uninsured children and a reduction in the age 
of eligibility for Medicare. Some of these things are no more 
than people in a civilised country deserve, but they all push up 
costs. And every new bit of legislation brings America a step 
nearer to Hillarycare. The junior senator from New York may 
have lost the battle in 1994. But she and her fellow Democrats 
are getting ever closer to winning the war. W 
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Environment and development (1) 





Oil and cloud-forests don’t mix 


QUITO 


Poor countries need economic development, but, like rich countries before them, 
increasingly dislike the pollution it brings. Two examples, from Ecuador and Peru 


66 TOUR birdwatchers and a couple of 
mayors.” That is how Ecuador’s pres- 
ident, Gustavo Noboa, describes environ- 
mental opposition to the route of a new 
$1.1 billion oil pipeline. The pipeline, al- 
ready approved by the government, prom- 
ises to double Ecuador’s oil-transport ca- 
pacity and boost GDP growth by 2.5% a 
year until 2020. Unfortunately, it will also 
slice through one of the world’s few cloud- 
forests still intact. 
ocp Ecuador, a consortium led by an 
Argentine-Spanish oil giant, Repsol-YPF, 
and Canada’s Alberta Energy, will build 
and operate the heavy-crude-oil pipeline 
that will run 500km (310 miles) from Ecua- 
dor’s oil-rich Amazon across the Andes to 
the export docks on the Pacific coast (see 
map). For most of its length, the pipeline 
runs meekly parallel to the existing oil 
pipeline. But one 157 km section, known as 
the northern route, takes a new path 
through primary Andean cloud-forest in 
the Mindo-Nambillo reserve. The area 
supports over 450 species of birds, almost 
5% of the world’s total, 46 of which are con- 
sidered endangered. It also provides jobs 
in eco-tourism for over 70% of the local 
population. 
Entrix, the American company hired by 


ocp Ecuador to carry out the environmen- 
tal study, says that, all things considered, 
the northern route was the best of the five 
studied. Environmentalists contend that 
the company had decided on the northern 
route from the beginning, and failed to 
study the alternatives in sufficient depth. 

The risk of damage was highlighted last 
week when landslides ruptured Ecuador's 
state-owned transnational pipeline, spill- 
ing over 7,000 barrels of oil into the An- 
dean forests east of Quito. Since 1998 this 
pipeline has burst 14 times, spilling a total 
of 145,000 barrels of oil. 

Since the area is prone to landslides and 
earthquakes, accidents are inevitable, 
even if ocr Ecuador proceeds as carefully 
as it has promised. At the least, a corridor 
seven metres wide and 13.6km long will 
have to be cleared through protected for- 
est. Environmentalists say this must inev- 
itably mean the building of access roads, 
and with the roads will come illegal colo- 
nisation and cattle grazing. Techint, an Ar- 
gentine company that is part of the OCP 
consortium, has already been fined 
$13,800 by the environment ministry for 
felling trees in a federally protected forest. 

With Ecuador's economy still strug- 
gling to recover from its worst period in 
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over a century (GDP shrank by 7.3% in 
1999), environmental protection comes 
low on Mr Noboa’s list. It was the energy 
ministry that had to bestow final approval 
on the enviromental study, a clear conflict 
of interest. Days before the study was ap- 
proved, Mr Noboa said the government 
liked the route and he would not let envi- 
ronmentalists delay things. “I’m not going 
to let anyone screw with the country,” he 
said. “I'll give them war.” 

According to the government, the pipe- 
line will provide 52,000 new jobs directly 
and indirectly while it is being built and 
will attract foreign investment of $2.6 bil 
lion over the next three years. In a country 
in desperate need of foreign direct invest- 
ment and higher exports, and where 52% 
of the population earn less than $2 a day, 
only the wildest environmentalists deny 
the need for the pipeline. They just wish it 
could go somewhere else. @ 
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Environment and development (2) 
Mining a sour vein 
in Peru 


TAMBO GRANDE 
Can farms and mines mix? 


QUAT green mango trees stretch in neat 

rows behind Avelino Juarez, the fore- 
man of a fruit plantation in the San Lo- 
renzo valley in the northern department of 
Piura. Watched by an eagle perched on a 
nearby tree, Mr Juarez explains why he 
does not want the new mine that is pro- 
posed for the valley’s main town, Tambo 
Grande. “It's the possible pollution,” he 
says. “I've seen how plants die when they 
have something rotten nearby.” Investors 
in the 75-hectare (185-acre) estate where he 
works have shelved plans to expand it, in 
case the mine goes ahead. 

The San Lorenzo valley is a rare place, a 
green valley on Peru's desert coast. It did 
not get that way unaided. In the 1950s 
World Bank money helped to build a reser- 
voir and irrigation system that turned the 
desert scrub into productive farmland dot- 
ted with model towns. San Lorenzo now 
produces most of Peru’s mango exports 
and a large part of its lime crop. Around 
three-quarters of all workers in this valley 
of 75,000 people are employed directly in 
agriculture, and farms cover 32,000 hect- 
ares of the valley floor. The arrival of an 
open-pit mine extracting gold, copper and 
zinc sounds like very bad news. 

The company behind the mine, Man- 
hattan Minerals of Canada, insists that this 
will be a modern outfit that will not blight 
crops or the water supply. It will affect, at 
most, about 1,000 hectares. Since the de- 
posits sit right under Tambo Grande, about 
a third of the inhabitants will have to 
move. But Manhattan says the mine 
should bring around 500 good jobs, with 
3,000 more created indirectly, and annual 
sales of $60m, compared with the valley's 
estimated $100m from farm produce. 

Manhattan's claims have fallen on deaf 
ears. An organisation, the Tambo Grande 
Defence Front, is campaigning to restrict 
the scale and operations of the mine. 
When the company began drilling in the 
town late last year, people set fire to its ma- 
chinery late at night. In late February a 
two-day protest by thousands of farmers 
ended with the trashing of Manhattan's 
offices and its show-houses. 


Manhattan has retreated from those of- 


fices, but it has not given up. Tambo 
Grande is a test case for the expansion of 
mining outside sparsely populated parts 
of the Andes. Humberto Montes, the vice- 
minister of mining, says 400,000 hectares 
are licensed for exploration in Piura. But if 
Tambo Grande fails to go ahead, he admits 


that it will be more difficult to promote 
mining in the rest of Piura department. 

The debate is also about the future of 
Peru’s economy under its new govern- 
ment, which is due to take office on July 
28th. Alejandro Toledo, the president- 
elect, has pledged to tackle the country’s 
serious shortage of proper jobs by promot- 
ing intensive farming, food-processing, 
tourism and building. But mining will still 
have a large part to play. In 2000 minerals 
brought in a total of $3.2 billion from 
abroad, almost half of the country’s entire 
export earnings. 

In the next nine years Peru expects a 
further $11 billion in mining investments, 
according to the energy and mines minis- 
try. Peru's largest single foreign invest- 
ment, a $2.3 billion copper-and-zine con- 
cern called Antamina, began trial 
production at the end of May. Mining also 
pays around $130m a year in taxes on pro- 
fits, and several hundred million more in 
indirect taxes and customs duties. 

In theory, mines also enrich the people 
who live round them. A proportion of the 
tax paid on profits is sent back to the region 
and, when profits are high, this can meana 
lot of money. (Conversely, when there are 
no profits, the locals getnothing.) Only this 
week Congress passed a bill which, if the 
president approves it, will increase the re- 
gional windfall to half of all the direct and 
indirect taxes and royalty rights paid by 
the mining company. Even so, the resi- 
dents of Tambo Grande remain sceptical 
that their poor schools, roads and services 
will get any better. 

Mines can also leave a trail of pollution. 
Even the more modern projects, held up as 
examples of environmentally friendly de- 
velopment, have not escaped opposition 
or accident. In June last year a truck travel- 
ling from the Yanacocha gold mine in Caja- 
marca, Peru's most profitable mine, spilled 
mercury in the village of Choropampa. 
Residents scooped it up, and dozens were 
poisoned. The government fined the com- 
pany around $500,000 and ordered it to 
clean up the area. Last week residents of 
the port city of Huarmey rioted against 
Antamina, claiming that a pipeline carry- 
ing minerals to the port would pollute the 
sea and hurt fishing. The company says no 
excess water will find its way into the Pa- 
cific; after treatment to make it safe, it will 
be used for irrigation. 

In short, the tide of opinion in Peru ap- 
pears to be turning against mining. Even 
Antamina, which will have sunk $13m into 
community projects by next year, has 
found that people cannot necessarily be 
softened up to acceptit. Carlos Herrera, the 
energy minister, has said that if the people 
of Tambo Grande do not want the mine to 
go ahead, it will not. Yet there is no provi- 
son in law to guarantee that. And even the 
Tambo Grande Defence Front knows that 
Peru needs the money. m 


Cuba 
Rafting season 


HAVANA 
People leave in all sorts of ways 


CCORDING to the Miami Herald, the 
balmy weather of the first week of 
June brought more than 70 Cubans in 
makeshift boats to the United States. There 
they were welcomed with open arms. 
Granma, Cuba's official newspaper, has a 
different tale to tell. Irresponsible Ameri- 
can laws are luring Cubans to their deaths. 
This year alone, 160 “delinquents” have 
been picked up at sea and returned. 

Both stories are right, to some degree. 
The United States likes to take in Cubans, 
and keeps 20,000 legal immigration slots 
for them each year. But they are meant to 
apply first. Since 1995, many of those who 
have not applied, but approached on rafts, 
have been returned. 

Still Cubans go on leaving, in their 
thousands every year. Some go for politi- 
cal reasons, most for economic ones. Tired 
of the daily struggle to make ends meet, 
they heed what the authorities call “the 
siren-call of capitalism”. 

They find many different ways of fol- 
lowing it. Hundreds of Cuban women, 
and some men, marry foreigners every 
year: some for love, some not. Many take 
to makeshift boats, like the 12 doctors and 
other professionals who asked for political 
asylum in Haiti on June 6th after they had 
been shipwrecked. Some defect while » 
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But one came back 
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‘ working abroad—Cuba, proud of its 
schools and health services, sends many 
doctors to Africa and Central America—to 
reappear in Madrid or Miami. The Cuban 
media do not report their going. 

They also keep quiet about the defec- 
tions of musicians and athletes. Last 
month one of Cuba's top salsa singers, Ma- 
nolin, “the Salsa Doctor”, emerged in Mi- 
ami to say he was not going home. Earlier 
this month two blind teenage athletes, 
competing in pan-American games in 
South Carolina, sought political asylum. A 
leading sports journalist, Luis Acosta, did 
the same soon afterwards. His wife said he 
was being “suffocated” in Cuba. 

Yet, as Cuba never tires of pointing out, 
the most famous recent emigrant eventu- 
ally came back. June 28th will be the anni- 
versary of the return of Elian Gonzales, 
now seven, who was plucked from the sea 
by American coastguards when a raft of 
emigrants capsized. As the Cuban authori- 
ties see it, his story proves the dangers of 
trying to reach Florida. It shows, too, the 
false promise of material happiness. Pam- 
pered with a bicycle, a puppy and all the 
electronics he could want, Elian still went 
happily home with his father. They are 
now national heroes, living contentedly in 
a small town in central Cuba. Why, the Cu- 
ban authorities will ask, would anyone 
want any better than that? m 


Guatemala 
“Be careful, very 
careful” 


GUATEMALA CITY 
Despite a notable case this month, 
justice in Guatemala remains arbitrary 


FTER this month's convictions for the 
killing of Juan Gerardi, the bishop 
who ran the Catholic church's human- 
rights office in Guatemala city, Guatema- 
lans could breathe a sigh of relief. Many 
doubted that the people who smashed the 
bishop's skull with a stone in April 1998, 
two days after he had published a report 
on atrocities in the country’s 36-year-long 
counter-insurgency war, would ever be 
tried, let alone convicted. 

The murder was an evident reprisal for 
the report, which—like a later UN-spon- 
sored commission—had found the army 
responsible for most of the war's 200,000 
deaths. During the investigation, threats 
made two prosecutors and one judge flee 
the country for their lives. Despite that, 
three officers of the army’s elite presiden- 
tial-security division, the EMP, and a priest 
were found guilty on June 8th of complic- 
ity in the murder and were given jail terms. 
The next day, however, one of the trial 
judges got an anonymous telephone call: 
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They'll dispense justice if the government won't 


“Be careful, very careful.” 

Unintimidated, prosecutors plan to 
press on against senior EMP Officers sus- 
pected of ordering the killing. This could 
take years but, unless the case is over- 
turned on appeal, it will be an important 
blow to the army’s impunity. One of those 
convicted, Byron Lima Estrada, a retired 
colonel, served a stint as head of military 
intelligence during the war. No one so se- 
nior has ever been brought down before. 

Yet only a handful of such cases have 
been heard. In 1999 members of the Civil- 
ian Self-Defence Patrol, the paramilitaries 
who did much of the counter-insurgency 
dirty work, were jailed for a wartime mas- 
sacre. This month prosecutors reopened a 
case against 15 soldiers acquitted of a 1995 
killing. Most ambitiously, two days before 
the Gerardi verdict, survivors of 11 sepa- 
rate massacres in 1982 launched a geno- 
cide case against General Efrain Rios 
Montt, at the time the country’s military 
dictator and now the leader of Congress. 

For most of the war's victims, justice is 
a dim prospect, and not only because of 
the army’s power. The justice system in 
general is weak. During the war, says Hugo 
Lorenzo of the local United Nations’ peace 
mission, Minugua, the system served to 
help the state eliminate guerrilla rebels 
while ignoring atrocities. 

Some reforms have occurred since the 
1996 peace accords: most notably the re- 
placement of the army-run police force 
with a civilian one. This has officers in 
most municipalities—in the past they were 
rarely to be found outside the 22 depart- 
mental capitals—although the new force is 
riddled with officers recycled from the pre- 
vious regime. Training and selection are 
better, too. But the entire law-enforcement 
system gets a mere 5% of the government's 
budget. One in three municipalities does 
not even have a justice of the peace. The 
prisons are ghastly: one-tenth of the in- 
mates are held for petty offences that theo- 
retically merit only fines. On June 17th, 78 
prisoners broke out of a maximum-secu- 
rity jail, putting the country on alert. 


Above all, says Paul Seils of the Centre 
for Legal Action on Human Rights in Gua- 
temala city, which is helping the war sur- 
vivors bring the genocide case, the coun- 
try’s prosecutors are inexperienced, 
under-financed and vulnerable to threats 
and political pressure. Just 7% of cases get 
as far as a trial (though more are resolved 
by other means), and poor investigation 
methods mean that many of those fall 
through. The Gerardi case succeeded only 
because of the international attention it at- 
tracted, agrees its chief prosecutor, Leo- 
poldo Zeissig: “If the accused hadn't had 
the spotlight on them, they might have 
done more things against the prosecutors.” 

And although the war's end brought re- 
forms, the disbanding of the civil patrols 
and military police also created a vacuum, 
which was filled by a wave of lynchings. 
About 200 people have been lynched in 
337 mob incidents since 1996, according to 
Minugua. Some stemmed from civil-war 
feuds; many were summary punishments 
for suspected criminals. “People often get 
lynched not for any specific act but be- 
cause of their reputation,” says Paul Ko- 
brak, an American sociologist who has 
studied several cases. “The Guatemalan 
justice system never really established the 
principle of individual responsibility.” 
Likewise, in the few cases where lynchers 
have been prosecuted, it is doubtful 
whether they were the real instigators. 
“The state feels it has to prosecute some- 
body, and they don't really care who. It's 
the same as the lynchings.” 

Changing Guatemala’s justice system, 
therefore, involves changing an attitude of 
mind. That is hard when it is entrenched at 
the top of politics. “It's impossible to create 
accountability and respect for the law if 
the country’s rulers can get away with 
genocide,” says Mr Seils. Or with anything 
else: last week Luis Rabbe, the communi- 
cations, transport and housing minister, 
resigned after an audit confirmed corrup- 
tion in his ministry. That day he went on 
television, in a thinly-veiled launch of his 
presidential campaign for 2004. W 
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Rioting in Algeria 





The swelling anger of Algerians 


TIZI OUZOU 


Algerian protest has spread beyond Kabylia. But is it being manipulated? 


HE anger that has been swirling for 
weeks around the Berber-speaking 
area of Kabylia has now spilled into other 
Algerian regions, with riots erupting in 
towns that are regarded as Arab rather 
than Berber. Protesters, armed with stones 
and metal bars, have attacked the premises 
of state companies, making it clear they 
are fed up with living under a thinly-veiled 
military dictatorship that has failed to re- 
solve huge social and economic problems. 
Kabylia, the mountainous region to the 
east of Algiers, remains the centre of the 
protests. Confrontations, sometimes le- 
thal, rumble on in the small towns dotting 
its hills. The regional capital Tizi Ouzou has 
been the scene of renewed clashes in 
which youths fight it out with anti-riot po- 
lice and the gendarmerie. One of their 
main demands is the withdrawal of the 
gendarmes, regarded as corrupt and bru- 
tal, from their region. But the young men in 
this careworn town with its soulless tower 
blocks insist that their struggle is not 
aimed at giving Kabylia a special status. 
The rest of Algeria, they say, is as tired as 
they are of the nepotism and patronage 
that have become the regime’s hallmark. 
The anger in Kabylia was unleashed by 


the killing in April of a young man being 
“questioned” by the gendarmerie. A crack- 
down left scores dead, and ensured that 
the region would remain defiant. Since 
then the authorities have been trying to 
stop the contagion from spreading. 

But, emboldened by the example of the 
Kabyles, the demonstrators in Arab towns 
have shouted such slogans as “Nous 
sommes tous des Kabyles” to make the 
point that they too want jobs, housing and 
respect from the authorities. This solidar- 
ity is the reverse of what Algeria’s military 
rulers have been hoping for, and state tele- 
vision has anxiously portrayed the prot- 
ests in Kabylia as a strictly regional affair. 

At first it said that the Kabyle people 
were motivated by their long-standing de- 
mand for official status for the Berber lan- 
guage. But then it opted for an approach 
that many fear will deepen the divisions in 
a society already ill at ease with itself. De- 
scribing the Kabyle protesters as wreckers 
and looters, television provided extensive 
footage of the fights and destruction of 
property that occurred during a march by 
Kabyle demonstrators on Algiers on June 
14th. An official praised the youth of the 
capital for “defending their honour” 


The Economist 


Also in this section 
50 Aturn-up for Iran’s parliament 
50 The difficulties of ruling Jordan 
51 Syria and Lebanon 








52 Congo's war infects its neighbours 
52 Rwanda’s returning militiamen 


against the rioters’ acts of sabotage. 

The huge protest in Algiers had drawn 
hundreds of thousands of Kabyles to the 
capital. Despite a ban by the interior minis- 
ter, the organisers insisted on trying to 
present a list of demands at the presiden- 
tial palace. The protest turned violent 
when the marchers attempted to breach a 
police cordon blocking access to the pal- 
ace. The police pushed them back behind 
the line with water-cannon and tear-gas. 

For the Kabyles, the Algiers march has 
left a bitter aftertaste. It was an embarrass- 


‘ing shambles in which they failed to de- 


liver their demands. They are now accus- 
ing the authorities of having planted 
infiltrators to sow mayhem and provoke 
fights with local residents. These accusa- 
tions are supported by the Socialist Forces 
Front (FFs), a Kabyle-based opposition 
party that has consistently refused com- 
promise with the military authorities. 

The FFs has been trying to turn the an- 
ger of the Kabyles into pressure for demo- 
cratic concessions from the military- 
backed regime. But, despite the party’s at- 
tempts to forge a national base, it still 
suffers from being too narrowly identified 
with the Kabyles. The oldest opposition 
party in the country, it was set up by a Ka- 
byle hero of the liberation war, Hocine Ait 
Ahmed, who fell out with his revolution- 
ary colleagues over issues of democracy 
soon after independence in 1962. 

Although demonstrators may now be 
taking their example from Tizi Ouzou, the 
Kabyles are still seen as somewhat differ- 
ent. There is mistrust, fanned at first by 


French colonial policy and later by succes- »» 
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> sive authoritarian governments which 
portrayed demands for recognition of the 
Berber language as attempts to dismember 
Algeria’s hard-won statehood. 

Yet the Kabyles are perhaps the best 
known of all Algerians. Poor soil and over- 
crowding have led many of them to seek 
work in France. The French colonisers, 
playing divide and rule, concentrated their 
educational efforts on the Kabyle moun- 
tains. The outcome is that the Kabyles are 
strong in both the administrative elite and 
the emigré community, ensuring that even 
if their demands are not met, their voice is 
heard at home and abroad. 

Algeria’s military-backed regime, le 
pouvoir, which includes some Kabyle gen- 
erals, appears determined to sit out the 
current protests, saying as little as possible. 
The FFs continues to accuse the authorities 
of having fomented and deliberately pro- 
longed the unrest. It is difficult to prove 
such allegations, but it is also hard to dis- 
miss them: in a country controlled by the 
intelligence services, manipulation is a sta- 
ple of political life. 

Some speculate that the aim is to un- 
dermine the president, Abdelaziz Boute- 
flika, who is locked in a power struggle 
with the generals who brought him to of- 
fice. Others say the purpose is to deflect at- 
tention from the pressures that the frac- 
tious military regime is coming under as 
the Islamist threat fades, and its human- 
rights record and domestic failures catch 
up with it. On the other hand, it could be a 
genuine outburst of frustrated anger. W 


Iran's parliament 


Reform, but only 
as largesse 


TEHRAN 
To get anything through parliament 
needs the supreme leader’s blessing 


AS it an early sign that Ayatollah Ali 

Khamenei, Iran’s supreme leader, 
was taking note of the recent clear victory 
of Muhammad Khatami, the reformist 
president? On June 17th members of Iran's 
parliament tried to launch an investigation 
into the state broadcasting monopoly, an- 
swerable to Mr Khamenei, which beams 
out anti-reformist propaganda. But the 
speaker, Mehdi Karrubi, cited a parliamen- 
tary bylaw that seemed to render the in- 
quiry illegal. Members were angry, and Mr 
Karrubi referred the matter to Mr Khame- 
nei himself. The result was a surprise: on 
June 18th the supreme leader announced 
that, far from infringing his privileges, par- 
liamentary investigations would “protect 
the health” of the institutions he controls. 
He also issued a thinly-veiled order to 
scrap the offending bylaw. 
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Still under Khomeini’s eye 


This seems a big change since Mr Kha- 
menei wrote his last letter to parliament a 
year ago, spiking a bill designed to protect 
reformist newspapers from being closed. 
His current enthusiasm for “religious de- 
mocracy” seems calculated to alienate 
hardline conservatives, who argue that re- 
ligious government gets legitimacy from 
God, not the voters. 

Some of Mr Khatami’s supporters hope 
the supreme leader's latest intervention 
will pave the way for investigations into 
other secretive institutions, including the 
judiciary. More radical deputies resent the 
fact that, 12 years after the death of Ruhol- 
lah Khomeini, the Islamic republic’s foun- 
der, reform still depends less on legislation 
than on the largesse of the unelected con- 
servative establishment. Ever since Mr 
Khatami's allies were swept to power in 
last year’s election, efforts to pass reformist 
laws have been blocked by the Council of 
Guardians, all of whose members are ap- 
pointed, half by the supreme leader. 

Whatever clues the episode offers 
about Mr Khamenei's leanings, the truth is 
that reform still cannot take place without 
the acquiescence of top conservatives. Se- 
curing this acquiescence is where Mr Kar- 
rubi, for all the resentment aroused by his 
genuflection to the supreme leader, may 
prove invaluable. Both the speaker and the 
small parliamentary group he leads differ 
from most other reformists in being clerics, 
with good links to the establishment. 

But they are lukewarm about cultural 
liberalisation and freedom of expression, 
and uneasy with the free-market slogans 
that have come to dominate reformist de- 
bate on the economy. Such differences in- 
crease the possibility of a split in the re- 
formist movement. For the moment, 
caution is holding sway, but only just. = 





he 7] 


Jordan and its Palestinians 
All quiet on the 
eastern front 


AMMAN 
King Abdullah’s troubles in keeping 
things jogging along 


IS bad enough living next to Saddam 
Hussein, Ariel Sharon and Yasser Arafat. 
But rowdy neighbours are not the only 
bother facing Abdullah, the 39-year-old 
monarch who has run this tidy little coun- 
try since the death of his father, Hussein, 
two years ago. He must also juggle with a 
Sagging economy, a divided population 
and the contradictory demands of power- 
ful friends in the West. 

The king has done well so far, simply by 
sustaining an air of normality amid these 
pressures, but his troubles are beginning to 
converge. At home, elections loom after 
this week’s royal decree dissolving parlia- 
ment. The polls will pit a weakened pro- 
government side against Islamist groups 
that have gained from the general unrest. 

The challengers recently scored an- 
other point. In 1999 the government sum- 
marily deported four leaders of Hamas, 
the Islamist Palestinian group, even 
though they were all Jordanian citizens. 
The most senior of them, Ibrahim 
Ghoshah, has now shown up at Amman 
airport asking to be let in. Since many Jor- 
danians think of Hamas as a heroic resis- 
tance army, the incident is embarrassing. 


Not single spies 

The sorrows come, one upon another. The 
Security Council's plan to impose 
smarter—read, tighter—sanctions on Iraq 
threatens a decade-old deal that gives Jor- 
dan both $750m a year of cheap Iraqi oil 
and a vital boost to its feeble exports. The 
continuing intifada is driving away invest- 
ment even as unemployment pushes 25%. 
It is also straining Jordan’s 1994 peace 
treaty with Israel, and stirring anguish 
among the 3m, out of 5m Jordanians, who 
are of Palestinian descent. 

Jordan's Palestinians have more local 
grievances, too. Ever since Black Septem- 
ber, the 1970 uprising in which Palestinian 
guerrillas nearly toppled the Hashemite 
monarchy, the government has favoured 
native East Bankers with jobs, contracts 
and other largesse. It also favours their 
votes. Gerrymandering has ensured that, 
despite their numbers, Palestinians have 
fewer seats in Jordan's parliament than 
their cousins, the “Israeli Arabs”, have in 
the Knesset. More urbane than the largely 
rural East Bankers, Jordan's Palestinians 
own most of the country’s businesses, 
which means that they are subject to tax- 
ation without much representation. 

The government's edginess became » 





> clear last week when it abruptly slapped 
controls on the border crossing from the 
West Bank. The move was explained as a 
precaution against any Israeli thought of 
expelling the Palestinians. But to Palestin- 
ians the new controls looked more like a 
tightening of the siege on the occupied ter- 
ritories. Whatever the truth, the new rules 
are doing damage. 


At least they are safe, and free 

Yet even in the refugee camps that fringe 
Amman, resentment with the govern- 
ment, and fury with Israel, mingle with re- 
lief at being safe. Since the outbreak of the 
intifada, solidarity protests have drawn a 
dwindling number of heavily policed 
protesters. Jordan’s Palestinians prefer to 
help out in other ways, sending money to 
relations, paying for scholarships for the 
children of intifada martyrs, and treating 
the wounded in Jordanian hospitals. Like 
most Jordanians, their more pressing con- 
cerns are jobs and careers. “Fix the econ- 
omy, and they just might forget the inti- 
fada,” insists a prominent economist. 

The government can take credit for try- 
ing to do this. It has declined to appoint an 
ambassador to Tel Aviv, but keeps alive the 
practical relationship that employs 13,000 
Jordanians in joint-ventures. The coun- 
try’s accounts are slowly improving. For- 
eign debt per person has fallen by half in 
recent years, to under $1,000. The legal un- 
derpinnings to attract more investment are 
being laid, including the establishment of 
an ambitious special economic zone on 
the Gulf of Aqaba. And although com- 
plaints abound of obtuse bureaucracy and 
heavy-handed police, Jordanians are bet- 
ter off on these scores than every one of 
their Arab neighbours. 

None of this, however, can compensate 
for the lack of regional oxygen that has 
choked economic growth for three succes- 
sive years. Stagnation, coupled with re- 
sentment at the meagre returns from peace 
with Israel, and anger at America for bash- 
ing Iraq, is fuel to the Islamists’ fire. They 
boycotted the last election in 1997, which 
helped secure the government the tame 
parliament it wanted. Yet one experienced 
politician reckons that even the departing 
legislature, if asked again to ratify peace 
with Israel, would have voted it down. 

The reason given for dissolving parlia- 
ment was that King Abdullah judged it in- 
capable of drafting a fairer electoral law in 
time for the election due in November. The 
tacit admission that the current law was 
flawed will win him some friends. He will 
win more by promptly issuing a better 
one, as he is constitutionally entitled to do. 
ButJordan’s constitution is a funny thing. It 
says that a new election should be held 
within four months, yet it also allows the 
king to rule by decree, and to postpone 
elections for up to two years in emergen- 
cies. That option may look tempting. = 


Syria and Lebanon 


Goodbye to Beirut 





Syria begins to acknowledge that it has outlived its welcome 


E THE ten years since Lebanon's civil 
war sputtered out, furious gentrification 
has airbrushed away most of the pock- 
marked, shell-shredded facades that had 
made Beirut a monument to human folly. 
With the hushed departure of 6,000 Syr- 
ian troops this week, the city shed one 
more reminder of its 1975-90 trauma. 

However, the troops are more out of 
sight than out of mind. Syria’s redeploy- 
ment leaves 25,000 of its soldiers in Leba- 
non, their camps and checkpoints keeping 
a physical grip on the east and north of the 
country. More insidiously, the sisterly 
Arab republic also retains its tentacles in 
Lebanon’s politics, economy and internal 
security apparatus. 

The Syrians’ presence in the capital 
had, in any event, become more of an eye- 
sore than a nuisance. The dishevelled sol- 
diers, stumped around primus stoves in 
abandoned buildings plastered with tat- 
tered icons of the Assad clan, clashed with 


Beirut’s hip self-image as much as they of- 


fended nationalist sensibilities. They will 
not be missed, yet their withdrawal has 
been greeted with little of the jubilation 
expressed a year ago, when Israeli troops 
slunk out of southern Lebanon. 

The Syrians were officially invited 
guests when, in 1976, they moved in to 
forestall a victory by an alliance of Mus- 


lims and Palestinians over Christians. 
They stayed on to deliver the closing blow 
of the war, scuppering an ill-planned 
uprising by Christians opposed to the 1989 
Taif accord, the shaky pact among Leba- 
non’s factions that has kept the peace ever 
since. The accord stated that the Syrians 
should withdraw to the mountain water- 
shed that divides coastal Lebanon from the 
Beqaa valley, and they have now, rather 
belatedly, done so, with the exception of a 
few scattered outposts. 

Syria claims that the redeployment 
simply fulfilled its treaty obligation. The 
pullback was, however, a sign that the Syr- 
ians recognise their growing vulnerability 
in Lebanon. As the Lebanese see it, Syria, 
with its feeble economy and antiquated 
armed services, has no better tool than 
Lebanon with which to remind Israel that 
it wants the return of the Golan Heights, 
occupied since 1967. 

The Syrians have used Hizbullah, the 
Lebanese resistance group, to prod Israeli 
memories, and the Israelis have not shied 
away from reminding the Lebanese that 
they are getting a raw deal. But Lebanon's 
muted response, indeed crocodile tears, 
when in April Israel bombed Syria’s main 
radar station in Lebanon may have sig- 
nalled to the Syrians that their battered 
hosts are sick and tired of the game. m 
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Congo and its neighbours 
Peace here means 
war elsewhere 


What happens to the foreign armies as 
Congo moves towards peace? 


AN EASING of the war in Congo may 
lead to a fiercer war in some of 
Congo’s nine neighbours. The most likely 
victims—Rwanda, Burundi and Angola— 
are already bracing themselves for an up- 
surge in fighting. Tanzania, Uganda, the 
Central African Republic and Congo-Braz- 
zaville could also be affected, at least by a 
new influx of refugees, and possibly by a 
spillover from the fighting. 

There are over 100,000 armed foreign- 
ers in Congo, of whom about 58,000 are 
members of rebel groups from neighbour- 
ing countries. Some support the govern- 
ment, others the Congolese rebels, others 
again are there for their own reasons. Un- 
der the 1999 Lusaka agreement, now being 
cautiously implemented, the foreign ar- 
mies must withdraw. The accord laid 
down that a UN force should disarm the 
foreign rebels, but the force that is there 
has no Security Council mandate for this— 
and nobody who does not wish to give up 
his gun is doing so. 

Congo is full of semi-literate young 
men (and some women) who live by kill- 
ing and looting, and do not care much 
whom or where they fight. For them peace 
in Congo will simply mean that they go in 
search of trouble elsewhere. But other 
fighters are committed members of foreign 
rebel groups, who moved to Congo to use 
its unpoliced spaces to launch hit-and-run 
raids into their own countries. 

In the 1990s Congo became a proxy 
battleground for civil wars in Angola, 
Rwanda and Burundi. The governments of 
these countries sent their armies into 
Congo partly to pursue their own rebels. 
Once inside the country, both armies and 
rebels found mines, hardwood forests, cof- 
fee plantations and much else that they 
could exploit. None of the foreign armies 
or rebel groups will be poorer when they 
leave Congo than when they came in. 

If the 2,000 or so well-armed UNITA re- 
bels from Angola were made to leave 
Congo, they would cross back into north- 
ern Angola and intensify the fighting 
there. Rwandan rebels have already 
started to launch attacks into their own 
country (see next story). 

In Burundi, a UN-sponsored peace pro- 
cess has failed to bring together the Tutsi- 
led military government and the militant 
Hutu groups. A boatload of Burundian re- 
bels was ambushed on June 13th on Lake 
Tanganyika as they tried to make their way 
home from Congo. Burundi’s ambassador 


to the UN, Marc Nteturuye, explained 
what was happening. “The welcome 
peace prospects in Congo are paradoxi- 
cally, but deliberately, at the root of the 
worsening security situation in Burundi,” 
he said. “Peace will have either to be re- 
gional or not be there at all.” 

The war in Congo has created strange 
bedfellows. The bond between Rwanda’s 
and Burundi’s Hutu rebels is long-estab- 
lished, as is the co-operation of the Rwan- 
dan and Burundian armies in tracking 
them down. But a new informal alliance 
has developed between the Ugandan and 
Rwandan armies and Angola’s UNITA re- 
bels, though the only thing they have in 
common is that they are all against the An- 
golan army. That alliance will probably 
end if peace can be found in Congo. Butif a 
peaceful Congo proves unsafe for Rwan- 
dan and Burundian rebels, they, in turn, 
could decide that richer pickings are to be 
had fighting beside the rebels in Angola. m 


Rwanda’s militiamen 
Coming home to 
fight 


RUHENGERI 
After fighting in Congo, Rwanda’s 
militiamen threaten their own regime 


66" THE United Nations may as well go 
home, it’s Rwanda that is doing the 
disarming once again.” The Rwandan mili- 
tary commander, standing at the scene of 
the latest assault by the Interahamwe-the 
militia responsible for Rwanda’s 1994 
genocide—in north-west Rwanda, spoke 
with satisfaction. And, indeed, he was sur- 
rounded by evidence of disarmament, of a 
kind: the bodies of militiamen yet to be bu- 
ried, and a motley collection of prisoners. 
One of the prisoners, a small, skinny 
boy named Claude in oversized welling- 
ton boots, was being put through his paces 
by a captured sergeant. He said he had re- 
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ceived two or three months’ training in 
Masisi, across the border in Congo, by 
members of the old Rwandan army (FAR), 
which was defeated after the genocide. In 
the past month, more than 1,500 such 
youths, plus two or three of their com- 
manders, have been killed or captured in 
or around the foothills of the Virunga vol- 
canoes. They say that their military chiefs 
told them to come back to Rwanda to over- 
throw President Paul Kagame. 

Fear of the disarmament clauses in the 
Congolese peace accord seems to have trig- 
gered the militia’s latest attacks on 
Rwanda. But the current Rwandan army 
scoffs at the idea that the UN monitors in 
Congo, known by their French acronym 
MONUG, could disarm anyone, much less 
men who have nothing to lose. “The forces 
have shown us they are not interested in 
voluntary disarmament,” says a Rwandan 
presidential adviser, mildly. 

Until now, Rwanda’s civil authorities 
had at least pretended to think MONUC 
could play a role. But the pretence is slip- 
ping. If the militiamen are pushed out of 
Congo, their disarmament will take place 
on the battlefields of Ruhengeri, says the 
adviser, referring to the province that en- 
compasses much of the Virunga foothills. 

So far, the attacking militiamen have 
been mainly poorly armed youths, many 
recruited from the camps. But more experi- 
enced fighters are behind them. Rwandan 
intelligence sources confirm that a brigade 
of the Interahamwe called Horizon has 
been making its way northwards from 
south-east Congo into South Kivu. Hori- 
zon’s commander-in-chief is Protais Mpi- 
ranya, who was chief of Rwanda’s presi- 
dential guard under the late Juvenal 
Habyarimana; all the other commanders, 
from brigade to platoon level, are ex-mem- 
bers of the old Rwandan army. 

Rwanda’s government says it would 
like the Interahamwe to lay down their 
arms and come home. Boys such as 
Claude would be ready to do so. But the 
commanders, who are genocide suspects, 
would be much harder to convince. m 





Ex-communist Europe 


Is democracy working? 





The ousting of one of ex-communist Europe’s less bad governments by an ex-king 
(above) does not mean that the region’s democracy is in peril 


O A king is back on his throne—or rather 

he is more or less in charge of his coun- 
try without actually having a crown 
plonked on his head, at any rate not quite 
yet. That alone, in ex-communist Europe, is 
a remarkable first. The clear victory of the 
Simeon II National Movement in Sunday’s 
general election in Bulgaria was an aston- 
ishing feat. Within a few months of the 
outfit’s inception, it had swept past the rul- 
ing and reform-minded centre-right co- 
alition of Ivan Kostov, dismissed the chal- 
lenge of the barely reconstructed 
communists of the Bulgarian Socialist 
Party, assured just about everybody that it 
would seek a corruption-fighting consen- 
sus, and sailed to victory with no less than 
43% of the votes and about half the seats in 
Bulgaria's parliament. 

Does this mean that a more steady sort 
of democracy, where kings and commu- 
nists are both assigned to history’s dust- 
bin, has somehow failed to take root in 
post-communist Europe, and that popu- 
lism, nostalgia and personality cults are 
the vogue? Not at all. For sure, it points up 
the fickleness of electorates in countries 
that have yet to recover from the double 
bashing of communism and its collapse. It 
suggests that quite a few voters can be 


swayed by politicians with thin records 
promising the earth. And it shows how 
hard it is for reforming governments to 
win re-election if they have inflicted neces- 
sarily harsh medicine on their voters, even 
though they may have set their country on 
the road towards a recovery that cannot be 
instant. But the record, across a swathe of 
ex-communist territory, from Estonia in 
the north down at least to Bulgaria in the 
south, suggests that democracy is well en- 
trenched and that the wackier and nastier 
sorts of populists, with a few exceptions, 
have little support. 

Roughly speaking, the worse the econ- 
omy, the bigger the chance of political up- 
heaval and mayhem under mavericks: by 
that measure, Bulgaria risks being wobbly 
for quite a while. The ex-king’s victory 
may yet turn out to be a populist protest 
that fails to lead to more solid reform. Bul- 
garia and Romania are certainly the econ- 
omic laggards of ex-communist Europe 
outside the former Soviet Union, and ex- 
cluding Albania and the war-ravaged bits 
of ex-Yugoslavia. So it would be odd if 
they were not, in politics, pretty unstable. 

Romania, in fact, is the least impressive 
of the pack, though it should, with 23m 
people and plenty of natural wealth, be 
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one of Central Europe’s leaders. Its econ- 
omic reform has stalled again and again. It 
has re-elected as president an ex-commu- 
nist, Ion Iliescu, who served at the elbow 
of one of the region's ghastliest dictators, 
Nicolae Ceausescu. And it has one of the 
strongest populist parties, in the shape of 
Vadim Tudor’s Greater Romania party, a 
xenophobic lot who heap abuse on Gyp- 
sies and ethnic Hungarians. But even 
there multi-party democracy under- 
pinned by fair elections looks secure. 
Bulgaria, though economically creaky 
and more corrupt than most other ex-com- 
munist countries, has done a bit better 
than Romania of late. Mr Kostov had 
earned plaudits from the European Union 
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+ economic reform. But he had failed to bet- 
ter the lives of enough Bulgarians, nearly a 
fifth of whom have no jobs. Hence the 
thirst for something new (or, in the person 
of a 64-year-old king, something old). 

Simeon has some bright young men 
whom he has lured back from investment 
banks in London and elsewhere. He may 
well press on with most of Mr Kostov’s 
policies, and perhaps be lucky enough to 
see some of them bear fruit “within 800 
days”, as he has boldly promised. But con- 
tinuing to sell off rusting state assets could 
upset many of the workers who voted for 
him—by chucking them out of jobs. And 
his group includes some rum folk who 
may not prove much cleaner than some of 
Mr Kostov’s lot. 

Nor is it yet clear what job the ex-king 
will have. He says he does not want the 
crown back. He may not choose to be 
prime minister. He will presumably pull a 
lot of the strings, whatever his title. In any 
event, the voters’ delight may not last for 
all of those 800 days. Bulgaria is still not far 
off being a basket case. 


Cheer up, all the same 
But a pattern has emerged in the rest of 
post-communist Europe that is on the 
whole encouraging. Admittedly, most 
countries that were once part of the Soviet 
Union are not doing so well. Except, that is, 
for the three Baltic countries, which have 
managed to get out from under the Russian 
shadow. Estonia, in Finland’s backyard, is 
now almost an honorary Nordic, while 
Lithuania, which lost a prime minister 
this week over a row about taxes and pri- 
vatisation, has nudged closer to Poland. 
Exclude, too, the bloodier bits of the Bal- 
kans, though Slovenia has successfully de- 
balkanised, resurrecting itself as amodern 
offshoot of Austria-Hungary. And once- 
wretched Albania has begun to bounce 
back from rock bottom, leaving ex-Soviet 
Moldova at the foot of the poverty league. 
Indeed, the economies of post-commu- 
nist Central Europe, after sinking into deg- 
radation in the first five years or so after 
communism collapsed, are beginning to 
perk up; and their political systems are 


looking quite solid too. Nasty populists in 
Slovakia, in the shape of Vladimir Meciar 
and Robert Fico, are still getting too many 
votes. In Hungary Istvan Csurka’s xeno- 
phobic Justice and Life Party may yet wield 
influence in a coalition (see next story). 
And Romania’s Mr Tudor still wins votes. 
But populists elsewhere have done pretty 
badly—witness the flop of populist ranters 
such as Poland’s once-buoyant farmer, 
Andrzej Lepper, who took only 3% of the 
vote in the last general election. 





However, two of the biggest banes of 
post-communist Europe remain in place. 
One is corruption, which still weakens the 
framework of newly reintroduced capital- 
ism. The other is the failure of pro-market 
reformers to persuade voters that future 
prosperity is worth the present pain. It was 
disgust at both of these defects that helped 
bring Bulgaria’s ex-king to power. 

It is the inadequacies of the pro-market 
politicians that have been responsible for 
the fact that virtually no radically reform- 
ing government has won consecutive 
terms of office in ex-communist Europe. 
One arguable exception is the Czechs’ Va- 
clav Klaus, less radical than he sounded, 
who was brought down by the sleaziness 
of his friends. Another is Janez Drnovsek, 
Slovenia’s cautiously reforming prime 
minister, who lacks radical zeal but senses. 
how fast his people would like to go. A 
near-exception is Estonia’s Mart Laar, 
whose radical reformers were chucked out 
after their first zealous spell in office but 
came back (and are still there) after elec- 





_toral humiliation and a soul-searching hia- 


tus. A possible next mould-breaker? It 
could be Hungary’s abrasive right-winger, 
Viktor Orban. @ 
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Desperate measures to preserve the Caspian’s dwindling sturgeon 








REED plus desperation times igno- 
J rance equals extinction. That is the 
miserable equation facing the world’s 
most lucrative fish, the sturgeon, which 
used to throng the Caspian Sea and is 
now dying out. Trade in its eggs—cavi- 
are—is worth hundreds of millions of 
dollars a year. Poachers now use satellite 
technology to fix the position of their 
hidden nets and automatic weapons to 
deal with the feeble fisheries police. The 
haul from a single sturgeon can be worth 
more than a month's 

BS peda have fallen 30-fold over the 

years, mainly because of over- 

parag ueetiasionnl bose that oto: 
tects rare animals, crres, which is 
‘meeting this week in Geneva, has 
backed away from outlawing caviare ex- 
ports altogether from Russia, Kazakhstan 
and Azerbaijan, the three big Caspian 
culprits. Hopes for saving the wild stur- 
geon now rest, precariously, on manda- 
tory labelling, making it possible to 


Immigration into Germany 
More needed, 
fewer wanted 


BERLIN 
The economy would welcome more 
foreign workers. Not so the citizens 


O THE Germans need any more to put 

them off the foreigners in their midst? 
International organised crime, Jürgen Stor- 
beck, director of Europol, told a recent con- 
ference in Berlin, is no longer lurking at 
Western Europe’s gates; it is already well 
dug in. The Balkans—over 1m of whose cit- 
izens live in Germany~are now a big 
source of organised crime, he said, with 
gangs from the area using migrants, legal 
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identify the caviare’s source. That should 
make it harder for the poachers to get 
their loot into respectable shops and res- 
taurants abroad. 

In theory. Faking is an established in- 
dustry in Russia, as western companies 
know to their cost. Russian restaurateurs 
and their customers are not ardent con- 
servationists. Caviare smuggling, often 
via Turkey and Dubai, is rampant. The 
new labels will probably just mean an 
extra obstacle for poachers. Still, better 
international scrutiny has dented illegal 
exports a bit. And that is where the real 
money is made: a tin of caviare that 
costs $100 in Moscow fetches more than 
ten times as much in London. 

The big winners are canny western 
sturgeon farmers like Sandro Cancellieri. 
He plans to triple his caviare production 
to ten tonnes a year by 2005. At that rate, 
his eco-friendly farm in Lombardy will 
alone produce more than twice Azer- 
baijan’s entire annual output. 


or illegal, to help them. And increasingly, 
he said, these gangs are led by young, well- 
educated men, the sort you find in Ger- 
many “among second- or third-generation 
Turks and Albanians”. 

Since 1955, more than 30m outsiders 
have flooded into Germany, 10m of them 
in the past decade. Most went home again, 
but some 7m, including 2m Turks, are still 
there—9% of the population. In addition, 
3m ethnic Germans have come from the 
former Soviet Union. Now the natives are 
being told that, for sundry worthy reasons, 
they must accept even more. They do not 
like it, especially when nearly 4m people 
are without jobs. 

The opposition Christian Democrats 
have always pretended that “Germany is 
not a land of immigration”. Even they, ina 
party document adopted this month, now 





accept that “controlled” immigration is 
needed to meet the demand for skilled la- 
bour. (EU citizens face no controls.) But 
they have sweetened the pill by demand- 
ing tighter rules for groups already al- 
lowed in, mainly asylum-seekers and rela- 
tions of existing immigrants—for instance, 
by lowering the top age for admitting re- 
lated children from 16 to six. 

An official commission set up last year 
is said to be about to recommend radical 
changes in the law to allow in more foreign 
workers. A long-standing taboo was bro- 
ken last year by a “green card” scheme to 
admit up to 20,000 computer experts. The 
commission, it seems, will go much fur- 
ther, proposing to admit highly skilled 
workers, whether or not they have a job 
waiting, for an unlimited stay; and less- 
qualified ones, for limited periods, in areas 
that have lots of jobs and far too few quali- 
fied Germans to fill them. For each cate- 
gory, an upper limit of 20,000 a year is pro- 
posed at first. Businessmen want far more. 
But the commission, like the government, 
presumably wants to soften up public 
opinion before going further. 

Well it might. Over the past five years, 
net immigration has averaged around 
200,000 a year. Two Germans in three, say 
pollsters, already feel that too many for- 
eigners are arriving. The EU’s enlargement, 
they have been told, may at first add a fur- 
ther 200,000-300,000 a year. “Millions” 
more, supposedly, will be needed as the 
native population shrinks over the next 50 
years. And now still more—or so it seems to 
ordinary people already bewildered by 
the figures—are needed to keep the econ- 
omy growing and welfare alive. 


Achtung! 

Germans are afraid—for their jobs, their 
homes, their security, their very identity. 
They needed no Mr Storbeck to point out 
the link between immigrants and crime: 
are not 30% of Germany’s jail inmates for- 
eigners? The broader fears may be irratio- 
nal but they are real. Xenophobia is up. Re- 
ported violence against foreigners jumped 
by a third last year. 

That is why Germany is insisting on a 
seven-year transition for the free move- 
ment of labour when the Eu expands to 
the east. It is also why the ruling Social 
Democrats have become nervous about 
relaxing immigration laws before next 
year’s general election. 

Yet the government plans to legislate 
this autumn. Otto Schily, the interior min- 
ister, has given a nod to the commission's 
leaked main recommendations. Eager to 
prevent this becoming an election issue, he 
is bidding for consensus with the Chris- 
tian Democrats; he “broadly” agrees with 
their proposals, he has said. But the Chris- 
tian Democrats want none of it. They see a 
wide gap between his ideas and theirs, 
and may be happy to exploitit. m 
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The EU summit 


Cheap date 


GOTHENBURG 
Stirring words bring eastern countries 
no closer to membership than before 


N THE Soviet Union people used to joke, 

“We pretend to work and they pretend to 
pay us.” In the curious relationship be- 
tween the European Union and the 12 
countries applying to join it, the Union’s 
current motto seems to be, “We pretend to 
make a breakthrough and they pretend to 
believe us.” 

A churlish reaction to the declarations 
on the enlargement of the Eu that were 
made at the end of the Gothenburg sum- 
miton June 16th? No doubt Goran Persson, 
Sweden’s prime minister, felt that he had 
achieved something real; and many of the 
applicant countries seemed genuinely 
pleased with the summit’s outcome. Yet a 
close examination of the formal conclu- 
sions suggests that any advances for the 
cause of EU’s expansion rest in tiny nu- 
ances of language of the sort that would 
delight a Talmudic scholar. 

Those who say that the cause of bring- 
ing in some new members has truly ad- 
vanced claim three changes. First, “a date 
has been set”: the summiteers declared 
that negotiations with the best-prepared 
applicant countries should be concluded 
by the end of 2002. Second, the current 
members set the objective of enabling the 
top applicants to take part in elections to 
the European Parliament due in 2004. 
Third, the summiteers declared that en- 
largement is “irreversible”. 

All this may sound encouraging. But 
none of it is really new, and the declara- 
tions are all hedged with conditions and 
weaselly escape-clauses. The prospect of 
“concluding negotiations” by the end of 
2002 had already been laid out in a “road- 
map” for enlargement set out by the Euro- 
pean Commission, which is conducting 
the negotiations. And indeed it was made 
clear at Gothenburg that concluding nego- 
tiations in 2002 is not a promise—which 
really would have been an advance on the 
road-map—but is still conditional on the 
negotiations’ actual progress. Similarly, 
the goal of letting some new members take 
part in the 2004 elections was stated at the 
end of the Nice summit in December. It 
was then said to be a hope; now it is “an 
objective”. But, as Germany’s chancellor, 
Gerhard Schröder, quickly made clear, “It’s 
an objective, not a commitment.” 

As for that declaration about “irrevers- 
ibility”, it has a ringing sound—because it 
is hollow. The £u leaders are in no position 
to guarantee that enlargement will hap- 
pen. Even assuming that the negotiations 
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can be completed by 2002, the treaties 
would still have to be ratified by every par- 
liament in the Union, and would be sub- 
ject to referendums in many of the appli- 
cant countries. As Ireland’s recent vote on 
the Nice treaty demonstrated, such things 
cannot be taken for granted. 

Given all this, why did the eu leaders 
and the applicant countries herald the 
Gothenburg statement as a “major break- 
through”? The answer is that the Irish re- 
jection has shaken confidence in the en- 
largement procedure on all sides. The 
leaders of the EU’s governments wanted to 
reassure the applicants; and the applicants 


Riots at the EU summit 


Visigothenburgers 


GOTHENBURG 
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wanted to be reassured. 

For sure, some strides have been taken 
towards enlargement, but hardly thanks to 
events in Gothenburg. During the six 
months in which Sweden held the Ev’s 
agenda-setting presidency, things did 
move along, even in some boggy areas— 
for instance, over free movement of labour 
and capital. But the stickiest topics—farm- 
ing subsidies and aid to poor regions—are 
still untackled. Only when the Ev grapples 
head-on with such issues, in the first half 
of next year, will it become clear if it is re- 
alistic to expect some countries to close a 
deal by the end of 2002. & 


The rioters did make the leaders look more remote 


HASS a city trashed by foreign an- 
archists would be hard on any 
country. But it seemed particularly 
tough on the Swedes, who pride them- 
selves on their peaceable nature and tol- 
erance. The very place names in Goth- 
enburg breathe well-intentioned 
internationalism: Esperanto Square, 
Olof Palme Place, after its third-world- 
minded prime minister assassinated in 
1986. But, by the summit’s end, scarcely 
a bank or a Burger King in the city had its 
windows intact. After the first day of ri- 
oting had wrecked Gothenburg’s main 
shopping street, the police moved hun- 
dreds of containers up from the docks to 
block all the major thoroughfares. The 
Swedes had hoped to show off their sec- 
ond city. But many of the delegates 
spent their time cowering in the confer- 
ence centre. And even those who ven- 
tured out found it hard to negotiate their 
way round the blockades. 

Although most of the European lead- 
ers gathered in Sweden roundly con- 
demned the idea that the violent dem- 
onstrators had anything useful to say, 
the riots, combined with the Irish ref- 
erendum, did help feed a feeling that the 
EU is increasingly out of touch with pop- 
ular sentiment. All Eu leaders now talk 
earnestly of having to engage ordinary 
people in debate and enthuse them 
about the Union’s future. 

But this debate will clearly have lim- 
its. There is something faintly Orwellian 
about the constant statements that “the 
Irish referendum must be respected”, 
when it is patent that the Eu’s leaders 
are determined to reverse or circumvent 
the Irish rejection of the Nice treaty. 
Many of the ideas for “engaging ordin- 
ary people” seem doomed. The conven- 
tion that produced last year’s EU Charter 
of Rights is frequently cited as a model 





Engaging in debate 


of good practice. But how many Europe- 
ans even know the charter exists? And 
can a consultation exercise made up of a 
few national politicians, some lawyers 
and an Internet site really be called a 
“Europe-wide debate”? 

Other ideas seem even more far- 
fetched. Hans Eichel, the German fi- 
nance minister, is the latest European 
grandee to come out in favour of a di- 
rectly imposed Eu tax as a way of mak- 
ing the workings of the European Union 
more open and less mysterious. But if 
ordinary people notice a deduction on 
their payslips marked Ev, is that really 
going to make the Union more popular? 
You need to have been locked up in a 
convention centre for a very long time to 
believe that. 





Rethinking Health 
Insurance 
By Milton Friedman 

ince the end of World War II, the provision 


of medical care in the United States and 

other advanced countries has displayed 
three major features: first, rapid advance in the 
science of medicine; second, large increases in 
spending, both in terms of inflation-adjusted 
dollars per person and the fraction of national 
income spent on medical care; and third, rising 
dissatisfaction with the delivery of medical care, 
on the part of both consumers of medical care, and 
physicians and other suppliers of medical care. 

A key difference between medical care and 
other technological revolutions is the role of gov- 
ernment. In other technological revolutions, the 
initiative, financing, production, and distribution 
were primarily private, though government some- 
times played a supporting or regulatory role. In 
medical care, government has come to play a 
leading role in financing, producing, and deliver- 
ing medical service. Direct government spending 
on health care now exceeds 75 percent of total 
health spending for 15 Organisation for Econ- 
omic Co-operation and Development (OECD) 
countries. For the U.S., the figure is 46 percent. 

Two simple observations are key to 
explaining both the high level of spending on 
medical care and the dissatisfaction with that 
spending. The first is that most payments to 
physicians or hospitals or other caregivers for 
medical care are made not by the patient but by a 
third party — an insurance company or employer 
or governmental body. The second is that nobody 
spends somebody else's money as wisely or as 


frugally as he spends his own. These statements 
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apply equally to other OECD countries. 

Why are most medical payments made by 
third parties? The answer for the United States 
begins with the fact that medical care expen- 
ditures are exempt from federal income tax if, 
and only if, medical care is provided by the 
employer. If an employee pays directly for 
medical care, the expenditure comes out of the 
employee's income after income tax. That strong 

A key difference between 

medical care and other 

technological revolutions 

is the role of government. 
incentive explains why most consumers get their 
medical care through their own employer, or their 
spouse’s or parents’ employer. 

The tax exemption of employer-provided 
medical care in the U.S. has two different effects, 
both of which raise health care costs. First, it 
leads American workers to rely on their employer, 
rather than themselves, to make arrangements 
for medical care. Second, it leads employees to 
take a larger fraction of their total remuneration 
in the form of medical care than they would if 
spending on medical care had the same tax 
status as other expenditures. 

Employer financing of medical care in the 
U.S. has caused the term “insurance” to acquire 
a rather different meaning in medicine than in 
most other contexts. We generally rely on 
insurance to protect us against events that are 
highly unlikely to occur but involve large 
losses if they do occur — major catastrophes, 
not minor regularly recurring expenses. We 


insure our houses against loss from fire, not 


against the cost of having to mow the lawn. We 
insure our cars against liability to others or 
major damage, not against having to pay for 
petrol. Yet in medicine, it has become common 
to rely on insurance to pay for regular medical 
examinations and often for prescriptions. 

Moreover, the states and the federal govern- 
ment have increasingly specified the coverage of 
insurance for medical care to a detail not 
common in other areas. The effect has been to 
raise the cost of insurance and to limit the options 
open to individuals, If the tax exemption for 
employer-provided medical care had never been 
enacted, the insurance market for medical care 
would probably have developed as other in- 
surance markets have — as a way of providing 
for catastrophic, out-of-the-ordinary costs, not 
for routine expenditures. 

Throughout the OECD countries, third-party 
payment has required the bureaucratisation of 
medical care and, in the process, has changed 
the character of the relation between physicians 
or other caregivers and patients. A medical 
transaction is not simply between a caregiver 
and a patient; it has to be approved as “covered” 
by a private, or public-sector bureaucrat and the 
appropriate payment authorised. An inescapable 
result is that the interest of the patient is often in 
direct conflict with the interests of the caregiver's 
ultimate employer — whether the latter is a 
government or a corporation. 

Milton Friedman, recipient of the 1976 Nobel 
Memorial Prize for economic science, has been a senior 
research fellow at the Hoover Institution since 1977. 
This article was excerpted from the Winter 2001 issue 


of The Public Interest (www.thepublicinterest.com). 
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Cool cat, France’s education minister 
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E IS easy to deride him: the bouffant hair, the film-star smile, 
the dandy clothes that are just a touch too fashionable, snipe 
his critics, for a 61-year-old grandfather who is meant to be a se- 
rious politician. So why do opinion polls constantly rate Jack 
Lang, France's minister of culture for most of the 1980s and early 
1990s and now, for the second time, its minister of education, 
above most of his colleagues? 

One reason is a date: June 21st, the summer solstice, which 
France celebrates with the féte de la musique, a sort of national 
street party in which musicians, good and bad, perform unpaid 
until long past midnight. Even Lionel Jospin, the famously strait- 
laced prime minister, is persuaded to let his hair down: this 
week the prime-ministerial gardens were opened to let the pub- 
lic chill out to jazz from the Didier Lockwood sextet. Last year it 
was Les Négresses Vertes who wowed the crowd with an eclec- 
tic mix of rock and folk. And who dreamed up the féte? Mr Lang, 
as culture minister to President Francois Mitterrand back in 1982. 


Nostalgia reigns 

There is, however, another, less obvious explanation for Mr 
Lang’s popularity. Just as British and American baby-boomers 
revel in the nostalgia of the 1960s—Vietnam, flower power and 
the Beatles—so do French ones, recalling the iconoclastic songs 
of Serge Gainsbourg and the student uprising against de Gaulle 
and his regime in May 1968. Somehow, almost by virtue of his 
appearance and easy liberalism (for “radical chic” read “gauche 
caviar”), Jack Lang connects a whole generation with the spirit 
of 1968, when today’s baby-boomers were young idealists. And 
he does so without alienating today’s rap-chanting young: it 
seems they admire him as much as their parents do. 

Yet what else does he stand for? In France as elsewhere, poli- 
tics today centres on personalities rather than ideology. But 
ideas matter. Does Mr Lang have any? Or is he simply adept, as 
one critical Socialist puts it, at “navigating the current”? Cer- 
tainly, six times a minister, he was more buoyant than most dur- 
ing the over-long era of his mentor Mitterrand. Indeed, his last 
role in that period was to replace Mr Jospin as minister of educa- 
tion—proof, say his enemies, that while Mr Jospin was keen to 
distance himself from the court of the Machiavellian Mitterrand, 
Mr Lang preferred to go with the flow, no matter how murky. 


Maybe, but at least he is as yet unstained by the scandals still 
spreading from those days. In contrast, other Mitterrand favour- 
ites have fared badly. One such, Jacques Attali, who became the 
first, quickly discarded, head of the European Bank for Recon- 
struction and Development, is being quizzed about dubious Af- 
rican arms deals. Roland Dumas, a long-serving foreign minis- 
ter, faces a prison term for corruption involving the then state- 
owned oil company, Elf-Aquitaine (and this week reinforced his 
appeal against the verdict by claiming that Hubert Védrine, the 
present foreign minister, and Elisabeth Guigou, the employment 
minister, knew of Elf’s activities when they too were part of the 
Mitterrand court). Even the Protestant-pure Mr Jospin is in trou- 
ble, admitting to having lied about a Trotskyite past. 

Part of Mr Lang’s popular appeal is precisely that his ideas 
are not overweight with ideology: remember the 1960s for their 
cultural liberation, he might be saying, not their political stri- 
dency. Between his law studies in Paris and his first elected post, 
in 1977, as a Paris councillor, he practised as a lawyer, taught law 
at university and—his real pride—created a festival of experimen- 
tal theatre in Nancy and directed the National Theatre of Chail- 
lot in Paris. What French baby-boomer can resist a politician 
who once solemnly assured parliament that “the French have 
crossed the frontier separating darkness from light”, and who 
has often campaigned to save Americans on death row (George 
Bush has been a repeated target, most recently for the execution 
of Timothy McVeigh)? What young person can resist a minister 
who once lauded the artistic value of graffiti, and who criticises 
colleagues for wanting to regulate rave-parties? 

More to the point, what hard-pressed prime minister could 
resist hoping that Mr Lang’s popularity will prove infectious? It 
is just over a year since Mr Jospin plucked Mr Lang, no particular 
pal, from the chairmanship of the National Assembly’s foreign- 
affairs committee, where he talked hot air, to replace Claude Al- 
legre, the prime minister's “friend of 40 years”, at the education 
ministry. Mr Lang, bored with his parliamentary post, had been 
hoping to be the Socialists’ candidate as mayor of Paris. Instead, 
he was happy, like Laurent Fabius at the finance ministry, to be a 
Mitterrand-era heavyweight brought back to the government, as 
Mr Jospin put it, “to reinforce its capacity to act.” 

So far, it has worked. Where Mr Allègre stirred the waters, Mr 
Lang has calmed them. Demonstrating teachers (and students) 
have gone back to the classroom, mollified by the Lang touch— 
and by pledges of extra pay for teachers ready to stay in “diffi- 
cult” schools, and of a livelier curriculum (including, controver- 
sially, time for France’s regional languages) for the students. 


Future uncertain 

Mr Lang’s prospects, however, are far from clear. His popularity 
is great, but not irresistible: in France’s local elections three 
months ago, when more than one set of voters turned against 
politicians “parachuted in” from Paris, Mr Lang, mayor of Blois 
since 1989, managed to lose that post, albeit by only 37 votes. 
“That’s democracy,” he said philosophically, though not with- 
out adding that the National Front, always a foe of the Jewish 
Mr Lang, had conspired in his defeat. Moreover, Mr Jospin needs 
popularity by association only until the presidential election 
next May. Mr Lang is hard-working and ambitious (his wife 
even more so), but he has no party faction behind him. He 
knows full well that for a hypothetical President Jospin the ech- 
oes from the fête de la musique could die away extremely fast. m 
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Beware of new ideas. They can 
be 25 years ahead of their time 


DEAS are ten a penny. Put a handful of 

bright engineers in a brainstorming ses- 
sion and they will come up with literally 
scores of clever ideas for new products or 
processes. Invention is the easy bit. Inno- 
vation, by contrast, is the genuinely diffi- 
cult part. And what makes a successful 
innovation usually has little to do with 
the originality of the idea behind it. What 
it does depend on—and crucially so—is 
the single-mindedness with which the 
business plan is executed, as countless 
obstacles on the road to commercialisa- 
tion are surmounted, by-passed or ham- 
mered flat. Life in the fast lane really is 1% 
inspiration and 99% pure sweat. 

Implicit in all this is timing. The win- 
dow of opportunity has to be ajar—or, at 
least, show signs of opening. It matters lit- 
tle whether some exciting new technol- 
ogy has suddenly become available. If 
the market timing is wrong, the innova- 
tion will most assuredly flounder. 


Cold comfort 

Take cryogenics—the industry based on 
operating at temperatures below -100°C. 
This is the realm of industrial gases such 
as oxygen and helium, as well as vacuum 
engineering, rocket fuel, and loss-free 
transmission of electricity. Most would 
agree that the cryogenics industry, asitis 
known today, started in 1895 when Carl 
von Linde, an engineering professor from 
the Technische Hochschule in Munich, 
established the world’s first large-scale 
plant for manufacturing liquid air. 

Others had liquefied industrial gases 
before. A Frenchman called Louis-Paul 
Cailletet produced small quantities of liq- 
uid air in 1877. Sir James Dewar, the in- 
ventor of the vacuum flask, had even 
built amachine for producing liquid oxy- 
gen in 1891. But none of these methods 
could be scaled up as efficiently as von 
Linde’s process. The interesting thing was 
that, no sooner had von Linde gone into 
business, all manner of air-liquefaction 
plants suddenly sprang up. 

But why did they not do so sooner? All 
the know-how for producing liquid air 
on a large scale—the inventions, discover- 
ies and scientific theory—had existed for 
decades. In 1853, James Prescott Joule and 
William Thomson (later Lord Kelvin) had 
laid down the theoretical basis of gas liq- 
uefaction, which has underpinned the 


cryogenics industry ever since. The one 
missing ingredient was added in 1869, 
when Thomas Andrews showed that ev- 
ery gas had acritical temperature, above 
which it could not be liquefied. So, why 
did it take a quarter of a century for the 
first successful applications to appear? 

The conventional answer is that the 
enabling technology was simply not 
good enough. There is some truth in that. 
But a better answer is that, while the need 
for liquid air existed, the demand had yet 
to materialise. Since the time of Sir Hum- 
phry Davy in the early 1800s, the medical 
profession had expressed a need for liq- 
uid air. Though not ideal, it was seen asa 
handy substitute for an oxygen supply. 
Unfortunately, no one was prepared to 
pay for it—and thus the need was nota 
demand. Only when the arms race gath- 
ered pace in the late 1800s did the steel 
industries of Europe start demanding 
tonnage quantities of oxygen for remov- 
ing carbon and other impurities from 
their steel. Then, and only then, did gas 
liquefaction take off. 

Fast forward to the 1970s when the In- 
ternet was being strung together. At the 
time, all the discoveries, theory and 
know-how existed for wiring it up ina 
peer-to-peer (P2P) fashion—ie, without a 
hierarchy of central servers to oversee its 
operation. Attempts were even made to 
do so, before settling for a more conven- 
tional client-server type of architecture. 
Today, with p2p finally being taken seri- 
ously, it seems that, once again, it has 
taken a quarter of acentury to bringa 
promising technology to fruition. 

Like the early days of air liquefaction, 
the enabling technology for p2P network- 
ing was nowhere near robust enough in 
the 1970s to do the job. The individual 
computers in the network could barely 
keep up with their own work loads, let 
alone have processing power to spare for 
other tasks. And the communications 
links between them were painfully slow. 
But it is questionable whether, in the 
geeky environment of the early Internet, 
the demand was really there. In a pair of 
articles (see pages 14 and 19), the question 
is posed whether, over the past quarter of 
a century, the need for p2P and its big 
brother, the Grid, has finally become a 
demand with ready buyers queuing forit. 
Lots of start-up companies are betting it 
has. So, too, are numerous government 
agencies. One thing is for sure, however: 
whether it succeeds this time or not, P2P 
is one of those rare ideas that is simply 
too good to go away. m 









Reality check for 
video-on-demand 


Unlike television 
broadcasting, 
streaming video over 
the Internet gets more 
uneconomic the bigger 
the audience 


MAN walks into a motel 
lobby and asks the recep- 

tionist about the establish- 
ment’s amenities. Without 
looking up from the book she 
is reading, aruby-lipped 
beauty explains the limited 
nature of the accommoda- 
tion—king-sized beds, dough- 
nuts and coffee only. Prodding 
her further, the man inquires 
about the entertainment. To 
his astonishment, she replies 
that “all rooms have every 
movie ever made, in every 
language, any time—day or 
night.” 

The scene above comes 
from a television commercial 
produced by Qwest Commu- 
nications, an American tele- 
communications company 
that specialises in expanding 
high-speed data links using fi- 
bre optics. With this and other 
catchy advertisements, Qwest 
is busy planting Internet fan- 
tasies of streaming video-on- 
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demand (vop) in the minds 
of consumers—dreams in 
which films and television 
programmes appear on peo- 
ple’s Tv sets at the touch of a 
button. 

The visions bandied about 
by proponents of vop are 
fanciful, to say the least. In re- 
ality, the future they extolisa 
decade or more away. Con- 
sider the active capacity of the 
Internet’s backbone in North 
America. Built by companies 
such as MCI WorldCom, Wil- 
liams Communications, 
Sprint and Qwest, this is capa- 
ble of handling 500 gigabits 
per second (gbps). 

Now consider the impact 
on such a backbone of down- 
loading a typical piece of 
video. Most people who use 
the Internet are familiar with 
the tiny (3-inch by 3-inch) win- 
dow used by “streaming” soft- 
ware such as RealPlayer or 
Microsoft Media Player to 
download and play video on 
a personal computer. Apart 
from the dismal size of the pic- 
ture, at 20 frames per second 
the resolution is low and the 
image is jerky. Even so, to re- 
ceive this far-from-adequate 
clip of VOD, a unique 300 
kilobit per second (kbps) data 
stream has to be allocated for 
the duration of the transmis- 
sion to each user. If the picture 
quality is improved to that 
used by a VHS video recorder, 
the transmission requirement 
increases to 500 kbps. To pro- 
vide a picture quality as good 
as DVD (digital video disc), 
the data rate has to go up to 
750 kbps. 

What happens, then, if 
CNN has a 30-second clip of 
President Bush that 100,000 
Americans choose to view at 
the same time? Even at the 
lowest resolution, the capac- 
ity required is 30 gbps. In 
other words, that one 3-inch 
by 3-inch picture on the com- 
puter screen is hogging no less 
than 6% of the entire Internet 
backbone capacity in North 
America. Putting that in 
broadcast terms, where televi- 
sion shows attract not 
100,000 viewers but up to 
20m ata time, suggests that 
even modest use of VOD 
could bring today’s Internet to 
its knees. 

Admittedly, the calcula- 





tion assumes that all 100,000 
users above query a central 
CNN Server simultaneously. 
But itis rare that a single, cen- 
tral server has the responsibil- 
ity for distributing content to 
users. More often than not, 
video contentis “cached” lo- 
cally with the help of Content 
Delivery Network (CDN) com- 
panies such as Akamai and 
iBeam. CDNs can be thought 
of as repeaters, stationed stra- 
tegically to help manage the 
Internet traffic by avoiding the 
backbone or by finding intelli- 
gent routes through it. Thus, 
any audience—whether 
100,000 or 5m—attempting to 
view the video clip of Presi- 
dent Bush would be divided 
among a number of CDN sites 
where a copy of the speech 
would be cached. 

However, CDNs have their 
own limitations. They work 
best in cases where the In- 
ternet usage is predictable or 
popular. So, for alive event— 
such as the infamous “Victo- 
ria’s Secret” webcast—a CDN 
is the answer. The same is true 
for other VOD requests where 
a large number of users all 
want exactly the same piece 
of content at the same time, 
such as an exclusive Internet 
premiere of anew Madonna 
video. 

But if forecasts for 2005 are 
to be believed, some 
20m-30m broadband users in 
America will be selecting 
from a smorgasbord of video 
entertainment on the Internet, 
ranging from digitised ar- 
chives of Hollywood produc- 
tions to libraries of Tv 
sitcoms, documentaries, 
sporting events and other tele- 
vision fare. Jason Bazinet, an 
analyst atJ.P. Morgan Chase, 
an investment bank, reckons 
that demand for streaming 
video will rise by 175% a year 
between now and 2005. By 
then, it will account for 45% of 
all the content on the Internet. 

Such numbers are not to be 
taken lightly. For with so 
many more users selecting 
from such a wide range of 
content—what the industry 
calls “many-to-many” distri- 
bution—cpNs become less ca- 
pable of distributing the load. 

The good news is that the 
capacity of the Internetis 
growing spectacularly. In- 
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> deed, 1DC, a market research 
company based in Framing- 
ham, Massachusetts, reckons 
that America is approaching a 
glutin bandwidth. 

So, no problem for tomor- 
row’s viewers wishing to 
download video-on-de- 
mand? Well, not exactly. The 
trouble is that to light up all 
those new optical cables—and 
thus make them cost-effec- 
tive—requires a commitment 
from Internet service provid- 
ers (ISPs) that has yet to mate- 
rialise. For good reason. Users 
are less than enthusiastic 
about mopping up the new 
Internet capacity because the 
only service they could use it 
for—video-on-demand— 
would cost them more to pro- 
vide than they could collectin 
payments. 

The mistake is to think that 
vop is like television, except 
that itis piped down cables in- 
stead of being beamed 
through the air. Unfortu- 
nately, this is not the case. 
With their studios and trans- 
mitters in place, broadcasters 
are, in effect, fixed-cost pro- 
ducers. That means the more 
viewers a network attracts, 
the cheaper it becomes to add 
each new viewer. Also, as 
viewership increases, a broad- 
caster can secure higher ad- 
vertising rates for its fixed-cost 
content, leading to fatter profit 
margins. That makes broad- 
casting a “win-win” proposi- 
tion. 

The same is not true for 
streaming video. With each 
additional user comes an ad- 
ditional cost, and at present 
there is no advertising model 
in place to offset those costs. 
That makes vob a “lose-lose” 
proposition. “We have yet to 
prove that streaming has an 
ROI to it,” says Neal Goldman, 
an analyst at the Yankee 
Group, a management consul- 
tancy. 

The figures bear this out. 
Consider content owners 
such as Warner or Home Box 
Office which, in the current 
market, would pay approxi- 
mately one cent to stream one 
megabyte of video. The size of 
even a modest-sized movie is 
at least 1,000 megabytes. That 
means it would cost Warner 
or HBO $10 or more to deliver 
one movie to one viewer. 


Reasonable? Not when 
you consider that the content 
provider would have to pay 
$1m to reach just 100,000 
viewers. And thatis for only 
one movie. Expand this to in- 
clude a more substantial audi- 
ence of, say, 5m viewers 
requesting multiple movies, 
and suddenly the cost to the 
content provider becomes 
prohibitive. So, why not pass 
the $10 cost for streaming a 
movie on to the consumer? 
Forget it. Few people are will- 
ing to pay cinema prices for 
armchair entertainment. 

But even if the content 
owner could pass the $10 
streaming cost on to the con- 
sumer, it would still lose 


money on every movie down- 


loaded. Storage costs, service 
fees to ISPs and CDNs, and 
other overheads would make 
the whole business a losing 
proposition. And even if 
streaming costs were to drop 
to less than a third of a cent 
per megabyte—as J.P. Morgan 
Chase predicts will happen by 
2005-it is still doubtful that 
such a business could turn a 
profit. 

That has not stoppeda 
number of enterprising firms 
from trying to find an answer. 
Radiance, based in Los Altos, 
California, has proposed a sol- 
ution that seeks to manage the 
necessary bandwidth better. 
Scale Eight of San Francisco is 
examining new ways of stor- 
ing the content. And the in- 
dustry leaders, from telecoms 
firms to ISPs and CDNS, are 
trying every trick they know 
to expand their infrastructural 
reach and reduce their band- 
width costs. 

Much development could 
take place by 2005. But even 
then, concerns about digital 
distribution and copyright— 
issues that have plagued the 
music industry for years— 
have yet to be fully addressed 
by the movie and television 
industries. Beyond that, pro- 
blems of how best to bridge 
the “final mile” with broad- 
band connections between 
the home and the local tele- 
phone exchange remain as 
thorny as ever. Will the vision 
of instant access, via the In- 
ternet, to massive amounts of 
entertainment ever happen? 
Come back in 2010. @ 
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The smaller 
the better 


Investors have suddenly 
started taking 
nanotechnology seriously. 
Will too much money, too 
quickly, spoil things? 


IME was when nanotech- 

nology was equated to in- 
tergalactic space travel— 
science fiction for the cinema, 
with little relevance for the 
real world. How things 
change. Last May, Ottilia Saxl 
of the Institute of Nanotech- 
nology, anon-profit organisa- 
tion based in Stirling, 
Scotland, gathered more than 
100 venture capitalists, invest- 
ment analysts, industrial big- 
wigs and start-up hopefuls to 
a meeting on investing in na- 
notechnology, held at the 
Royal Society in London. After 
the dotcom bust and the fibre- 
optics glut, nanotechnology 
has suddenly become the ref- 
uge of choice for technologi- 
cally obsessed investors. But 
why “nano”—and whatis it, 
anyway?! 

The sci-fi version of 
swarms of “nanorobots” re- 
pairing cells in the blood- 
stream is as far off as ever. A 
more practical definition con- 
cedes that anything precisely 
fabricated with dimensions of 
less than 100 nanometres (a 
nanometre is a millionth of a 
millimetre) fits the bill. This in- 
cludes everything from parti- 
cles for skin cream to 


next-generation transistors. 
By this definition, nanotech- 
nology is already a multi-bil- 
lion dollar business. 

Unfortunately, such a defi- 
nition sprawls over too wide a 
swathe of industries to be use- 
ful. A more practical distinc- 
tion, at least when it comes to 
investment, is between the 
sort of nanotechnology that is 
plotted on industrial road- 
maps, such as the semi- 
conductor industry’s detailed 
plans for the next decade of 
microelectronics miniaturisa- 
tion; and the kind that pops 
up unannounced in more con- 
servative, slower-moving 
industries. The latter is less 
predictable, but often more 
spectacular when it finally 
breaks through. 

Matthias Werner, a tech- 
nology analyst at Deutsche 
Bank, illustrates this second 
type of nanotechnology 
breakthrough graphically 
with videos of a surgical scal- 
pel based on a nanostructured 
diamond. This slices much 
more neatly into eyeballs to 
remove a cataract than stan- 
dard tools because its edges 
are less jagged. The technol- 
ogy isnow being commercial- 
ised by Gesellschaft für 
Diamantprodukte(GFD),a 
company based in Ulm, Ger- 
many. 

Another useful distinction 
that James Chilcott of Evolu- 
tion Capital, a venture-capital 
firm based in London, points 
to is the difference between 
“one-shot wonders” on the 
one hand, and firms that have 
a strategy for developing suc- 
cessive generations of pro- 





“Fantastic Voyage” showed the way 
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A great idea becomes less great every day it is delayed. Which is why we move fast to turn our ideas into 


winning products. Innovations that our customers can implement quickly, efficiently and reliably. 
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» ducts based on proprietary 
technology ontheother. — 

A good example of the sec- 
ond type is Nanomat of Dub- 
lin, Ireland, which is 
developing a series of pro- 
ducts based on nanoparticles 
made of metal oxides. Thin 
films of such nanoparticles 
could be used to make digital 
displays with the look and 
feel of paper. A product based 
on this technology is expected 
to be on the market within a 
couple of years. 

Donald Fitzmaurice, a pro- 
fessor of nanomaterials at 
_ University College Dublin, 

- and the founder of Nanomat, 
_ believes that thin films made 
of metal-oxide nanoparticles 
could have a promising future 
in solar cells and batteries. 
They could also be used to 
help diagnose diseases in peo- 
ple. Nanomatis aware that 
clinical trials could delay the 
commercialisation of medical 
applications for years. How- 
ever, having a pipeline of po- 
tential nanotech innovations 
coming steadily on stream in 
different sectors, at different 
times, is what attracts inves- 
tors. 

Evolution Capital is not the 
only firm scrutinising the 
~ emerging nanotechnologies 
` for possible winners. At least 
half a dozen other venture- 
capital firms have launched 
nanotech funds in the past six 
months. Chevron Technology 
Ventures, the investment arm 
of the American oil and gas 
group, launched a $100m 
fundin April to invest in 
start-up firms~with nano- 
technology as one of its main 
themes. There is even a web- 
site (www.nanoinvestor- 
news.com) to keep investors 
up to date on nanotechnology 
opportunities. 

What can investors expect? 
Ramon Companio, a technol- 
ogy co-ordinator at the Euro- 
pean Commission in Brussels, 
points to the scanning-probe 
microscope~a device that pro- 
duces images of nanometre- 
sized objects. A decade ago, a 
number of companies set out 
to commercialise such micro- 
scopes. Several of these have 
since either merged or been 
snapped up by larger firms. 
However, that has not 
stopped new entrants from 





continuing to join the fray, 
with novel twists on the basic 
scanning-probe design. This 
picture of a technological eco- 
system in which mature firms 
are gobbled up while new 
ones appear has a lotin com- 
mon with the history of bio- 
technology. No “new 
economy” is needed to ex- 
plain this kind of industrial 
evolution, believes Mr Com- 
pano. 

Shell-shocked venture cap- 
italists fleeing the dotcom 
pounding seem to be finding 
the world of the super-small 
an attractive shelter—at least 
for the time being. The danger 
is that the investment firms’ 
expectations could run too far 
ahead of nanotechnology’s 
ability to deliver. Whether in- 
vestors have the patience to 
hang around for the pay-off is 
the big question. & 





reading 


A new gene-sequencing 
technique could decode a 
person’s genomein hours 
instead of years 


OR all the infinite variety 

of life on the planet, DNA is 
fairly uniform stuff. Humans 
share nearly all of their DNA 
with one another, anda 
goodly chunk with worms 
and mice. Even subtler are the 
variances between the nucle- 
otides that make up DNA. This 
quartet of molecules—ade- 
nine, cytosine, guanine and 
thymine—are nearly identical, 
differing chemically by only a 
few atoms. 

When the two comple- 
mentary strands of aDNA 
molecule bond together, how- 
ever, adenine unerringly picks 
out thymine, and guanine al- 
ways bonds with cytosine. 
Thus far, scientists have relied 
on this phenomenon to work 
out the sequences of human 
genes by using fluoresent mol- 
ecules that mimic natural nu- 
ceotides to pair up with 
existing strands. 

Performing this procedure, 
though, requires many copies 


of the unknown strand. Mak- 


ing these copies takes time. 
That is why sequencing the 
human genome took a gov- 
ernment consortium more 
than a decade and Celera, a 
biotechnology company in 
Rockville, Maryland, nine 
months~—though, to be fair, 
Celera’s effort was helped 
along by being able to use in- 
formation gleaned from the 
public project. 

Now, using an entirely 
new approach, some scien- 
tists say that they may be able 
to pull off the same featina 
matter of hours. Daniel Bran- 
ton and Jene Golovchenko of 
Harvard University, along 
with a former colleague, Da- 
vid Deamer of the University 
of California, Santa Cruz, 
want to build a detector that 
will read the sequence of 
bases in a single strand of 
DNA aS it squeezes through a 
tiny hole. By measuring slight 
fluctuations of electrical cur- 
rent at this “nanopore”, the re- 
searchers hope to be able to 
discern what bases are shut- 
tling through it. 

Dr Branton and Dr 
Dreamer drew the concept for 
the detector from the opera- 
tion of an ordinary cell mem- 
brane. This is made up of a 
double layer of fat molecules 
that is impermeable to 
charged particles. Protein 
channels studded in the mem- 
brane allow the cell to ex- 
change select molecules 
through this barrier. 

The team of researchers 
followed suit. They divideda 
dish into two with a lipid bi- 
layer, and placed along, single 
strand of nucleotides (which, 
in nature, carries a negative 
charge) into one half of the 
dish. The researchers then em- 
ployed an old foe, a bacterium 
called Staphylococcus aureus, 
to makea single channel, or 
nanopore, inthe membrane. 


` The microbe produces a pro- 


tein that kills cells by punctur- 
ing their membranes. Though 
toxic to humans, the S. aureus 
protein was thus ideally 
suited for piercing a minute 
hole in the fat barrier. 

With a flip of a switch, the 
researchers created a voltage 
bias across the artificial mem- 
brane, causing the negatively- 
charged nucleotide chain to 


push its way through the pore 
towards the positive side of 
the dish. As each nucleotide 
flows through the nanopore, it 
generates a distinct current. 
The researchers hope that 
eventually these electrical sig- 
natures can be read off, one by 
one, in real time—as if the 
bases were flashing identity 
cards as they passed througha 
turnstile. 

Several technical chal- 
lenges must be overcome be- 
fore individual bases can be 
discerned this way. At 
present, the chain of nucleo- 
tides moves too quickly—at 
one base every millionth of a 
second—to be examined 
closely. Dr Branton guesses 
that the process would have to 
be slowed to a thousandth of 
its present speed—one base 
every millisecond—for the 
chain to be moving slow 
enough for the electronic 
equipment to keep up. 

The researchers are also 
looking for synthetic alterna- 
tives to the S. aureus protein. 
They fear that a protein nano- 
pore may prove too fragile for 
large-scale use. They must 
also work out a way to un- 
ravel the double helix of a 
DNA molecule and feed only 
one of its two strands through 
the channel. 

And finally, they need to 
get access to extremely sensi- 
tive electrical detectors and 
computer algorithms that can 
cope with the avalanche of 
data that will result from scan- 
ning up to 70,000 nucleotides 
in a matter of minutes. 

In these travails, the re- 
searchers will be helped by 
Agilent Technologies of Palo 
Alto, California, a spin-off 
from Hewlett-Packard that 
specialises in making sophis- 
ticated detectors for biotech- 
nology and chemistry 
laboratories. In May, Agilent 
and Harvard signed an agree- 
ment that provides licensing 
rights for the technology to 
Agilent. The company also en- 
tered into a research collabo- 
ration with the Harvard team 
to develop the technology fur- 
ther. The concept could take 
up to a decade to bring to fru- 
ition. But the prize—anyone’s 
genome, on demand, within 
hours~—seems well worth the 
wait. $ 
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Spotting the 
potholes 


Digital cameras on board a 
networked vehicle are 
helping engineers to repair 
America’s crumbling roads 


HERE are about 4m miles 

of public roads in America, 
but notall of them are fit to 
drive on. Some 16% of the 
country’s rural roads and 32% 
of its urban roads recently sur- 
veyed were graded as either 
“poor” or “mediocre”. The 
problems worsen in the win- 
ter, when water collects be- 
neath cracks in the road 
surface, freezes and then 
melts, leaving a hole in the 
ground and no support for the 
road above. The resulting pot- 
hole can significantly damage 
a car driving over it: under-in- 
flated tyres collapse, wheels 
bend, suspension and align- 
ment can be skewed. 

Almost as difficult as driv- 
ing over a pothole is repairing 
one. Usually, state and federal 
transport agencies can track 
potholes only by laboriously 
video-taping road surfaces 
and analysing the tapes. 
Moreover, only one person 
can examine the video foot- 
age at a time, and videos have 
to be transported between dif- 
ferent offices. Add the head- 
aches of keeping massive tape 
libraries, and it seems almost 
miraculous that highways are 
ever repaired at all. 

Kelvin Wang, a civil engi- 
neering professor at the Uni- 
versity of Arkansas (a state 
whose highways are ranked 
among the worst in America), 
has designed a special van, 





Pothole detector on the prowl 


equipped with digital cam- 
eras, to collect more accurate 
road-surface data. The high- 
definition images are sent di- 
rect to the engineers’ comput- 
ers, allowing them to identify 
and evaluate road damage. 
The resulting data can then be 
accessed by anybody in the 
network. Recently, his team 
added an automatic system to 
detect and classify cracks in 
the road. Up to now, data on 


such cracks have been lacking. 


The new technology should 
help engineers prevent pot- 
holes from developing. 

Dr Wang’s digital van has 
already been borrowed by the 
United States Army Corps of 
Engineers to survey three air- 
force bases, and federal and 
state transport agencies have 
made inquiries about the 
crack classification system. 
One obstacle to a switch to 
digital is price: the prototype 
van cost $500,000 to produce, 
though subsequent versions 
for highway authorities are 
expected to cost half that. In 
the meantime, Dr Wang and 
his associates have also de- 
veloped a multimedia-based 
highway information system 
(MMHISs) that is now in use by 
the Arkansas State Highway 
and Transportation Depart- 
ment. The MMHIS uses video 
compression and a high- 
speed network to link existing 
video footage to engineering 
data, allowing users easier ac- 
cess and a simpler way of 
sharing their findings. It is not 
perfect—digital images are 
more detailed than the cur- 
rent analogue footage—butit 
allows for greater flexibility 
and speed in analysing data, 
and thus better co-ordination 
of road repairs. 

Dr Wang believes that digi- 
tal vans will be acommon 
sight on American highways 
within a few years. Until then, 
with the number of cars 
steadily increasing, potholes 
will prove a costly problem. 
The state of Michigan already 
allows drivers to file for dam- 
ages caused by potholes, and 
a judge recently ruled that 
Wisconsin could be held lia- 
ble for potholes in its roads. 
The odds are that most states 
would rather pay for Dr 
Wang’s technology than fora 
barrage of lawsuits. = 


Put on a coat 


Shrink-wrapped cells 
dodge the immune system 


N PATIENTS with diabetes, 

the transplanting of so- 
called “Islet” cells—those that 
malfunction in cases of dia- 
betes—has the potential to 
make a sick person well. Un- 
fortunately, because the trans- 
planted cells come from pigs 
or other humans, they are im- 
mediately recognised as for- 
eign by the recipient's 
immune system, and 
promptly destroyed. Coating 
the cells before they are trans- 
planted could stop theim- 
mune system from rejecting 
them. But the coat must be 
able to protect without inter- 
fering, because the Islet cells 
also have to be able to do their 
job. They need access to the 
bloodstream to measure the 
level of glucose and regulate 
the release of insulin. 

Coatings made of certain 
polymers do not trigger the 
immune system. In principle, 
they can be made thin enough 
to allow nutrients such as glu- 
cose to move into the cell, and 
insulin to move out. But most 
methods for coating particles 
apply a “one-size-fits-all” coat- 
ing to objects of widely vary- 
ing dimensions—tslet cells, for 
instance, range in size from 
one to three times the width 
of a human hair. 

At the University of Chi- 
cago, groups headed by Sid- 
ney Nagel and Milan Mrksich 
have applied a process called 
“selective withdrawal” to 
shrink-wrap particles such as 
corn pollen, which are similar 





in size to Islet cells. They use a 
plastic tube to suck oil from 
the top of acontainer of oil 
floating on water that, in turn, 
has the coating chemicals dis- 
solved in it. Sucking fast drags 
a thin spout of water up 
through the oil from below. 
Any particles in the water get 
drawn up the spout and re- 
main coated by a layer of wa- 
ter. The oil keeps the spoutin 
the centre of the tube and pre- 
vents it from falling apart pre- 
maturely. 

Because the spout narrows 
as it rises, each particle si- 
phoned up with the water 
forms a bulge—rather like an 
orange in a Christmas stock- 
ing—that induces the spout to 
break, producing separately 
coated particles (see photo). 
Large particles break the spout 
earlier and small particles 
later, ensuring uniform coat- 
ing size—no matter how big or 
small the particle. As the parti- 
cles continue up the tube, they 
can, depending on the chemi- 
cals in the water, be treated by 
heat or light or further chemi- 
cal modification to harden the 
coat. They are then separated 
from the oil and collected. 

The leap from pollen 
grains to Islet cells is not, of 
course, a trivial one. The next 
steps include finding polymer 
coatings that can both protect 
living cells and allow them to 
function, and then optimising 
the process so that tens of 
thousands of cells can be 
coated rapidly all at once. 

New coating technologies 
also hold promise for other 
applications, besides coating 
living cells. Building on work 
started in the 1960s, Mehmet 
Toner and his colleagues at 
the Massachusetts General 
Hospital in Boston have been 
painting silicon wafers with 
animal liver cells to learn how 
cells communicate. 

Dr Toner’s group uses a va- 
riety of microfabrication tech- 
niques borrowed from the 
semiconductor industry to 
pattern and coat wafers so 
that functional liver cells 
(hepatocytes) and supporting 
cells will stick to them in the 
right number and configura- 
tion for them to interact. Prop- 
erly constructed, the cells can 
perform critical liver func- 
tions, such as making clotting »» 


> factors and albumin (needed 
for fluid balance), or removing 
ammonia from blood. 

The ultimate goal is to 
build a device to help patients 
with acute-stage liver failure, 
or who are waiting for a liver 
transplant. An effective device 
will require only 10% of the 
mass of an ordinary liver. 
Even so, that means packing 
some 20 billion cells together. 
By stacking the wafers and in- 
terspersing them with fluid 
layers, the researchers aim to 
create a system that behaves 
like a space-efficient artificial 
liver. m 
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Batteries printed on paper 
promise a whole new set of 
marketing tools 


ECAUSE itis versatile and 

cheap, paper has held its 
ground against the onslaught 
of electronic displays. But 
with a few more features, pa- 
per might not only defend its 
territory better, but even 
mount a counter-attack. All 
that is required is an economi- 
cal means to make paper go 
electronic. 

A four-year-old company 
called Power Paper, basedin 
Kibutz Einat, Israel, has taken 
a step in that direction. The 
firm has invented a battery no 
thicker than a sticking plaster 
that can be printed on to pa- 
per or packages using the con- 
ventional silkscreen process. 
Layers of zinc and magnesium 
dioxide, acting as a cathode 
and an anode, produce an 
electric current strong enough 
to run microelectronic de- 
vices. Each square-inch of 
Power Paper cell provides 1.5 
volts and can last on the shelf 
for up to two years. Better still, 
because the cell is not cased in 
metal like an ordinary battery, 
itis light and flexible, as well 
as being easier to dispose of. 

International Paper, based 
in Purchase, New York, in- 
tends to offer Power Paper’s 
batteries in packaging this 
year. A wrapper equipped 


with such a power supply 
could play audio clips froma 
compact disc it contains, orit 
could display moving images 
on a flexible screen. But each 
singing CD could cost an extra 
20 cents to $1 to package. Inter- 
national Paper hopes that 
companies will treat this extra 
expense as money well 
spent—as a way of swaying 
consumers on the verge of 
making a purchase. By the au- 
tumn, Power Paper’s batteries 
could be in games and other 
novelty products. 

The company is also 
experimenting with more 
practical technologies to make 
use of this battery source. 
Each year, International Paper 
ships millions of packages 
containing fresh fish, fowl or 
produce. Such packages have 
to be air-conditioned at all 
times. At present, a recorder 
attached to a pallet of half a 
dozen boxes takes a reading of 
the boxes’ temperature every 
hour ata cost of $30-40. 

By linking a Power Paper 
battery to an equally thin tem- 
perature sensor, International 
Paper can now track the tem- 
perature of an individual box 
continuously, for less than $1 
per tag. This enables a sup- 
plier to know exactly whena 
package’s contents were 
spoiled, and thus who to 
blame. Although more trials 
of the technology are re- 
quired, International Paper 
hopes to make such sensors 
available by October. m 
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How to reproduce the 
ambiance of a live concert 
in the home 


HAT is it about open-air 

concerts that many find 
so appealing? It cannot be the 
acoustics, which are virtually 
non-existent. So it has to be 
the hubbub, the spontaneity 
of the performers, even the 
mosquitoes—in short, the total 
experience. But if the crowds, 
insects and threat of rain do 
not appeal, consider down- 





Taking outside sound indoors 


loading live concerts from the 
Internet instead. With anew 
recording technology under 
development at AT&T, all it 
will take to recreate a live con- 
certin the living room is a five- 
speaker home theatre system. 

By fashioning a micro-ar- 
ray of seven microphones— 
five arranged radially plus one 
pointing up and another 
pointing down—James John- 
ston and his colleagues at 
AT&T Laboratories in Flor- 
ham Park, New Jersey, have 
developed a recording system 
that can recreate the acoustics 
of aconcertjust about any- 
where—whether in Carnegie 
Hall or in Central Park. 

Previous attempts at 
“sound re-creation” have 
been nowhere near as suc- 
cessful. One of the bravest 
was a British innovation in the 
1970s called “Ambisonics”. 
This took advantage of the au- 
dible cues, known as “head- 
related transfer functions”, 
that people use to determine 
distance and direction. By in- 
jecting false cues into different 
channels of asound system 
comprising between two and 
four speakers, the listener was 
tricked into imagining that the 
sound was travelling around 
the immediate surroundings. 
In demonstrations, bees were 
heard zooming around listen- 
ers’ heads. 

Ambisonics tried to cap- 
ture some of the audible cues 
that people use to determine 
distance and direction by us- 
ing a multi-directional, multi- 
channel microphone located 
at one point. Other, newer 
methods use the shape of the 
human head, or head-related 
transfer functions, to trick the 
listener by placing false cues 
into two channels. But in or- 
der to experience the full ef- 
fect, a person must sit on the 


centreline between the two 
loudspeakers and not move or 
turn the head. Unfortunately, 
one of the ways that listeners 
check out a space audibly is by 
making small, unconscious 
head movements, which 
head-related transfer func- 
tions cannot imitate. 

The AT&T recording sys- 
tem does things differently. In- 
stead of creating an artificial 
head-related transfer func- 
tion, it uses the biological one 
that already exists in and 
around the human head. The 
arrangement of the seven mi- 
crophones captures the most 
audible sounds from the right 
directions and with the cor- 
rect acoustical time delay. The 
result is a recording that re- 
places the acoustics of the liv- 
ing room with the acoustics of 
the place where the recording 
was made—in effect, immers- 
ing the listener in the event 
without pinning him down to 
one spot. Technicians set up 
the micro-array in the same 
way they might set up a nor- 
mal microphone. Then, by 
mixing the seven recorded 
channels down to five, they 
create a recording that can be 
played on any five-speaker 
home theatre system. 

But do not expect the tech- 
nology to take over the com- 
pact disc (CD) market—at least, 
not yet. cps are still recorded 
in stereo using only two chan- 
nels. Five-channel sound re- 
quires a digital video disc 
(DvD) or, better still, an audio- 
DVD. Also, rock music and 
jazz are usually mixed layer- 
by-layer in the studio, making 
it hard to re-create the equiva- 
lent of “seating-related” 
sound on a disc. 

Itis live productions—espe- 
cially symphonies and sport- 
ing events—that will work 
best with the new AT&T re- 
cording system. Capturing 
their spontaneous noise and 
unique acoustical environ- 
ment helps to re-create the 
perception of the original 
soundfield for the listener at 
home. One of the ideas that 
AT&T is pushing is tele-sub- 
scriptions to symphonies. 
Imagine having the same 
acoustics and surround- 
sound of Carnegie Hall, the 
Met, La Scala, Covent Garden 
allin your own livingroom. = 
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Thanks to lithography 
using extreme ultraviolet 
light, chip makers can 
remain abreast of Moore’s 
Law for a few more years 


HERE have been false 

warnings aplenty, but this 
time it looks real—or, at least, 
more real than at any time be- 
fore. The fact is that silicon 
chips, as the world knows 
them, are reaching their limits. 
The present form of optical- 
projection lithography, which 
uses light to print circuit pat- 
terns on slivers of silicon, will 
soon hit the buffers. The 
wavelength of the light it uses 
means itis unable to print 
lines narrower than 0.1 mi- 
cron (ie, one tenth of a mil- 
lionth of a metre). Small as it 
may sound, that will still be 
too wide to fit the number of 
circuits on a chip that the 
semiconductor industry 
needs to keep up, as it has 
done for decades, with 
Moore’s Law. 

This empirical, but remark- 
ably prescient, observation by 
Gordon Moore, one of the 
founders of Intel, states that 
the number of transistors that 
can fit on a computer chip— 
and thus its capacity to crunch 
numbers—doubles every 18 
months. The importance of 
keeping up with Moore’s law 
cannot be overstated. It is not 
just a measure of the chip 
makers’ technological pro- 
wess, but the commercial 
heartbeat of the semiconduc- 
tor industry itself. 

What to do? One option is 
to stop using silicon. Intel has 
examined the possibility of 
replacing silicon oxide transis- 
tor gates with thinner ones 
made of oxides of alumi- 
nium, titanium or tantalum. 
1BM has tried making transis- 
tors from carbon nanotubes 
(hollow cylinders of carbon 
atoms). But even a silicon-na- 
notube hybrid could be five 
years away. 

Therefore the leading chip 
manufacturers have concen- 
trated on changing the print- 
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ing process instead of the 
material. Several alternatives 
to optical-projection lithogra- 
phy have been examined—x- 
rays and lasers being two—but 
the front-runner is extreme ul- 
traviolet (EUV) lithography. 
The smaller wavelengths of 
ultraviolet light allow it to be 
more closely focused, with 
the ability to print circuits as 
thin as 0.03 microns. That 
would allow the industry to 
build 10-gigahertz micropro- 
cessors by 2005 compared 
with today’s 1.5-gigahertz de- 
vices—and thus keep abreast 
of Moore’s Law. 

Unfortunately, EUV lithog- 
raphy has its complications. 
The ultraviolet light is easily 
absorbed in gases, so the pro- 
cess needs to be carried outin 
anear vacuum. Also, the light 
has to bounce off a series of 
photoreflective masks acting 
as mirrors no less than nine 
times before it hits the actual 
chip. Any inaccuracy in the re- 
flections loses light, slowing 
down the chip-making pro- 
cess. Furthermore, the chip 
must be kept dust-free. Placing 
a dust-capturing reticle on top 
of the chip, asis the current 
practice, would interfere with 
the reflecting images. 

To solve these problems, 
the Department of Energy in 
Washington, Dc, and three 
national laboratories in Cali- 
fornia teamed up with a con- 
sortium of American chip 
makers, including Intel, AMD 
and Motorola, to form the Ex- 
treme UltraViolet partnership 
in 1997, with 1BM joining their 
ranks earlier this year. Intel 
announced the creation of the 
photoreflective masks in 
March, and the partnership 
has now unveiled its first pro- 
totype machine for making 
chips with Euv lithography. 

Still, chip makers are keep- 
ing their options open. IBM is 
co-developing a process using 
electron-beam lithography 
with Nikon, a Japanese optical 
equipment maker. That pro- 
cess, which uses electrons in- 
stead of light to etch the chip, 
should start producing semi- 
conductors in early 2003— 
about the time that the EUV 
equipment will begin being 
tested by users. It seems that 
Moore's law is safe—at least, 
until the next false alarm. = 
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its stomach 


Fed with sugar cubes, 
gastrobots— robots with 
stomachs—make their own 
energy on the go, allowing 
them to wander freely 


HAT a piece of worka 
robot is—at least, in- 

doors. Outdoors, away from 
its electricity socket, arobot 
has to carry a hefty portable 
power supply all the time. 
That is a problem: batteries 
need to be recharged; solar 
panels do not work in the 
shade and are usually too 
wide to be practical. Only if it 
could power itself would a ro- 
bot in the field work as effi- 
ciently as one in the factory. 

To solve the problem, Stu- 
art Wilkinson, a professor of 
mechanical engineering at the 
University of South Florida, 
has adopted a microbial fuel 
cell (MFC). This takes energy 
from sugar-eating bacteria 
and converts it into electricity. 
With an MFC, a robot could 
power itself by breaking 
down vegetation. Dr Wilkin- 
son recently created a one-me- 
tre-long robot, nicknamed 
“Chew-Chew’” for its train-like 
appearance and its ability to 
power itself by “eating” sugar 
cubes. He has even coineda 
new word for such a class of 
robot: “gastrobot”, literally a 
robot with a stomach. 

Chew-Chew’s “stomach” 
contains water, Escherichia 
coli bacteria and special 


Chew-Chew pulls in for a meal 
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chemicals to break down the 
sugar cubes. The sugar is then 
fed to an on-board MFc. Three 
sugar cubes, fed over 18 hours, 
will make Chew-Chew move 
for five minutes. “It’s pretty 
pathetic, as robots go,” Dr Wil- 
kinson cheerfully admits. But 
itis the first robot ever to be 
powered by food alone. 

Chew-Chew could not sur- 
vive in the wild. It cannot ac- 
tually chew, but swallows 
sugar cubes whole. A robot 
using vegetation as a fuel 
source would need to break 
down its food before it 
reached the stomach. Sugar 
cubes produce little waste be- 
yond carbon dioxide and wa- 
ter, but a foraging robot would 
need a defecation system. 
Rather than eating only when 
itis hungry, the gastrobot 
would have to provide the 
MFC with a constant food in- 
take to keep it running at peak 
efficiency. And the bacteria in 
the MFC eventually produce 
an acidic build-up—the robot 
equivalent of heartburn. 

Dr Wilkinson and his pro- 
ject team have receiveda 
grant from Intel to work on 
the next step: a robot that can 
digest orange juice and dis- 
pose of the accompanying liq- 
uid waste. Such a robot might 
eventually prove a boon to 
Florida’s agricultural indus- 
try. It could roam one of the 
state’s orange groves, gather- 
ing soil data and extracting 
juice from fallen oranges. It 
will take some ingenuity to 
create a gastrobot that works 
as well as the human—al- 
though that design, too, 
needed some time to reach its 
present level of efficiency. = 
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Of high priests and pragmatists 


Continuing our series on 
managing innovation, we look 
at ways of getting disparate 
groups to work together more 
effectively. One group 
developing environment- 
friendly solvents found that 
adding a social scientist to the 
team speeded up innovation 


ECESSITY may be the mother of in- 

vention, butitis also a more distant 
relative of collaboration. Getting re- 
searchers from different fields to work to- 
gether sounds sensible and easy enough. 
In practice, however, itis often hampered 
by the same sorts of language and culture 
barriers that make the European Union 
such a challenging ideal. When pushing 
new technologies through the R&D pipe- 
line, such barriers have to be overcome 
fast—or potential products may die on the 
laboratory bench. 

Faced with this challenge, an Ameri- 
can research centre based at Chapel Hill, 
North Carolina, which goes by the un- 
wieldy name of the Science and Technol- 
ogy Centre for Environmentally 
Responsible Solvents and Processes, has 
chosen an unconventional solution. The 
centre has included a social scientist in 
each of its research teams. The idea is to 
analyse communication patterns be- 
tween the participants and to suggest im- 
provements to make them more effective. 
Early results are promising. 

The centre’s aim is to replace environ- 
mentally hazardous chemical solvents 
with liquid carbon dioxide in a range of 
manufacturing applications. Carbon di- 
oxide is a gas at atmospheric pressure. 
But when squeezed to more than five 
times normal atmospheric pressure, it be- 
comes a liquid. Joe DeSimone, head of 
the Chapel Hill centre (see photo), and his 
erstwhile students first put liquid carbon 
dioxide to work in dry-cleaning, by de- 
veloping detergents that could be dis- 
solved in the liquid. Since liquid carbon 
dioxide has a very low surface tension, it 
easily seeps into the pores of a fabric, tak- 
ing the detergent with it. 

The standard dry-cleaning solvent, 
perchloroethylene, is a groundwater con- 
taminant and probable human carcino- 
gen. Petrol, another established solvent, 
is highly inflammable. By comparison, 
carbon dioxide—the gas that makes soft 


drinks bubble—is harmless. Dr DeSi- 
mone and his colleagues founded a com- 
pany called Micell Technologies in 1995 
to exploit the idea. The company’s dry- 
cleaning franchise, Hangers Cleaners, 
which opened its first store in 1999, now 
has more than 50 outlets in America that 
use Micell’s patented carbon-dioxide 
cleaning process. 

The Chapel Hill centre has been per- 
fecting anumber of other uses for the 
technology. The centre has scientists and 
engineers from the University of North 
Carolina at Chapel Hill, North Carolina 
State University, North Carolina A&T 
University, and the University of Texas at 
Austin. A consortium of big chemical 
companies is also backing its work. 


Cleaning chips 
The researchers are organised in teams 
according to the applications they are 
pursuing. For example, Ruben Carbonell, 
based at North Carolina State University, 
is helping to lead a team looking at the 
use of liquid carbon dioxide in the micro- 
electronics industry. To reproduce micro- 
electronic circuit patterns on a silicon 
wafer, the wafer is coated with a thin film 
of an ultraviolet-sensitive polymer 
known as photoresist. This is normally 
done using organic solvents such as gly- 
col ethers, which are noxious pollutants. 
By developing polymers that dissolve 
in liquid carbon dioxide, the researchers 


are able not only to solve an environmen- 


tal problem but also to coat the wafers 
with much thinner films. This is because 
the very low surface tension and low vis- 
cosity of carbon dioxide allow itto 
spread more easily on a spinning wafer. 
This is important for the next generation 
of microchip plants, where ultraviolet 
light of much shorter wavelength will be 





used to reproduce finer circuit features. 
Such light will not penetrate thicker films 
of photoresist, so thin films are needed to 
ensure proper exposure. 

So much for the theory. Getting the 
process to work in practice requires a 
range of skills and techniques. This is 
where Diane Sonnenwald, a social scien- 
tist from the University of North Caro- 
lina, has made a mark on the project. As 
the research team, with participants from 
the various universities, got going, Dr 
Sonnenwald mapped out the pattern and 
level of communication between re- 
searchers, and conducted interviews to 
find out which colleague a given re- 
searcher thought it would be most fruit- 
ful to collaborate with. 

Dr Carbonell acknowledges that the 
effort taught him to appreciate rather 
more the abilities of others in the team. 
For example, researchers at the Univer- 
sity of Texas were experts at measuring 
surface tension, while others in the pro- 
ject were more knowledgeable about vis- 
cosity. The complementary skills turned 
out to be vital to get a complete picture of 
how the liquid carbon dioxide spreads 
over the silicon wafer. 

In another spin-off from the social 
study, Carol Hall, a theoretician, was en- 
couraged to collaborate with Vinayak Ka- 
badi, who was doing experiments on the 
interface between liquid and gaseous car- 
bon dioxide. Getting to grips with this is 
crucial to an understanding of how the 
solvent evaporates after the polymer has 
been spread on the surface—and thus for 
controlling the thickness of the film. 

The traditional gap between theorists 
and experimentalists is often caricatured 
as one of haughty high priests versus 
pugnacious pragmatists. But the reality is 
more often that one researcher does not 
understand another’s jargon, or is afraid 
to ask stupid questions, or is hesitant 
about giving up vital and hard-won in- 
formation to a distant colleague. These 
were the kinds of barriers that Dr Son- 
nenwald was able to dismantle, leading 
to greater co-operation between theorists 
and experimentalists. 

Itis too early to say how much this ap- 
proach has actually accelerated develop- 
ment of liquid carbon-dioxide tech- 
nology. But funding bodies are nodding 
approvingly. It seems that, like sports 
teams that hire a psychologist to produce 
a winning mindset, future technology 
teams could have a social scientist on 
board to help them take the shortest route 
from laboratory to marketplace. = 
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Computing power on tap 


Computer networks After the 
Internet, the Grid. In the first of 
two articles, we look at the most 
ambitious attempt yet to 
combine millions of computers 
seamlessly around the 
world—to make processing 
power available on demand 
anywhere, rather like electrical 
power. The second article on 
page 19 examines how firms 
could benefit from installing 
mini-grids of their own 


MAGINE that every time you plugged in 
a toaster, you had to decide which 
power station should supply the electric- 
ity. Worse still, you could select only from 
those power stations that were built by 
the company that made the toaster. If the 
power station chosen happened to be 
running at full capacity, no toast. Replace 
the toaster with a personal computer and 
electrical power with processing power, 
and this gives a measure of the frustration 
facing those who dream of distributing 
large computing problems to dozens, 
hundreds or even millions of computers 
via the Internet. 
A growing band of computer engi- 
neers and scientists want to take the 


ae 


toaster analogy to its logical conclusion 
with a proposal they call the Grid. Al- 
though much of it is still theoretical, the 
Grid is, in effect, a set of software tools 
which, when combined with clever hard- 
ware, would let users tap processing 
power off the Internet as easily as electri- 
cal power can be drawn from the electric- 
ity grid. Many scientific problems that 
require truly massive amounts of com- 
putation—designing drugs from their pro- 
tein blueprints, forecasting local weather 
patterns months ahead, simulating the 
airflow around an aircraft—could benefit 
hugely from the Grid. And as the Grid 
bandwagon gathers speed, the commer- 
cial pay-off could be handsome. 

The processor in your Pc is running 
idle most of the time, waiting for you to 
send an e-mail or launch a spreadsheet or 
word-processing program. So why not 
put it to good, and perhaps even profit- 
able, use by allowing your peers to tap 
into its unused power? In many ways, 
peer-to-peer (P2P) computing—as the 
pooling of computer resources has been 
dubbed—represents an embryonic stage 
of the Grid concept, and gives a good idea 
as to what a fully fledged Grid might be 
capable of. 


Anything@home 

The peer-to-peer trend took off with the 
search for little green men. sETI@home is 
a screen-saver program that painstakingly 
sifts through signals recorded by the giant 
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Arecibo radio telescope in Puerto Rico, in 
a search for extraterrestrial intelligence 
(hence the acronym SETI). So far, ET has 
not called. But that has not stopped 3m 
people from downloading the screen- 
saver. The program periodically prompts 
its host to retrieve a new chunk of data 
from the Internet, and sends the latest pro- 
cessed results back to SETI’s organisers. 
The initiative has already clocked up the 
equivalent of more than 600,000 years of 
PC processing time. 

The best thing about sETI@home is 
thatit has inspired others. Folding@home 
is a protein-folding simulation for sifting 
potential drugs from the wealth of data re- 
vealed by the recent decoding of the hu- 
man genome. Xpulsar@home  sifts 
astronomical data for pulsars. Evolution- 
ary@home is tackling problems in popu- 
lation dynamics. While the co-operation 
is commendable, this approach to distri- 
buted computing is not without pro- 
blems. First, a lot of work goes into 
making sure that each “@home” program 
can run on different types of computers 
and operating systems. Second, the re- 
searchers involved have to rely on the do- 
nation of pc time by thousands of 
individuals, which requires a huge pub- 
lic-relations effort. Third, the system has 
to deal with huge differences in the rate at 
which chunks of data are processed—not 
to mention the many chunks which, for 
one reason or another, never return. 

One solution is to pay somebody to »» 











> solve these problems. In 1997 a company 
called Entropia was set up in San Diego, 
California, to broker the processing 
power of idle computers. Within two 
years, the company had 30,000 volunteer 
computers and a total processing speed of 
one teraflop (trillion floating-point opera- 
tions) per second—comparable with 
many a supercomputer. Entropia is using 
this power for a range of applications, 
such as its “FightAidsAtHome” project, 
which evaluates research that could lead 
to potential Arps drugs. Parabon, another 
processing broker, has a “Compute- 
Against-Cancer” project, which analyses 
patients’ responses to chemotherapy. For 
processing-power brokers, aiming at the 
medical business is a wise move. Bioin- 
formatics tools and services are expected 
to grow into a multibillion-dollar market 
over the next five years. 

But overnight fortunes are not going to 
be made from broking processing power. 
lan Foster, a Grid expert at Argonne Na- 
tional Laboratory, near Chicago, cautions 
that “the business models that underlie 
this new industry are still being de- 
bugged.” United Devices, a company in 
Austin, Texas, which was started by David 
Anderson (who is the brains behind 
SETI@home), plans to offer incentives 
such as frequent-flier miles and sweep- 
stakes to encourage membership of its 
commercial peer-to-peer projects. One 
broking service, Popular Power, has al- 
ready disappeared and others are going 
the same way. 

One challenge facing commercial pap 
brokers, which will haunt commercial 
applications of the Grid as well, is philan- 
thropy. In April, Intel launched a philan- 
thropic peer-to-peer program that lets pc 
owners give their excess processor time to 
a good cause. The first software package 
that can be downloaded under this pro- 
gram, developed by United Devices in 
collaboration with a consortium of can- 
cer research centres, is aimed at optimis- 
ing the molecular structure of possible 
drugs for fighting leukaemia. While this 
may be good promotion for United De- 
vices, it remains to be seen how many of 
these brokerage firms can turn a profit. 


Safety in numbers 

If the pap data-processing paradigm is the 
equivalent of assembling a ragtag army of 
poorly trained conscripts, the other end of 
the computing spectrum is a commando 
unit made up of a tightly knit set of pcs 
dedicated to solving a single problem. 
One of the pioneering efforts in this field 


was called Beowulf, after the hero of the 
legendary poem who slays two man-eat- 
ing monsters. The original Beowulf, built 
in 1994 by Thomas Sterling and Don 
Becker at the United Space Research Asso- 
ciation in Maryland, was a cluster of 16 
off-the-shelf processors lined together by 
Ethernet cables. Its success inspired many 
others to build quick-and-dirty number 
crunchers out of cheap components— 
thus slaying the twin monsters of super- 
computing, time and money. 

Beowulf’s success depended not so 
much on the architecture of the com- 
puter~many commercial supercompu- 
ters are based on large arrays of fairly 
standard processors—but more on the 
price/performance ratio of the network 
technology. Supercomputers require pro- 
prietary “glue” to link their processors to- 
gether, and this is both expensive and 
time-consuming to develop. Beowulf-like 
systems tend to use fast but affordable 
Ethernet technology. Some of Beowulf’s 
offspring, referred to as “commodity clus- 
ters”, now rank among the top 50 of the 
world’s fastest supercomputers—offering 
speeds up to 30 teraflops per second. They 
can often cost less than a hundredth of the 
price of an equivalent supercomputer. 
Cluster construction, which started as a 
nerdy hobby, is now a mature industry 
with turnkey solutions offered by manu- 
facturers such as Compaq and Dell. 

The intellectual link between Beowulf 
and the Grid is that, as transmission 
speeds on the Internet increase, clusters 
no longer need to be in the same room, the 
same building, or even the same country. 
Insome sense, this is old news. A software 
system called Condor, devised by Miron 
Livny and colleagues at the University of 
Wisconsin in Madison during the 1980s, 
combined the computing power of work- 
stations in university departments. With 
a Condor system, researchers can access 
the equivalent of a cluster of several hun- 
dred computers. 

In a similar way, a number of Euro- 
pean supercomputer facilities were 
linked together in the late 1990s as part of 
a project called Unicore that was run by a 
German research consortium. Using Uni- 
core software, users can submit huge 
number-crunching problems without 
having to worry about what operating 
software, storage systems or adminis- 
trative policies will be used on the ma- 
chines that do the work. 

Between them, seTI@home, Beowulf, 
Condor and Unicore all contain elements 
of what the Grid’s visionaries are after: 


massive processing resources linked to- 
gether by clever software, so that, from a 


user’s perspective, the whole network . : 
melds into one giant computer. To em- 


phasise this, the latest extension of the. 
Unicore project has been dubbed E-Grid. 
To purists, however, this is only the begin- 
ning. They believe that Grid technology ` 
should blur the distinction between ar- 
mies of individual p2P computers, dedi- 
cated commodity clusters, and loose - 
supercomputer networks. Ultimately, a- 
pc user linked to the Grid should not need 
to know anything about how or where 
the data are being processed—just as a per- 
son using a toaster does not need to know 
whether the electricity is coming from a 
wind farm, a hydroelectric dam or a nu- 
clear power plant. 


The missing link | 
Piecemeal solutions to building such a 
Grid are already at hand. A layer of soft- 
ware, called “middleware”, is used to de- 
scribe the kind of tools needed to extract. 
processing power from different comput- 
ers on the Internet without any fuss. The - 
most popular middleware so far is the - 
Globus tool-kit developed by Mr Foster's | 
group at Argonne, in collaboration with — 
Carl Kesselman’s team at the University 
of Southern California in Los Angeles. 

The tool-kit contains programs such as - 
GRAM (Globus Resource Allocation Man- - 
ager), which figures out how to convert a. 
request for resources into commands that 
local computers can understand. Another | 
toolis called Gs1 (Grid Security Infrastruc- 
ture) which provides authentication of- 
the user, and works out that person’s ac 
cess rights. One of the attractions of the. 
Globus toolkit is that such tools can be in- - 
troduced one at a time, and often pain- 
lessly, into existing software programs to. 


make them increasingly “Grid-enabled”. 
Also, like the World Wide Web andtheLi- 
nux operating system, the creators ofthe 
Globus toolkit are making the software 


available under an “open-source” licens- 
ing agreement. This allows others to use 
the software freely, and add any improve- ` 
ments they make to it. One example is 
Condor-G, an improved version of the- 
Condor program that deals with the secu- 
rity and resource-management problems 
that occur when Condor is extended over. 
institutional boundaries. 

Daily use of the Globus tool-kit has 
proved it to be a robust standard. But it is 
not the only one. Another so-called 
“world virtual computer” project, which 
aims to deliver high performance parallel i 











‘Once the commercial potential of the Grid begins to 
: dawn, standard-setting skirmishes will break out.” 


> processing, has been under development 
at the University of Virginia since 1993 
and has many of the Globus features al- 
ready builtin to it. 

Yet another is the Milan (Metacomput- 
ing in Large Asynchronous Networks) 
project. The goal of this joint effort be- 

= tween researchers at New York University 
and Arizona State University is to create 
virtual machines out of a non-dedicated, 
unpredictable network of standard com- 
: puters. The latest stage of this project, 
-called Computing Communities, aims to 
-make the underlying middleware adjust 
automatically to the device that is being 
used to gain access to the Grid, be it desk- 
top computer or mobile phone. 

As well as competition from other aca- 
demic projects, Globus faces the prospect 
of being overtaken by commercial solu- 
tions. For instance, the programming lan- 
guage Java, which allows a software 
developer to write a program (more or 
less) once and then run it on Windows, Li- 
nux, Macintosh or any flavour of the Unix 
operating system, already does many of 
the things that the Grid hopes to accom- 

plish. Java has yet to be made to run on 

different types of supercomputer, and 
there are various security and local-pol- 
icy issues that the language is not 
equipped to handle. But this could 
change. 

Another example is Microsofts 
DCOM Software, which offers many Grid- 
like features, although there is talk of 
abandoning it. However, given enough 
support, one or other of these options 
could be transformed into a de facto stan- 
dard. Already, Microsoft is integrating 

_ some of the Globus technology into the 
next generation of its Windows operating 
system. 

Still, Globus and its various alterna- 
tives face big hurdles on the way to be- 
coming a true Grid. To avoid computing 
bottlenecks, developers will have to fig- 
ure out ways to compensate for any fail- 
ure that occurs on the Grid during a 
calculation—be it a transmission error ora 
Pc crash. 

Yet aother headache is latency—the de- 
lays that build up as data are transmitted 
over the Internet. The speed of light sets a 
limit to how fast electronic (or, indeed, op- 
> tical) signals can travel. It takes about two- 












way around the earth in an optical fibre, 
an aeon for an impatient processor. Smart 
software is needed to ensure just-in-time 
data delivery. Otherwise, the range of 
problems that the Grid will be able to deal 





tenths of a second for light to travel half- 


with will be confined to the so-called 
“embarrassingly parallel”. 

Such computations are carried out on 
different machines that do not need to 
wait for results from one another to pro- 
ceed. This is much simpler to organise 
than the typical types of parallel process- 
ing run on commodity clusters, where the 
calculations have to move in lockstep, 
sharing information at regular intervals. It 
is even more primitive when compared 
with such advanced supercomputers as 
IBM’s Blue Gene, in which constant com- 
munication between processors is the 
core concept. 

Challenging as this technical issue 
may be, more mundane problems could 
be agreater nuisance. Much to the chagrin 
of Grid purists, the system will probably 
have to include means for conducting vir- 
tual brokerage of computer power. This is 
going to be needed for accounting pur- 
poses, especially when commercial appli- 
cations are involved. At the first Global 
Grid Forum in Amsterdam last March, 
Bob Aiken, a manager at Cisco Systems in 
San Jose, California, warned that the big- 
gest challenges to the successful deploy- 
ment of the Grid will be social and 
political rather than technical. Several 
academics have already tried to devise so- 
lutions to this problem—by incorporating 
some of the business tricks adopted by 
the peer-to-peer companies. But until 
there are large applications running on 
the Grid, such proposals remain literally 
academic. 


Debugged by science 
As with the Internet, scientific computing 
will be the first to benefit from the Grid— 
and the first to have to deal with the Grid’s 
teething problems. For instance, GriPhyN 
is a Grid being developed by a consor- 
tium of American laboratories for physics 
projects. One such study aims to analyse 
the enormous amounts of data logged 
during digital surveys of the whole sky 
using large telescopes. The Earth System 
Grid is part of another American aca- 
demic initiative. In this case, the object is 
to make huge climate simulations span- 
ning hundreds of years, and then analyse 
the massive banks of data that result. 
Other initiatives include an Earthquake 
Engineering Simulation Grid, a Particle 
Physics Data Grid, and an Information 
Power Grid Project supported by NASA 
for massive engineering calculations. 
Perhaps the most urgent example 
where a Grid solution is needed is at 
CERN, the European high-energy physics 


laboratory near Geneva. It is here, be- 
neath the green fields straddling the 
French border, that the next generation 
Large Hadron Collider (LHC) will produce 
data at unheard-of rates when it starts 
running in 2005. The particle collisions in 
the LHc’s underground ring will spew out 
petabytes (billions of megabytes) of data 
per second—enough to fill all the hard- 
drives in the world within days. 

Careful filtering will slow this prodi- 
gious rate down to a few petabytes a year. 
Even so, this is still too much for CERN to 
deal with on site. The data will therefore 
be disseminated through a four-tiered 
system of computer centres, allowing 
them to be spread over thousands of 
individual workstations in dozens of uni- 
versities around the world. 

Here, the Grid will come into its ele- 
ment. Repeatedly searching and retriev- 
ing large data sets from thousands of 
computers would be extremely inef- 
ficient. So researchers at CERN are looking 
at ways of processing the data where it is— 
allowing a physicist sitting at any partici- 
pating workstation to talk to the rest of the 
complex web of computers and data stor- 
age systems as if they were in his own lab- 
oratory. 

This raises a radical new concept of 
“virtual data”. The idea is that new data, 
derived from the analysis of raw data, 
should not be discarded after use but 
saved for retrieval, in the same way that 
raw data are stored. In a later calculation, 
the Grid’s software could then automati- 
cally detect whether a computation had 
to be started from scratch, or could take a 
short cut using a previous result stored 
somewhere in the system. 

The European response to all the Grid 
activity in America is the DataGrid pro- 
ject co-ordinated by CERN. Here, the ob- 
jective is to develop middleware for 
research projects in the biological sci- 
ences, earth observation and high-energy 
physics. As befits a project overseen by 
bureaucrats in Brussels, the search for an 
overarching Grid standard for many dif- 
ferent science projects has become a leit- 
motif. Fabrizio Gagliardi, the project 
manager for DataGrid, despairs at the 
many Grid initiatives already underway. 
“If we each develop similar solutions,” he 
says, “it simply won't work.” 

A plethora of Grid standards is a real 
possibility. After all, even electricity has 
no worldwide standard of voltage or fre- 
quency. Much of the talk at the first 
Global Grid Forum was about giving Grid 
development a sense con common cause. > 
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> But once the commercial potential of the 
Grid begins to dawn, standard-setting 
skirmishes will break out between com- 
panies and even countries. 

While scientists gear up to use the 
Grid, the question remains whether—be- 
yond the search for such exotica as Higgs 
bosons, running vast protein-folding cal- 
culations or simulating the weather— 
there is any real need for such massive 
computing. Cynics reckon that the Grid is 
merely an excuse by computer scientists 
to milk the political system for more re- 
search grants so they can write yet more 
lines of useless code. There is some truth 
in this, Many of the Grid projects running 
today resemble solutions in search of pro- 
blems. And given the number of indepen- 
dent Grid initiatives, much of the work 
under way is going to be redundantin any 
case. But there is always the hope that the 
competition will breed a better class of 
Gridin the end. 

A more serious criticism is that today’s 
Grid projects focus too much on storing 
and analysing large data sets, and making 
the sort of “embarrassingly parallel” cal- 
culations that only scientists need. These 
are obvious applications of the Grid. The 
real challenge is to figure out how to 
achieve the more ambitious goals that 
Grid enthusiasts have set themselves. 
Some of these are outlined by Mr Foster 
and colleagues in a paper that will appear 
shortly in the International Journal of Su- 
percomputer Applications. The authors ar- 
gue that the Grid will really come into its 
own only when people learn to build 
“virtual organisations”. Such a virtual 
organisation could be a crisis-manage- 
ment team dealing with an earthquake or 
chemical spill. In such circumstances, the 
Grid would be ideal for analysing local 
weather, soil models, water supplies and 
local demographics. It could even help 
with communications, allowing field 
workers to discuss problems with office 
staff by means of video conferencing. 





In another guise, the virtual organisa- 
tion could be an industrial consortium de- 
veloping, say, a passenger jet. The Grid 
would allow the consortium to run simu- 
lations of various combinations of com- 
ponents from different manufacturers, 
while keeping the proprietary know-how 
associated with each component con- 
cealed from other consortium members. 
In both cases, several unrelated types of 
calculation, using independent data sets, 
and running on a range of computers in 
different organisations that may not fully 
trust one another, have to be threaded to- 
gether to achieve a coherent answer. 

It is precisely because such undertak- 
ings would be a nightmare to negotiate 
over the Internet that the Grid has come 
into being. Unlike neatly defined science 
problems, which amaze more by their pe- 
tabyte scale than their inherent complex- 
ity, virtual organisations are noteworthy 
because of their constantly shifting land- 
scape of data and computer resources, 
and the authentication on which they 
rely. This is where the Grid would have its 
greatest value. It is such problems that 
could lead to new business models—just 
as the Internet created the conditions for 
e-commerce. Unfortunately, this is where 
the Grid's developers have barely 
scratched the surface. 


Timing is all 

The idea of distributed computing is as 
old as electronic computing. When de- 
vised more than 35 years ago, Multics—a 
multi-tasking operating system for main- 
frames that was finally retired last year, 
and is a distant ancestor of today’s Li- 
nux—had many of the Grid’s goals in its 
Original mission statement (operation 
analogous to power services, system con- 
figurations that were changeable without 
having to reorganise the software, and so 
on). Other Grid precursors abound. The 
point is that the enthusiasm for the Grid 
today is not the result of some fresh and 
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sudden insight into computer architec- 
ture. It is simply that the hardware has 
now improved enough to make an old 
idea work on a global scale. 

Two hardware developments are 
bringing the Grid within reach. One is the 
rapid increase in network speeds. Today, 
anormal modem connection in the home 
has the same data-carrying capacity as 
the backbone of the Internet had in 1986. 
The latest version of the Internet protocol 
(1pv6) used for sending data from one 
computer to another will make it easier to 
standardise video conferencing and re- 
mote operation on other computers—core 
components of a Grid service. 

Hardware providers are already antici- 
pating the needs of the Grid in their plan- 
ning. One example is Géant, a European 
network with transmission speeds mea- 
sured in gigabits per second that is being 
touted by a company called Dante in 
Cambridge, England. Such data networks 
will be the equivalent of the high-voltage 
power cables that criss-cross countries. 

The second factor that is helping to 
make the Grid possible is the growth in 
power of individual microprocessors. 
This continues to follow Moore’s law, 
with processors doubling in power every 
18 months. Today, even the humblest PC 
has enough spare processing power and 
storage capacity to handle the extra soft- 
ware baggage needed to run Grid applica- 
tions locally. This is crucial, because no 
matter how clever the Grid may be, large 
amounts of computer code will still have 
to be transported to and from individual 
processors so that they have the tools to 
deal with any unpredictable task. 

When the Grid really takes off, it will 
render obsolete much of the computing 
world as it is today. Supercomputers will 
be the first to feel the pressure—much as 
networked Pcs consigned mainframe 
computers to the basement. Ignore for a 
moment the pronouncements by indus- 
try leaders and government steering com- 
mittees. The best thing about the Grid is 
that it is unstoppable: itis just too good an 
idea to remain dormant now that most of 
the enabling technology isin place. 

Like the Internet, the Linux operating 
system and countless other open-source 
endeavours before it, the key break- 
through that will make the Grid an every- 
day tool will doubtless come not from 
some committee in Brussels, Geneva or 
Washington, but from some renegade 
programmer in Helsinki or Honolulu. 
When? It could be any time during the 
next decade—perhaps even next week. m 
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Computer networks Despite 
Napster’s continuing travails, a 
number of fledgling firms are 
out to sell the idea of 
peer-to-peer computing to large 
enterprises. In the second of 
two articles, we look at the risks 
associated with P2P 


OR the past year or so, the term peer-to- 

peer (p2P) has become synonymous 
with Napster, the controversial file-shar- 
ing program created by a 20-year-old soft- 
ware whiz called Shawn Fanning and 
now the subject of numerous lawsuits. 
Napster, much like its close cousin, Gnu- 
tella, allows users to transfer music files 
among themselves, circumventing many 
legal controls over copyright and creating 
a massive network of music libraries scat- 
tered about the Internet. Napster is a 
clever twist on a time-worn architecture 
dating back to the early days of the In- 
ternet. Now, a number of start-up firms 
are hoping to harness the same technol- 
ogy in the corporate world, promising to 
use the computing architecture to em- 
power workers, unleash their creativity 
and solve communication problems. 

As the embattled Napster struggles to 
switch to a subscription-based business 
model, companies such as Groove Net- 
works, NextPage and xpegrees are trying 
to introduce the peer-to-peer style of com- 
puting into applications that allow work- 
ers to collaborate on joint projects 
(groupware), swap information, and 
share network resources such as storage 
space and other costly bits of equipment. 
Other firms, including Entropia and Un- 
ited Devices, are developing supercom- 
puting applications that use the 
unbridled power of computers hooked to 
networks (see page 14). All of them be- 
lieve fervently that the corporate world is 
fertile ground for P2P computing. The shift 
will, they say, do for computing in the 
2000s what the rc did in the 1980s. 

Sceptics have dismissed peer-to-peer 
as pure hype, pointing to unanswered 
questions about security and reliability 
that continue to dog the architecture, as 
well as the number of p2pP start-ups that 
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have failed in recent months. At a time 
when the corporate world is tightening its 
belt and sticking to tried-and-true ways of 
doing business, peer-to-peer computing 
is going to be a tough sell. 

Despite attempts to distance them- 
selves from Napster, the P2P start-ups 
have much to thank the embattled music 
service for. Napster gave credibility to the 
technology, proving that large-scale P2P 
networking using lowly personal com- 
puters is not only possible but can also be 
extremely powerful. 

Actually, the concept is far from new. 
When the Internet’s original architects 
built the “network of networks”, comput- 
ers were connected in peer fashion. Many 
of the services that made the Internet 
what it is today—eg, the Domain Name 
Service (DNS) directory, Usenet news- 
groups and countless other features— 
were based on peer-to-peer architectures. 
But in those days, computers were hulk- 
ing mainframes and there were far fewer 
of them tethered together. 

The return of peer-to-peer came by 
way of a messaging platform. In 1996, a 
young Israeli firm called Mirabilis 
launched its popular 1cQ (“I seek you”) 
instant-messenger service using a peer- 
to-peer architecture to send messages be- 
tween PCs connected to the Internet. Nap- 
ster went several steps further, thanks to 
the faster microprocessors, greater storage 
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capacity and faster connection speeds 
that had then become available, tying PCs 
together to share files over the Internet. 

The most important lesson of Napster 
is that, surprisingly, people are willing to 
open their computers to, and share files 
with, complete strangers when they see 
value in doing so. In the process, they 
have shown how really large computer 
networks can be created rapidly through 
the piecemeal contribution of millions of 
individual pcs, each of which functions 
as a server as well as a client. Looked at 
this way, Napster has, in effect, 40m serv- 
ers and systems administrators, keeping 
the network’s management and infra- 
structure costs to a minimum. 

Compared with corporate software, 
however, Napster is a simple program 
that does one thing—sharing music files. It 
is also not a pure P2P system. It uses a cen- 
tral server to link computers together to 
avoid the complexity of other peer-to- 
peer programs such as Gnutella, a file- 
sharing program popular among the 
high-tech community. Compared with 
Napster, Gnutella is nowhere near as easy 
to use and illustrates the danger of shar- 
ing files, including viruses that can spread 
quickly throughout a network. 

But what exactly is peer-to-peer com- 
puting? Like many other networking 
ideas, peer-to-peer is not a single concept, 
but a wide array of technologies. For 
some, peer-to-peer means that the pc and 
the server are one and the same thing. For 
others, it means that each PC’s resources 
are shared with all other pcs. And for still 
others, it means that the network is itself 
the “computer”. Purists define peer-to- »» 
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> peer as an architecture devoid of any 
form of centralisation. Pragmatists say itis 
simply a computer architecture that uses 
a central server but with peers that are all 
independent. 
Perhaps the most articulate definition 


. is offered by Clay Shirky, a venture cap- 


italist and leading light in the peer-to-peer 
community. Mr Shirky links peer-to- 


_- peer’s rise to the constraints of the DNS, 
P 





the database that assigns addresses for 
computers connected to the Internet. At 
its most basic, says Mr Shirky, peer-to- 
peer is a swathe of applications that har- 
ness resources at the far edges of the In- 
ternet, where the machines have 
complete freedom (or, at least, significant 
autonomy) from the central servers. How- 
ever, because such resources—Pcs today, 
but mobile phones, PDAs (personal digi- 
tal assistants) and other appliances in the 
near future—are-often attached to mo- 
dems that are allocated new addresses 
each time they dial their Internet service 
providers, Mr Shirky insists that pap sys- 
_ tems must use something other than DNs 
to link their machines together. 

Under this definition, Napster is peer- 
to-peer because of the alternative DNs ar- 
rangement it employs (essentially the 
user’s login name) and because of the in- 
dependence of the computers involved. 
So, too, are instant-messenger services 
such asicg and America Online’s Instant 
Messenger (AOL acquired 1CQ in 1998), 
both of which transcend the traditional 
DNS architecture and devolve connection 
management to the individual machines. 
E-mail, by contrast, is not a P2P system be- 
cause it relies on a central server. 


- Four applications in one 
Altogether, peer-to-peer encompasses 


-< four separate activities: collaboration 


among users, interaction between soft- 
ware applications, efficient use of net- 
work resources, and supercomputing. 
The most prominent among these are the 
collaboration systems being developed 
by newcomers such as Groove Networks 
of Boston, Massachusetts, Endeavors 
Technology of Irvine, California, and 
- Ikimbo of Herndon, Virginia. These sys- 
tems combine Napster’s file-sharing abili- 
ties with the instant-messaging capability 
of ICQ, all in a secure environment. Their 
main attraction is in encouraging ad hoc 
file sharing and communications among 
work-groups. 

With Groove, for instance, workers can 
connect to colleagues in “virtual environ- 
ments” to pursue all manner of collabora- 















“Like many other networki ng ideas, P2P is nota 
single concept, but an array of technologies.” 


tive work, ranging from brainstorming 
and event-planning to sharing docu- 
ments and surfing the Internet together. 
Groove’s system, like others, informs each 
user when colleagues (“buddies”) are on- 
line, identifies them, and allows a user to 
connect to them from anywhere. Most im- 
portant for the business world, once the 
software is launched, the service creates a 
secure space for users to communi- 
cate—be they on the Internet or on a priv- 
ate Intranet behind a corporate firewall. 
There is no need to involve the company’s 
service engineers; no need to establish 
some form of central organisation; and lit- 
tle concern about strangers gaining access 
to the corporate network. 

Most of the other start-up firms de- 
veloping collaborative p2p software offer 
variations on the same theme. What dif- 
ferentiates the likes of Groove and Open- 
Cola of San Mateo, California, is their 
emphasis on building a peer-to-peer plat- 
form, upon which other software de- 
velopers can add further functions. One 
way of doing this is to use the powerful 
XML (extensible mark-up language) pro- 
tocol that allows developers to specify 
not only the layout of web-pages but also 
the nature of their content. 

Despite all the attention given to 
collaboration, systems that allow soft- 
ware applications to interact with one an- 
other in a p2P fashion may be among the 
most promising. Systems from Oculus 
Technologies, NextPage and OpenDesign 
tie distributed data together for e-busi- 
ness, product design or knowledge man- 
agement. Such programs use peer-to-peer 
as a means for sending data inputs and 
outputs from one application to another, 
or for linking countless machines into one 
giant database, maintaining the original 
producer’s ownership of, say, research 
data or price lists while allowing contrac- 
tors to use them. 

Software-interaction technology per- 
mits companies to break down complex 
problems into smaller, more manageable 
ones, says Chris Williams, the chief exec- 
utive of Oculus in Boston. The best part 
about such systems is that the process of 
collating data and ensuring that they are 
current is handled by those who produce 
them, which ensures that they are accu- 
rate and up-to-date. That makes it ideal for 
such applications as online exchanges 
and stock trading. Liquidnet of New York 
and WorldStreet of Boston, are both 
building buy-side systems aimed at Wall 
Street. The former aims to deliver a peer- 
to-peer trading system for a large (anony- 


mous) pool of buyers, while the latter is 
developing tools for portfolio managers, 
analysts and traders. 

Another area where interaction soft- 
ware’s ability to deliver up-to-date in- 
formation counts is searching the 
Internet. Typical search engines in use to- 
day deliver content that is at best 24 hours 
old. Even then, most search engines 
dredge up only a fraction of the informa- 
tion that is available on the Internet. 
OpenCola and Infrasearch, formerly in 
San Mateo but recently acquired by Sun 
Microsystems, are developing the next 
generation of search engines. These will 
use peer-to-peer techniques to deliver 
more timely and comprehensive in- 
formation for media groups and other 
large content owners. | 


Hardest sell 

Meanwhile, a number of young firms, in- 
cluding MojoNation of Mountain View, 
California, are working to create resource- 
utilisation programs that harness p2p’s 
ability to store files, distribute content and 
share the processing power of other ma- 
chines. The goal here is partly to cut costs 
on such hardware as storage, servers and 
other equipment, butalso to help manage 
traffic on the network. Of all the potential 
services offered by p2p, this could be the 
hardest sell. There may be too many pro- 
blems associated with security and com- 
plexity—not to mention the plummeting 
cost of storage and servers—to make such 
peer-to-peer services practical. Also, such 
services appear to be going up against the 
likes of Akamai, a firm whose caching 
technology helps speed the performance 
of websites. As the sceptics point out, of- 
fering savings on things that are only mar- 
ginal costs anyway is hardly a viable 
business model. 

Finally, there are the distributed com- 
puting services that deliver supercomput- 
ing power to companies needing massive 
number-crunching capacity occasionally 
but unwilling to pay millions of dollars 
for it. Essentially, the technology being 
developed by firms such as United De- 
vices of Austin, Texas; Entropia of San 
Diego, California; and Applied Meta of 
Cambridge, Massachusetts, breaks down 
large computations into small parcels that 
can be distributed among computers teth- 
ered to a network. Each pc simulta- 
neously computes the data and returns 
the results to a central computer that as- 
sembles the parts into a whole. 

The process can be used, for instance, 
to farm out individual frames of digital » 
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> animation to different pcs for simulta- 
neous rendering, and then to recombine 
the rendered frames into a fluid sequence. 
Once you add up the thousands or even 
millions of computers that can be roped 
in to do such calculations, the result is a 
parallel supercomputer with many tera- 
flops (trillions of “floating point” opera- 
tions per second) for a fraction of the cost 
of a supercomputer such as 1BM’s chess- 
playing champion, Deep Blue, or its forth- 
coming protein-folding colossus, Blue 
Gene. 

The supercomputing start-up firms 
reckon that there are fortunes to be made 
from selling this kind of service to compa- 
nies. The applications could be anything 
from genetic research to financial Monte 
Carlo probability simulations. Most of 
the firms in question are addressing pro- 
blems that require brute force number- 
crunching—such as digital rendering, en- 
gineering design, pharmaceutical 
research and financial modelling. 

Ironically, one of their bigger advan- 
tages is that distributed computing can be 
made to work with a wide variety of Unix 
and Windows programs that are available 
off the shelf, opening the door to far more 
potential customers. Supercomputers, by 
contrast, require specialised, custom- 
made software that can take years to write 
and cost millions of dollars. 

Still, questions remain about whether 
companies are prepared to trust anony- 
mous computer users around the world 
who may accidentally or maliciously 
tamper with their precious data. Not sur- 
prisingly, most of the young P2P firms are 
designing their bread-and-butter applica- 
tions for enterprises that are large enough 
to do their distributed processing in- 
house. Most of the fledgling firms offering 
distributed supercomputing claim to 
have eager customers lining up. But an- 
alysts question how large this particular 
market can really become. Indeed, the clo- 
sure of one start-up, Popular Power, in 
March, hints at the hardships that lie 
ahead. However, the distributed-comput- 
ing folk insist that today’s venture-capital 
market should not be taken as a measure 
of their future prospects. 

As businesses go, peer-to-peer could 
not have happened at a worse time. Ven- 
ture capital has dried up and companies 
have been less willing to spend on such 
projects. Despite the recent meltdown in 
high-tech investment, some $300m has 
poured into peer-to-peer companies, reck- 
ons Larry Cheng, a partner at Battery Ven- 
tures, a venture-capital firm based in 
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Wellesley, Massachusetts. The best 
funded so far have been Groove, which 
has already garnered $60m; Entropia, 
which has collected $29m; NextPage, 
which has received $20m; and United De- 
vices, which has $13m. Apart from these 
four companies, there is going to be little 
fresh capital for many of the other peer- 
to-peer ventures. 


Dropping like flies 

Would that signal the end of commercial 
p2P? Not necessarily. Even as the first 
swarm of peer-to-peer companies drop 
like flies, the know-how will permeate all 
manner of applications developed for 
large enterprises by Microsoft, Oracle, 
Sun Microsystems and others. Those be- 
hemoths have worked to emphasise their 
backing of the technology in recent 
months. Intel, the first big company to 
back peer-to-peer, has thrown its weight 
behind the technology, investing in sev- 
eral start-ups and helping guide the peer- 
to-peer working group to develop stan- 
dards. Meanwhile, Microsoft unveiled in 
April its Project Hailstorm, as part of its 
software-as-service initiative (“.Net”), 
which features peer-to-peer services 
prominently. Not to be outdone, Sun Mi- 
crosystems unveiled its JxTA (pro- 
nounced “Juxta”) set of standards for an 
open-source P2P platform. Sun also has 
begun investing in the area—most re- 
cently by acquiring Infrasearch for a re- 
ported $10m. 

But for all the problems associated 
with the technology and financing, it is 
the psychology of the modern workplace 
that will make peer-to-peer a force to be 
reckoned with. The past decade has seen 
a dramatic shift in the nature of work. 
Company boundaries have grown wider, 
tying customers and suppliers ever closer, 
and increasing their reliance on tempo- 
rary workers and consultants, while de- 
pending ever more on ad hoc 
work-groups. According to Daniel Pink, 
the author of “Free Agent Nation”, such a 


workplace is increasingly devoid of fixed 
structures and clearly defined social and 
professional roles. Peer-to-peer matches 
the behaviour of modern corporations 
rather well. 

Bonnie Nardi, an anthropologist at 
Hewlett-Packard in San Jose, California, 
who has studied the way people work to- 
day, has identified the rise of ad hoc net- 
works as one of the most fundamental 
innovations in the workforce in recent 
years. These networks, which Ms Nardi 
calls “intensional networks”, because of 
their intentional nature and inherent ten- 
sion with other structures, have becomea 
significant extension of work—and, 
increasingly, of the corporation itself. In 
turn, such self-managed messaging sys- 
tems as ICQ and other peer-to-peer tools 
for collaboration then become the centre 
point of such networks, allowing users to 
contact peers freely, easily, and on their 
own terms. 

Preliminary case studies of peer-to- 
peer applications confirm such trends in 
the business world. For example, United 
Technologies of Hartford, Connecticut, 
has used Oculus’s interaction system to 
tie its engineering and design systems to- 
gether, linking numerous databases and 
allowing its disparate design and de- 
velopment teams to communicate better. 
In the process, the system reduced the 
flow of wrong or out-dated information 
among the design teams, saving millions 
of dollars. In a similar manner, Ford Mo- 
tor Company of Dearborn, Michigan, has 
used the Oculus system to speed up its 
evaluation of design changes needed for 
improving fuel efficiency. The ability to 
link information across all of its applica- 
tions and systems has allowed Ford to 
perform its design iterations much faster, 
saving the company anywhere from $5m 
to $15m per vehicle design programme. 

Does all this mark the death of the cor- 
porate server? Far from it. Computer sci- 
entists note that, in the commercial world, 
peer-to-peer is appropriate only for appli- 
cations that require direct communica- 
tion. Indeed, the server will continue to 
reign supreme on the company’s network 
for managing personnel and payrolls, en- 
terprise planning and much more. In fu- 
ture, however, the server will provide 
higher level services instead of such me- 
nial chores as simply doling out files. 
After all, peer-to-peer is not a business 
model but a computer architecture—in 
short, a way of thinking. In the scramble 
to cash in on the p2P phenomenon, many 
seem to have forgotten that fact. = 








Deis ere ES 
Portable power Mi niature fuel 
cells, refilled like cigarette 
lighters, could soon be replacing 
batteries in mobile phones, 
laptops and other gizmos 


P ICTURE a platoon entering hostile ter- 
rain. The location is too far from supply 
lines for bulky sensors or power-guzzling 
communications equipment to warn of 
an attack. Exposed and uncertain of the 
enemy’s movements, the soldiers scatter 
handfuls of microsensors hither and yon 
throughout the danger zone—to sense 
sound, motion, body heat, human smell, 
even the metal of the enemy’s weaponry. 
The devices contain communications 
chips that warn of danger by beaming 
low-powered optical or radio signals to a 
portable control unit at the camp. Best of 
all, the coin-sized detectors are so cheap 
that the platoon simply leaves them be- 
hind when it moves on. 

This scene is not as fanciful as it 
sounds. Even during the Vietnam war, the 
American armed forces were scattering 
portable sensors along jungle trails, 
though at huge cost. As the know-how for 
micromanufacturing such devices moves 
from the laboratory to the shopfloor, sen- 
sor/transmitters will become cheap 
enough to scatter-and-forget, like so many 
spent cartridge shells. But the same pro- 
blem that plagued the Pentagon’s micro- 
sniffers three decades ago still remains: 
the batteries needed to power them are 
far too bulky to do the job. 

The trouble is that battery systems are 
pushing the upper limits of specific en- 
ergy-the number of watt-hours they can 
store for a given weight. The best that con- 
ventional batteries can achieve theoreti- 
cally is 300 watt-hours per kilogram 
(wh/kg), though most manage barely 
half that in practice. And that is nowhere 
near enough for the armed forces. The 
Pentagon wants to deploy portable equip- 
ment needing 1,000Wwh/kg by 2003 and 
up to 3,100wh/kg by 2006. The physical 
properties of batteries make it impossible 
for them ever to achieve such heady goals. 
A wholly different form of portable 
power is therefore needed. 


Batteries not included 





The armed forces are not the only cus- 
tomer for a battery replacement. The next 
generation of mobile phones, laptop 
computers and personal digital assistants 
will all come with wireless networking 
circuitry builtin to them, demanding ever 
greater amounts of portable power. Sam- 
sung, a South Korean electronics firm, 
Says its gadgets will need power sources 
capable of at least 500wh/kg within a 
few years. Experts believe that even the 
most advanced lithium-polymer batteries 
could fall short of what will soon be in de- 
mand by a factor of ten. Hence the race 
around the world to find replacements for 
today’s lightweight batteries. The best 
hope so far looks like being a miniatur- 
ised version of the fuel cell—the power 
source on board the Apollo spacecraft and 
now being tested for electric cars. 


A thousand times smaller? 

Essentially, a fuel cell is a battery that runs 
for as long as some form of external fuel is 
supplied. There are various types of fuel 
cell, but the most promising is the so- 
called “proton-exchange membrane” 
(PEM) fuel cell that turns hydrogen fuel 
and oxygen from the air into electricity 
and water. 

A PEM fuel cell is made up of two elec- 
trodes (a cathode and an anode) with an 
electrolyte in the form of a polymer mem- 
brane between them. At the anode, the 
hydrogen atoms surrender their electrons 
under the influence of a platinum cata- 
lyst. The membrane is designed so that 
the stripped-down hydrogen atoms (ie, 
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positively charged protons) can pass 
through it to the cathode, but the liberated 
(negatively charged) electrons have to go 
the long way round to the cathode via an 
external circuit. When the protons reach 
the cathode, they meet up with electrons 
and combine with oxygen from the air. If 
the fuel cell is fed hydrogen direct, the 
only exhaust products are water vapour 
and heat. If that hydrogen is derived from 
methanol, then some carbon dioxide is 
also produced. 

Can PEM fuel cells, which weigh 100 
kilograms or more when used in proto- 
type electric cars, be shrunk 1,000-fold to 
the size of a torch battery? Three factors 
are encouraging researchers at least to try. 
First, fuel cells sipping methanol or hydro- 
gen have far higher energy densities than 
batteries to start with. Second, fuel cells 
can run for longer periods before needing 
to be refuelled. Third, refuelling can be 
done in seconds, unlike rechargeable bat- 
teries, which need an hour or more to be 
replenished. With fuel cells, users can 
simply replace spent fuel cartridges with 
new ones—in much the same way that 
low-powered dry batteries can be 
swapped when exhausted. 

That is a heady vision—but not an out- 
landish one. In fact, fuel cells are likely to 
be used commercially sooner as portable- 
power units than as power sources for 
electric cars. For one thing, the portable- 
power business faces none of the tricky 
questions that plague fuel-cell car makers, 
such as where and how drivers will refill 
their fuel tanks with hydrogen or metha- 
nol. Mobile-phone users in future will be 
refilling their fuel-cell energy packs using 
capsules of methanol bought at kiosks or 
a newsagents, like butane for a cigarette 
lighter. 

The best argument by far for the minia- »» 
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» ture fuel cell, however, is cost. Today’s re- 
chargeable batteries are exorbitantly 
expensive, costing $10,000 or more per 
kilowatt~compared with $50 per kilo- 
watt for a typical petrol engine. So, as a re- 
placement for rechargeable batteries, fuel 
cells do not have to meet tough cost crite- 
ria, unlike the brutal competition they 
face with the petrol engine. As Jerry Hall- 
mark of Motorola, an American electron- 
ics firm, puts it: “We can afford to pay a 
few dollars for just a few square cen- 
timetres of fuel cells, but the car compa- 
nies cannot.” 


Adventures in Lilliput 

While the dozen or so groups seeking to 
make miniature fuel cells all have their 
own proprietary approaches, they fall 
into two distinct camps. One side wants 
to build on technology that has been 
demonstrated to work well in electric 
cars~a classical PEM fuel cell that is fed di- 
rectly with hydrogen fuel—and then try to 
miniaturise it. The other side takes a rad- 
ically different approach that has yet to 
work even on the scale of a car engine. 
This involves feeding a PEM fuel cell di- 
rectly with methanol fuel—ie, without 
first “reforming” it to release its hydrogen. 

The attraction of the first approach— 
hydrogen fuel fed direct to the fuel cell—is 
that itis simple and works wellin cars and 
stationary power plants. All that research- 
ers now have to do is scale things down. 
But that may be easier said than done. 
Jesse Wainright of Case Western Reserve 
University in Cleveland, Ohio, is sceptical 
that the conventional “vertical stack” PEM 
system can really be scaled down, given 
the bulk of the fan, fuel pumps and other 
equipment that surrounds the stack. Also, 
such systems use high pressure to “push” 
the hydrogen through the stacks, since dif- 
fusion alone cannot do the trick. But high 
pressure is inappropriate for portable un- 
its that consumers handle and keep in a 
breast pocket. 

To get round the problem, Dr Wain- 
right’s team has turned to micromanufac- 
turing—a technique for fabricating 
miniature mechanical, chemical and bio- 
logical devices on silicon wafers using 
tricks borrowed from the semiconductor 
industry. The beauty of the process is that 
dozens, even hundreds, of identical de- 
vices can be made simultaneously on a 
single wafer of silicon. When finished, 
they are diced up into individual chips 
and packaged. 

To make its microscopic fuel cell, the 
Case team prepares silicon wafers in a 


“Medis’s miniature fuel cells are expected to sell for- 
around $15 each, and refills for $1 a cartridge.” 


semiconductor clean-room in the usual 
way. Then, using the semiconductor in- 
dustry’s standard lithographic tools, the 
fuel cell’s various components—the an- 
ode, cathode, electrolyte and current col- 
lectors—are built up sequentially on the 
silicon substrate by repeatedly depositing 
thin films of metals and polymers, while 
selectively etching the unneeded bits of 
the structure away in baths of solvent. On 
a second wafer, holes are etched to allow 
the hydrogen to enter the cell and the two 
wafers then sealed as a sandwich. 

The device is far from finished. Dr 
Wainright’s group has yet to figure out 
how to dice up and package the sand- 
wich, so that the microelectronics inside 
are protected but the fuel cell and its asso- 
ciated sensors get access to the air they 
need to operate. One innovation the team 
has made is to adopt a planar configura- 
tion for the fuel cells, a technique that Mo- 
torola has also used in its own micro- 
machined fuel cell. Because they lie 
side-by-side horizontally rather than in a 
traditional vertical stack, all of the cath- 
odes are exposed to the air and all of the 
anodes exposed to the fuel. This makes 
fans and pumps unnecessary. Unfortu- 
nately, exposure to air affects shelf life. 

The other big problem with the direct- 
hydrogen PEM approach is the gas itself. 
Hydrogen has such a low density that 
packing meaningful quantities of it with- 
in a given volume is tricky. This is a pro- 
blem even in cars, let alone mobile 
phones or laptops. Since compressed hy- 
drogen gas is out of the question, re- 
searchers are looking into various forms 
of reversible storage. The most exciting, al- 
beit most speculative, idea for storing hy- 
drogen involves so-called carbon 
nanotubes. Like diamond and graphite, 
these are crystalline forms of carbon. The 
attraction is that they have been shownin 
the laboratory to store and release large 
quantities of hydrogen gas. But turning 
such an intriguing possibility into a prac- 
tical reality could take decades. 

A better bet for the time being is to 
store the hydrogen in various metal hy- 
dride compounds. These work, but—like 
batteries—they can be unacceptably 
heavy. The other promising area of re- 
search involves chemical hydrides. The 
team at Case is investigating sodium bo- 
rohydride (used in the famous detergent, 
Borax) as a means for storing hydrogen. 
The snag is that the performance of such 
chemical systems is affected by gravity. So 
stores using chemical hydrides only work 
in a particular orientation. Getting 


around this means adding pumps and 
motors-something that is not really prac- 
tical in portable gizmos. Dr Wainright’s — 
team is trying to lick the orientation pro- 
blem by using surface tension to neutral 
ise the effects of gravity. But it could be — 
three years or so before there is anything _ 
to show. a 


Mad about methanol 


For all these reasons and more, most of 


the work on portable-power supplies in 
recent years has focused on the rival 
DMFC (direct methanol fuel cell) ap- 
proach. When used in a fuel cell for 
powering an electric car, methanol can- 
not be used directly as fuel. Normally, its 
chemical structure has first to be reformed 
in a bulky, high-temperature unit tha 
separates the hydrogen from the carbonin. 
the fuel. The big breakthrough came in the 
early 1990s when a team at the Californi 
Institute of Technology’s Jet Propulsion 
Laboratory QPL) in Pasadena, California, 
managed to produce electricity by feeding 
methanol direct to a small pem cell. 

This advance, if translated into a work- 
able product, could prove the key to crack- 
ing the portable-power problem. That is 
because methanol has several properties 
that make it a more attractive fuel than hy- 
drogen for portable applications. For a 
start, unlike hydrogen, methanol is a liq- 
uid at room temperature, which makes 


handling easier. For the same reason, 


given quantity of methanol in norm 
conditions has a much higher energy den: 
sity than hydrogen. 
Unfortunately, DMEcs have problems 
of their own. A thorny one is that th 
membrane used in PEM cells (Nafion, 
polymer made by DuPont) is permeable 
to methanol and water. This is not a pro- 
blem in direct hydrogen fuel cells, where 


the only inputs are pure hydrogen gasand 
oxygen from the air. However, because 
methanol can easily contaminate the | 


cathode, it is usually diluted with water- 
before being fed to a DMFC. Both the fuel — 
and the water then ooze through that 
membrane, which greatly reduces the effi- 
ciency of the reaction~causing up to a 
fifth of the fuel to be lost as a result. Also, 
the migration of water across the mem- 
brane floods the cathode, inhibiting its ac- 
cess to oxygen from the air. 

One way to remedy this is to create an 
“active” system, with pumps to recycle 
the water that has crossed over, and then 
regulate the methanol concentration. 
While this works, the result is too cumber- 
some for portable use. As a result, re- » 








> searchers use an aqueous solution with 
less than 10% methanol. This reduces the 
crossover problem to more manageable 
levels, but the power density of the fuel 
cell suffers as a result. 

As a result, some have turned to tinker- 
ing with the DMFc’s various compo- 
nents. On membranes, for instance, a 
group from JPL and the University of 
Southern California in Los Angeles has re- 
placed the Nafion membrane with an “in- 
terpenetrating polymer network” that 
reduces crossover by 90%. A fuel cell using 
this form of membrane is now being 
tested for the Pentagon. JPL is hoping to 
put together a “flatpack”—about the size 
of a battery used by a mobile phone—that 
can produce an impressive 800 milliwatts 
of power. 

Others think that the membrane is not 
the problem. Shimshon Gottesfeld, head 
until recently of the DMFC programme at 
Los Alamos National Laboratories in New 
Mexico, claims that his team has already 
dramatically reduced methanol crossover 
losses to less than 10%, without changing 
the membrane. This was achieved in- 
stead through clever design of the mem- 
brane/electrode assembly and other 
components of the fuel cell. Dr Gottes- 
feld, a leading light in the business, has re- 
cently been poached by Mechanical 
Technology of Albany, New York, which 
has licensed a range of DMFC patents 
from Los Alamos. 

Yet others are betting on catalysts. The 
chief problem here is that present cata- 
lysts rely on pricey materials such as plati- 
num. The DMFC starts at a disadvantage 
because it needs at least ten times more 
platinum than a hydrogen PEM cell to 
achieve a comparable power output. 
Techniques such as “sputter deposition” 
may yet allow big reductions in the 
amount of platinum needed without a 
corresponding loss of power. 


Manna from heaven? 

Fuel cells still have some way to go before 
they dislodge batteries. However, there is 
a wild card that could turn the entire 
DMFC world on its head. Medis Technol- 
ogies of New York claims to have solved 
the crossover problem that bedevils the 
DMFC with an entirely different ap- 
proach. Rather than using a solid mem- 
brane as an electrolyte, the firm’s fuel cell 
uses a liquid alkaline electrolyte. This ap- 
proach echoes the original research in this 
area in the 1960s, but with a difference: 
the internal architecture that Medis Tech- 
nologies has come up with actually 
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Forerunner of a pocket-sized fuel cell 


seems to work. 

As a result, the firm is able to use a 
much higher concentration of methanol 
fuel (around 30%), which boosts the sys- 
tem’s power output. This approach also 
eliminates the need for complex fuel-mix- 
ing chambers and “microchannels” to 
spoon-feed the fuel. Instead, the firm's 
methanol mixture goes directly into the 
fuel cell. Robert Lifton, chairman and 
chief executive of Medis Technologies, 
boasts that his company’s fuel cells are so 
flexible they can run on any alcohol. 
“We've got a lot of Russian researchers,” 
he says, “and they’ve even got it running 
on vodka.” 

The firm claims that its laboratory test 
cell, unveiled at a recent conference in 
Washington, DC, organised by the Knowl- 
edge Foundation, already achieves a 
power density of some 60 milliwatts per 
square centimetre. (The best that conven- 
tional DMFcs have managed so far is 
around 4 milliwatts per square cen- 
timetre.) By the end of 2001, the company 
expects to improve its fuel cell’s power 
density to 80 milliwatts per square centi- 
metre—about that needed for a mobile 
phone. Researchers expect to get ten 
hours of life from such a unit. This falls 
short of the firm’s goal of a month’s use 
without recharging, but it expects to dou- 
ble its fuel cell’s life over the coming year. 

Medis Technologies is now building a 
pilot plant in Israel and hopes to have a 
commercial product by 2003 or 2004. Mr 
Lifton sees his firm’s business model as 
being similar to the replacement strategy 
pioneered by Gillette: sell the razor (or 
fuel cell) cheap and reap profits from 
hooking customers on a proprietary type 
of blade (or refill cartridge). Once fully 
commercialised, Medis’s miniature fuel 
cells are expected to sell for around $15 
each, and refills for $1 a cartridge. 

Many DMFC veterans remain sceptical 
about such claims. But Mr Lifton can 
point to two high-profile partnerships his 
firm has signed recently with multina- 
tionals: General Dynamics, an American 





defence contractor, which is keen to sell 
the technology to the Pentagon; and Sa- 
gem, a French electronics maker, which 
wants to incorporate that technology into 
its mobile phones. 


Burning a hole in the pocket 

While some firms involved in miniaturis- 
ing the fuel cell claim they will have com- 
mercial products within a year, most 
experts think it will take more like three to 
five years before a viable product be- 
comes available for laptops and mobile 
phones. 

That is why some companies are tak- 
ing interim steps before tackling the tough 
commercial market for mobile phones 
head on. Manhattan Scientifics of New 
York intends to launch its DMFC initially 
in the form of portable battery recharger 
rather than as a battery replacement. The 
firm has designed its fuel cell unit to be 
worn on the hip: while the phone is idle, 
its conventional battery will be recharged 
by the fuel cell. Motorola is also planning 
such a hybrid as its first step. Even Medis, 
which boasts a much bigger power out- 
put, plans to introduce its fuel cells as a hy- 
brid “fast recharger” first, and only later 
develop a full-fledged replacement for 
batteries. 

The advances made in miniaturising 
fuel cells are impressive. But so, too, are 
the remaining challenges. As one Sony ex- 
ecutive says: “I don’t want my mobile 
phone to wet my pants if I put it in my 
pocket.” He notes that the aviation au- 
thorities in many countries have banned 
methanol and hydrogen on board com- 
mercial aircraft. Unless such regulations 
are changed, Sony sees no future for fuel 
cells in laptop computers or mobile 
phones. Any fuel-cell unit for a mobile 
phone must also work safely at tempera- 
tures inside a pocket or handbag. 

That points to what may be the real test 
for this technology: consumer accep- 
tance. Ordinary users have never seen 
such “energetic” devices before, except 
perhaps in their cars. Unlike batteries, 
DMECS are sensitive to temperature; they 
must breathe air for survival; and they ex- 
hale carbon dioxide and water vapour. 
Before consumers rush to put such a de- 
vice in their pockets, they are sure to de- 
mand that fuel cells beat batteries hands 
down on cost and performance, if not on 
safety.JPL’s Dr Narayanan sums it up best: 
“Let's remember that batteries are nearly 
perfect in every way, except that they 
have to be recharged—and that is a very 
high hurdle indeed.” m 
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Beyond cruise control 


Transport Automated driving 
aids that will soon be fitted to 
cars willwarn motorists of 
possible accidents. They may 
even help them actively to avoid 
crashes 


D RIVING fast along a road outside Tu- 
rin, snow-capped mountains beckon 
in the far distance. A dog suddenly runs 
out into the road. A collision looks inev- 
itable when the driver fails to respond. At 
the last moment, the car executes a 
smooth, mathematically precise swerve 
around the dog and then returns to its 
lane. Throughout the manoeuvre, the 
driver’s hands do not touch the wheel. 
The Lancia Nea is no computer simula- 
tion, but a real, road-going vehicle— 
though, as a technology demonstrator, 
not something the public can buy. (The 
dog is aremote-controlled toy on wheels.) 

Motorists are understandably scepti- 
cal about cars that supposedly drive 
themselves. However, while auto-pilots 
for road vehicles remain a pipe-dream, car 
drivers may be surprised to learn how 
much technology designed to assist them 
is coming soon to their local showroom. 
These new models will not, of course, 
drive themselves. But their computer- 
aided sensors, decision-making software 
and the rest are intended to help motorists 
become both much safer and far better 
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drivers. Even weekend drivers could soon 
be avoiding accidents with the skill of Mi- 
chael Schumacher. 

The idea of driver assistance started 
with the cruise-control devices that first 
appeared in American cars in the 1970s. 
When switched on, cruise control relieves 
the driver of the task of accelerating or 
braking to maintain a constant speed ona 
highway. Next came “adaptive” versions 
of cruise control, which appeared in Ja- 
pan more recently. These relieve the 
driver of having to brake or accelerate in 
order to maintain a constant distance 
from the car in front. In the rest of the 
world, adaptive cruise control (Acc) has 
been an option only on luxury models, 
such as the Mercedes s-class and the Jag- 
uar XKR. By the end of 2001, however, 
ACC will find its way into more ordinary 
cars. Fiat, for instance, is about to make it 
an option on its mid-range Punto models. 

Researchers are tinkering with even 
cleverer forms of driver assistance—in- 
cluding collision warning, hazard avoid- 
ance, lane keeping, urban stop-and-go 
cruise, rural cruise and even control sys- 
tems that stop cars from breaking the 
speed limit. The underlying idea is to add 
assistance to the driver, rather than take 
control away from him. Apart from some 
applications that may prevent cars from 
speeding illegally, the motorist will still 
have to decide personally whether to 
switch the driver assistance on or to drive 
unassisted. And because the driver can al- 
ways override the computer assistance, 








he will remain in charge of the vehicle at 
all time—and therefore be legally 
responsible for it. 

The last thing that the car companies 
want is to be held liable for a driver's in- 
competence or lack of attention, no mat- 
ter how much he is assisted. It is bad 
enough when components such as tyres 
and structural members fail mechanically 
and cause accidents. Product liability in 
such instances has cost the car makers bil- 
lions of dollars so far. The thought that 
class actions might ensue for “computer- 
assisted accidents” sends shivers through 
the motor industry. 


Driving me crazy 

Most of the new generation of assistance 
devices are derivatives, in one form or an- 
other, of the adaptive cruise-control sys- 
tem. Acc works by detecting the distance 
and speed of the vehicle ahead. The easi- 
est way to do thisis to use a small onboard 
radar system. This has the advantage of 
being accurate, reliable, cheap, capable of 
working at night and, given the right op- 
erating frequency (76-77 gigahertz is usu- 
ally chosen), unaffected by rain or the 
moisture in fog. 

The distance between the two vehicles 
is calculated, to within a few centimetres, 
using the time that it takes for pulses of 
the radar beam to travel to the car ahead 
and bounce back. By contrast, the speed 
of the car aheadis determined by measur- 
ing how the frequency of the radar beam 
echoed back has been altered by the Dop- 
pler effect. The difference in frequency be- 
tween the transmitted and received 
signals (ie, the Doppler shift) gives a mea- 
sure of how much faster or slower the ve- 
hicle ahead is travelling—just as the drop 
in pitch of an ambulance’s siren indicates >» 





> that it has passed you and is now getting 
farther away rather than closer. 

Although acc may not seem all that 
different from conventional cruise con- 
trol, many safety engineers see the addi- 
tion of radar detection as the key to a 
whole array of new sensors capable of 
improving the driver’s knowledge of his 
immediate surroundings. In doing so, all 
the additional information pouring into 
the car gives the driver a far better early- 
warning system of trouble ahead—ex- 
tending, in a sense, the perimeters of the 
vehicle and creating what researchers like 
to think of as a “virtual crumple zone”. 

Well, maybe. But not all safety experts 
think that acc is such a great idea. Robert 
Ervin, a senior researcher at the Univer- 
sity of Michigan’s Transportation Re- 
search Institute, says that not enough is 
known about a driver’s readiness and 
ability to intervene in an emergency, 
when he is relying on such semi-auto- 
mated systems. What research there is 


“Even weekend drivers could soon be avoiding 
accidents with the skill of a Schumacher.” 


suggests that it is hard for humans to re- 
main vigilant when something they are 
watching out for happens only rarely. Dr 
Ervin finds that drivers using acc tend to 
divert their attention away from driving. 
Because “headway conflicts” are the big- 
gest burden in driving, removing them 
may cause drivers to reduce their vigi- 
lance unintentionally. 

Hence the need for something to jar 
them, periodically, back to their senses. 
So, hot on the heels of acc, expect to see 
safety systems that warn of potential col- 
lisions ahead. Forward crash warning 
uses the same radar-sensing technology 
as adaptive cruise control, and could be 
used with or without the acc activated. 
Imagine you are driving along a road and 
another vehicle suddenly pulls out ahead 
at a distance less than that needed by the 
ACC's deceleration setting to slow your 
car down in time. In such circumstances, 
an alarm would be triggered to warn you 
to take emergency measures. 





It is now common in America to fit a 
collision-warning system (Cws) to com- 
mercial vehicles, especially large trucks. 
Eaton Corporation, a leading manufac- 
turer of automotive components based in 
Cleveland, Ohio, supplies cws units for 


around $3,000 to fleet owners wanting to 


reduce accidents and related costs (such 
as litigation and insurance). The system 
has front and side radar and can track up 
to 20 vehicles at a time. Warnings are sent 
to the driver only on those vehicles in the 
truck’s own lane. When the truck is travel- 
ling around a bend, a sensor calculates 
the turning rate, and the shape of the ra- 
dar-reporting zone is changed to match 
the line of travel. Eaton claims that fleets 
using CWS see a 73% reduction in acci- 
dents. Meanwhile, Delphi Automotive 
Systems of Flint, Michigan, is developing 
a collision-warning system that detects 
objects 360° around the car. 

If government-sponsored research 
goes as planned, a number of buses in 
America will get cws by the end of 2001. 
But Cws will need to be a whole lot 
cheaper and smarter if it is to be fitted to 
private cars. Professional drivers are far 
more tolerant of alarms than everyday 
drivers. So careful thought will have to be 
given to deciding what hazards to report 
to the average driver and from what quad- 
rant—ahead, either side, or the rear as 
well. If the alarm goes off too frequently, 
many motorists will switch the cws off, 
or simply ignore its warning. 

Closer to market, however, is a modifi- 
cation to ACC known as an emergency 
braking aid. This uses the radar sensing 
and brake activation of acc to improve 
the braking response. A small, additional 
braking force is provided when the radar 
sensors detect an emergency. The system 
does its stuff during the four-tenths of a 
second that it takes from when the foot 
first hits the pedal to when the brake pres- 
sure rises to its working threshold. Al- 
though the device shaves only one-tenth 
of a second off the braking lag, it is 
enough to reduce speed by 5kph in most 
cases—and every little bit helps in an 
emergency. This is already standard 
equipment on DaimlerChrysler’s Mer- 
cedes s-class and st-class cars. 

Much further ahead are the full emer- 
gency braking and forward collision- 
avoidance systems under developmentat 
Fiat, Nissan, DaimlerChrysler, Volvo and 
elsewhere. Here again, the technology is 
based on the acc concept, although the 
sensors used in this case take into account 
stationary objects as well as moving ones. >> 
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Internet grows we're giving 
people what they want, where 
they want it. That’s why, as 
part of its end-to-end Mobile 
Internet solutions, Ericsson 
brings together network 
operators and application devel- 
opers to build exciting new 
services for every local market 
around the world. News. 
Music. Games. On-line shopping. 
The kind of services customers 
will actually use. Every day. 
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WE DIDN'T JUST JUMP ON THE 
INFRASTRUCTURE BANDWAGON. 


WE BUILT IT. 
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It's time to set the record straight. Long before our competitors even added the word 
“infrastructure” to their vocabulary, we were busy creating it. Since we first launched 
Unicenter; it has become the de facto global standard for managing eBusiness 
infrastructure. But we didn't stop there—we’re also the world leader in security and storage 
software. Every day, our software handles over 180 million transactions, protects $50 billion 
in wire transfers and stores 40 million security exchanges. Expertise doesn’t happen 
overnight. It’s taken 25 years of hard work and leadership to get to be the best. So 
when we say you can trust every one of our 18,000 employees around the world to deliver 


the software and service that your eBusiness’ success depends on, we really mean it. 
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DaimlerChrysler plays drumming sounds to the driver when the car drifts from its lane 


>» Nissan’s Advanced Safety Vehicle, a con- 
cept car developed with Japan’s Ministry 
of Transport, has automatic brake activa- 
tion to stop the car, or at least reduce its 
collision speed, when the driver fails to re- 
spond. Plenty of problems with such sys- 
tems remain to be solved. The single radar 
beam used in ACC, for instance, still gives 
too many false alarms for avoidance sys- 
tems to be effective. Braking systems that 
automatically bring a vehicle safely to a 
standstill, or dramatically reduce the en- 
ergy dissipated in a crash, look like taking 
at least three more years to perfect. 


On the straight and narrow 

Safety devices that warn the driver, or 
even correct his actions, when the car 
wanders from its lane, rely on visual sen- 
sors. A small digital camera keeps an eye 
on the road ahead, with the images pro- 
duced being processed continuously so as 





Pilots do it, why not motorists? 


to track the white lines making the lane. 
Any sideways deviation from that pattern 
causes the system to issue a warning. 
Lane-departure aids are about to be intro- 
duced in Japan by Subaru, Honda and 
Mitsubishi. Meanwhile, DaimlerChrysler 
has already started fitting lane-deviation 
systems to the trucks and buses it sells in 
Europe. 

The type of alert varies. Mitsubishi 
uses visual and aural messages along 
with vibration of the steering wheel. 
DaimlerChrysler uses a drumming noise 
that resembles the sound produced when 
driving over lane-marking studs. The 
noise is fed to loudspeakers on either the 
left or right of the car depending on the di- 
rection of drift. DaimlerChrysler re- 
searchers say that people respond to such 
a warning intuitively, and automatically 
steer in the correct direction. Meanwhile, 
over in Munich, BMW is experimenting 





with “force feedback”"—expressed as a 
slight increase in resistance of the steering 
wheel—to nudge drivers back into main- 
taining good lane discipline. 

Outside of Japan, lane-departure sys- 
tems—like collision-warning systems— 
will be introduced first in trucks and 
buses because of their cost. But they are 
still far from perfect. They can have difh- 
culty tracking lane markers around 
bends, and so may be limited (at least ini- 
tially) to use on expressways. 

A more exotic form of acc for country 
roads is being developed on prototype 
cars by an international consortium of 
European car manufacturers. This at- 
tempts to integrate anti-collision radar 
and road-recognition video sensors with 
global positioning information and a 
navigation map. The idea is to create a de- 
tailed and constantly moving map of the 
road ahead, which engages the car’s 
brakes and accelerator to ensure that cor- 
ners are not taken at the wrong speed. All 
the driver has to do is steer correctly. 

The region behind a vehicle is also 
benefiting from the use of radar or cam- 
eras to eliminate blind spots and warn of 
overtaking vehicles. Ultrasonic detectors 
work like radar but are better for short dis- 
tances (ie, up to five metres). They have al- 
ready been tested as parking aids and 
could also be used to detect pedestrians 
behind the vehicle. Another form of 
driver assistance being developed in Eu- 
rope is intelligent speed adaptation (see 
box on previous page). 

Many of these new driving tools are 
being developed in parallel and con- 
ceived as integrated systems. But their in- 
troduction is creating a whole set of fresh 
problems for vehicle designers. The de- 
mands of handling so much more digital 


information within the vehicle, not to » 





> mention all the additional power-drain- 
ing activators needed to do the job, are cre- 
ating the need for more powerful 
computing and more accurate GPS navi- 
gation, as well as beefier batteries and 
electrical systems. 

Then there is the whole issue of “drive- 
by-wire”—the use of digital signalling in- 
stead of mechanical linkages to connect 
the driver to the vehicle’s throttle, brakes 
and steering units. When drive-by-wire 
arrives, the impact on the various forms 
of driver assistance will be profound. 


All together now 

When will all the disparate driver aids 
come together? One engineer at Fiat reck- 
ons that, realistically, it will take seven 
years to combine forward and sideways 
collision-warning systems with collision 
avoidance. The main problem is that all 





the systems under development are 
based on a simple highway environment. 
As yet, none is suited for use on complex 
urban roads. To manage that, the systems 
will need to recognise, predict and re- 
spond correctly to children, animals, 
wheelchairs, road signs, pedestrian cross- 
ings, car doors suddenly opening, and 
“weak traffic participants” such as bicy- 
cles and motorbikes. 

It is for these reasons that aids for stop- 
and-go city driving have yet to appear. Ur- 
ban driver assistance will need a much 
richer set of onboard sensors—including 
lasers, as well as radar, video and ultra- 
sound—to provide the necessary accuracy 
and redundancy. Even then, the best that 
might emerge is a vehicle that promises 
merely to mitigate the effects of accidents 
rather than avoid them. The fully auto- 
mated motor car is still a long way off. So 


motorists will have to get used to a world 
of semi-automation. 

Not all automotive engineers are 
happy with even semi-automation. Some 
ask how driver assistance will affect traf- 
fic safety and flow. Others warn that com- 
bining ACc with automated steering is 
asking for trouble. The driver would be 
encouraged to “tune out” and become too 
dependent on the aid to handle situations 
manually when disaster strikes. They 
point to the lessons learned from the 
Three Mile Island nuclear accident, which 
showed that operators must never be al- 
lowed to become too dependent on auto- 
matic controls. Best that they be fully 
integrated into the control loop—like the 
train driver with a “dead-man’s handle” 
that applies the brakes if the hand falters. 

Dr Ervin notes that before even semi- 
automated cars hit the roads, questions 
need to be answered about such issues as 
cognition, perception, psychology, risk 
adaptation and vigilance. Beyond those 
lie even more fundamental questions 
about the roles of operators in control sys- 
tems generally. Should they be well- 
trained system managers who sit above 
the system but step in when things go 
wrong? Or should they be integral com- 
ponents that are wired into the system but 
free to exercise their special hands-on ex- 
perience and decision-making abilities as 
a team member the instant an emergency 
happens? 

Such differences in control philosophy 
go to the heart of a country’s historical 
and social beliefs. In parts of Europe and 
Asia where greater faith has been placed 
in dirigisme or central planning, there is a 
tendency to distrust the lowly operator 
and build control systems that report to a 
higher command. The same is largely true 
for societies that have nurtured an un- 
Shakeable faith in technology, as America 
had before Three Mile Island and the 
Apollo accidents. 

Whatever the design philosophies 
that researchers come up with, car makers 
the world over are going to be introducing 
various forms of driver assistance long 
before they have answered questions be- 
yond the simple ones of whether they can 
make the technology work. While all as- 
sistance is welcome, it would be a serious 
mistake if the driver were ever excluded, 
in even the smallest of ways, from the mi- 
nute-by-minute task of having one eye on 
traffic and obstacles to the side, and the 
other on what was happening in the rear- 
view mirror, while at the same time keep- 
ing both firmly on the road ahead. @ 





Bio-engineering With genetic 
cures for killer diseases still 
years away, bio-engineers are 
developing a range of 
mechanical organs to replace 
worn-out parts of the human 
body. Treating people with heart 
disease, liver complaints or 
diabetes could soon become 
more like repairing a motor car 


YA r once they seemed utopian, 
early promises by genetic engineers 
to stave off disease, replenish stocks of or- 
gans and rejuvenate populations now ap- 
pear unacceptable, even intimidating. To 
work these miracles of modern medicine, 
biologists need to explore genetic modifi- 
cation, stem-cell research and xenotran- 
splantation (use of animal organs in 
humans). But the public outcry against 
such research has resulted in most of it be- 
ing heavily regulated or banned outright. 

Making matters worse, these research 


tools have proved difficult to use in ther- 


apy. Even one of the least controversial, 
but most valuable, applications of such 
research—growing healthy adult organs 
from adult stem cells—now seems de- 
cades off. Without such technology, the 
shortage of donor organs and the growing 
toll of diabetes and heart disease will 
only get worse. 

The good news is that a number of 
companies are seeking remedies for such 
afflictions that avoid the political and sci- 
entific challenges posed by cloning. They 
are developing substitute blood and guts 
using traditional engineering metals, 
chemicals and plastics held together with 
nuts and bolts. Within a couple of years, 
repairing patients could be more like fix- 
ing worn out motor cars. 

According to the World Health Orga- 
nisation, heart disease is the deadliest ail- 
ment in the world. Thousands of patients 
need new hearts annually; most die wait- 
ing. In the next 25 years, as the number of 
diabetics worldwide doubles to 300m, 
the demand for fake pancreases will soar. 
Add to that an ageing population that is 
going to need better hearing, eyesight and 


The new organ-grinders 


livers. No surprise that the bionics indus- 
try is enjoying such robust growth. 

One of the most eagerly-awaited pro- 
ducts is artificial blood. Getting people to 
donate blood of different types in suffi- 
cient quantities is costly and time-con- 
suming for clinics. Much of it goes to 
waste. After six weeks, stored blood starts 
to spoil and must be discarded. Collection 
clinics must certify each donation to be 
free of diseases such as HIV and hepatitis. 
But as recent tragedies have shown, such 
tests are far from foolproof. When labour 
costs are included, the price of a typical 
250-millilitre unit of blood is $200-250. A 
proposal to filter out white blood cells, 
which may irritate some patients, could 
raise the price by a further $30-40. 

Companies that make artificial blood 
are eager to cater for this demand, which 
amounts to some 14m units a year in 
America alone. The market for artificial 
blood in the United States is supplied by a 
Canadian firm called Hemosol and three 
American companies, Biopure, North- 
field Laboratories and Alliance Pharma- 
ceuticals. Hemosol, Biopure and North- 
field manufacture solutions of purified 
haemoglobin, the molecule in blood that 
transports oxygen throughout the body. 
The Hemosol and Northfield products 
use haemoglobin that is harvested from 
human blood, while Biopure uses hae- 
moglobin purified from cows. Such pro- 
ducts are a sort of “eau de blood”, 
providing haemoglobin's oxygen-carry- 
ing capacity without any of its infectious 





or abrasive ingredients. 

Alliance’s product, called Oxygene, 
takes this a step further. Oxygene con- 
tains no animal or human blood products 
whatsoever, being a milky emulsion of 
salt water and a compound called perflu- 
bron. The attraction of perflubron is that 
its molecules stow oxygen in their core. 
When they float past oxygen-starved tis- 
sue, the perflubron molecules swap their 
oxygen for carbon dioxide more readily 
than does human haemoglobin. After a 
day or so in the bloodstream, the perflu- 
bron evaporates and is exhaled harm- 
lessly by the patient. All of these blood 
substitutes are disease-free, cost about the 
same as natural blood, and have a shelf 
life of one to three years. 

The best thing about artificial blood is 
that, containing no nasty proteins, it 
works with all blood types. Man-made or- 
gans are similarly compatible. Some get 
their universal appeal from the innocu- 
ous materials out of which they are made. 
Others make themselves acceptable by 
hiding their potential threats from the 
body's immune system. This special attri- 
bute of artificial organs in general—uni- 
versal compatibility—is what has 
kick-started the business and attracted the 
hot money. 

Not without reason. More than 75,000 
Americans are waiting for a suitable or- 
gan to be donated. Only one in three will 
be lucky enough to get a transplant. And 
those that do will have to remain on a 
harsh regimen of drugs for the rest of their 
lives—to prevent their immune systems 
from rejecting the foreign tissue. 


Have a heart 

The idea of a totally artificial heart has set 
medical pulses racing. The first working 
attempt to make such a device, Jarvik-7, 
was tried out in several patients during 
the early 1980s. The problem with Jarvik-7 
was that it required patients to remain 
constantly tethered to a machine the size 
of a refrigerator. Worse still, it caused 
deaths from clots and infection. Since 
then, artificial hearts have been used only 
as “bridges to transplant”—to tide patients 
over while a donor heart was found. 

That has begun to change. Several 
American and Canadian firms are now 
getting regulatory approval for artificial 
heart devices that will remain in the body 
permanently. One device called AbioCor, 
which is made by Abiomed of Danvers, 
Massachusetts, replaces the natural heart 
entirely. Others, such as the HeartSaver 
from World Heart of Ottawa, replace or » 






augment only the activity of the left ven- 
tricle—the lower chamber that pumps the 
`- blood through the body. Since it is the left 
ventricle that collapses in most cases of 
heart failure, such a “left-ventricular assist 
device” often provides enough help to al- 
low the heart to start beating again with 
much of its natural tissue intact. 
_.. Made from materials such as titanium 
< and Dacron, artificial hearts use a sensor 
to gauge the blood flow and a chamber to 
hold the blood while it is pumped by a 
battery-powered rotor. Oddly, a pulse is 
optional. Both the AbioCor and the Heart- 
-Saver generate one to keep the patient 
happy. The device rests in the chest cavity 
adjacent to the real heart. The internal bat- 
-teries that power the device are recharged 
‘through the skin without the need for 
wires. A magnetic coil laid against the ab- 
domen induces an electrical current in a 
matching magnetic coil stowed inside the 
patient’s body. 

Both Abiomed and World Heart have 
incorporated additional sensors to moni- 
tor such vital signs as heart rate and blood 
pressure. The HeartSaver will be able to 
transmit such data to a local controller us- 
ing an infra-red wireless signal. With the 
control unit linked to the Internet, hospi- 
‘tals will be able continuously to monitor 
“patients fitted with artificial hearts. Better 
still, a doctor in a hospital who notices 
that the device is beating too slowly could 
send instructions over the Internet to tell 
itto speed up. 

World Heart already has approval for 
long-term use of its HeartSaver in Europe. 
The company hopes to start human trials 
in Canada before the end of the year. And 
now that the FDA has approved clinical 
~ trials in America, the first AbioCor could 
be implanted in a human patient by June. 
Initially, such a mechanical heart would 
cost as much as $60,000-100,000, though 
-.. the price could fall by half once the device 

= goes into mass production. Even after 
adding a further $40,000 for surgery, the 
total bill for installing an artificial heart 
would be considerably less than the 
$200,000 that transplanting a donor 
heart costs today. 


















The body electric 

Despite its ingenuity, the mechanics of 
the natural heart are relatively straightfor- 
ward. Even severed from nerves, it will 
continue to beat when placed in a bucket 
of correctly salted water. By contrast, 
other organs of the body are more multi- 
functional. And simulating them requires 
more complicated equipment. 








“Every part of the human body is being studied to 








see how it can be replicated artificially.” 


Take the pancreas. This senses levels of 
glucose in the blood and releases insulin 
accordingly. MiniMed, a firm based in 
Northridge, California, manufactures ex- 
ternal insulin pumps that can be pro- 
grammed by patients to deliver 
appropriate doses of insulin. Itis also test- 
ing a sensor that can continuously moni- 
tor blood sugar levels. Once the company 
mates these two technologies, the exter- 
nal pump could automatically gauge and 
administer microdoses of insulin. Mini- 
Med hopes to make an implantable 
pump-and-sensor, thus erasing all evi- 
dence of the disease and its cure. 


Nature’s own materials 

But designing and building such sensors 
and chemical pumps is costly. One alter- 
native is to use nature’s own equiva- 
lents—ie, living cells. Circe Biomedical of 
Lexington, Massachusetts, is testing an 
implantable “bio-artificial” pancreas that 
contains living pancreatic cells taken from 
pigs. The patient’s blood flows through a 
graft into amembraneous tube thatis sur- 
rounded by the pig pancreatic tissue. 
Through the membrane, the cells detect 
the level of glucose in the human blood- 
stream and release insulin as required. 
But since the pig cells are encased in a 
plastic housing, the patient’s immune sys- 
tem never detects their presence—and 
therefore never mounts an attack. Every 
few months, the supply of pig pancreas 
cells is washed out and replenished 
through portholes that are embedded in 
the patient’s abdomen. 

Circe and other firms are pursuing a 
similar approach with artificial livers. No 
mechanical device has yet come close to 
replicating the host of chemical actions 
performed by liver cells. They cleanse the 
blood, break down and build complex 
molecules, and keep the blood volume on 
an even keel. So the artificial livers in de- 


velopment use actual liver cells—from — 


pigs as well as from people—to do their 
chemical work for them. Such machines 
could be used to support patients in criti- 
cal condition while they wait for a liver to 
be found for transplant. 

Artificial livers work in much the same 
way as do kidney-dialysis machines. 
Blood is taken from the body, cleaned, 
treated and then replaced. As blood is col- 
lected from the patient’s body, the fluid 
portion (“plasma”) is extracted and the 
blood cells and other solid matter set 
aside. The plasma is then pushed through 
a charcoal column to extract the toxic 
chemicals. Next, it is oxygenated so that it 


can do its basic job and then enters a so- 
called bioreactor. = 

The bioreactor contains up to 5,000 
hollow tubes made of a flexible mem- 
brane, clustered together in a plastic cylin- 
der. Liver cells that have been cultured to 
grow on the outer surface of these tubes 
freely exchange biological molecules and 
water with blood passing through the 
membrane. As with the artificial pan- 
creas, the membrane screens the foreign 
cells from the patient’s immune system, 
which never realises that interlopers are 
meddling with its blood supply. 

VitaGen of La Jolla, California, takes a 
similar approach, but with an important 
difference. Instead of pig cells or normal 
human cells, the firm uses a patented line 
of cloned human cells that are bred to be 
immortal. VitaGen’s device is being tested 
in America. Meanwhile, Circe’s HepatAs- 
sist should finish its clinical trials by the 
end of 2001. 


Spare parts for the body shop 

Such technologies for making artificial or- 
gans are only the beginning. Every part of 
the human body is now being studied to 
see how it can be replicated artificially or 
augmented in some way. Biomedical en- 
gineers at the University of Pittsburgh 
Medical Centre are developing proto- 
types of an artificial lung that can be 
strapped on a belt, rather like a mobile 
phone or personal digital assistant. A 
team led by William Federspiel, a veteran 
of Abiomed’s artificial heart team, is 
working on an intravenous oxygenator 
that exchanges gas with the blood as it 
passes through a set of hollow fibres. A 
firm called Optobionics, based in Whea- 
ton, Illinois, is trying to create a silicon 
chip that stimulates the visual cortex and 
may help to restore sight to the blind. And 
various types of substitute cartilage, bone 
and skin are working their way through 
clinical trials. 

The technical hurdles that such firms 
have already overcome also lay the 
groundwork for future achievements. 
Most notably, they extend the range and 
capabilities of membranes that are safe to 
put inside the human body. They provide 
means for inserting power supplies with- 
in flesh. They allow animal tissue to be 
used safely in people. And, best of all, 
they detach the whole business of organ 
replacement from the tricky ethical ques- 
tions associated with genetics, returning 
the endeavour to the practical, non- 
controversial realm of chemical and elec- 
tronic engineering. @ 


The more complex your enterprise, 
the more you need everything working together. 
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Patently absurd? 


itellectual property Patents 
that protect not pais inventions 
but also ways of distributing 
and selling them are causing an 
uproar. But are more traditional 
patents—granted for inventions 
that are novel, non-obvious and 
useful—any better at promoting 
innovation? 


PATENT is the way of rewarding some- 
body for coming up with a worthy 
commercial idea. But putting a price on a 
goodideaisanear-impossible task. Differ- 
ent countries have different schemes, al- 
though world bodies—such as the World 
Intellectual Property Organisation—have 
recently been trying to harmonise the 
patchwork of legal issues created by coun- 
tries’ different patent regimes. Since 
America is the innovation centre of the 
world and the place where new ways of 
protecting intellectual property first ap- 
pear, developments there are watched 
keenly by entrepreneurs and policymak- 
ers everywhere. 
The American constitution gives the 


government power to issue patents “to 
promote the progress of science and the 
useful arts”. This remains a laudable goal. 
Recently, however, the Patent and Trade- 
mark Office (PTO) in Washington, Dc, has 
received nothing but criticism for its ef- 
forts. In 1998, the agency landed itself in 
the soup when, at the behest of the courts, 
it began to issue patents for “business 
methods”. Since then, it has been possible 
to protect not only gadgets and gizmos, 
but also the means for selling or distribut- 
ing them. Among the most egregious ex- 
amples were Amazon’s patent on the 
“one-click” ordering system, Priceline’s 
patent on “reverse auctions” on the web, 
and E-Data’s patent on selling “material in 
a download fashion via the Internet”. 

This is no laughing matter. Prominent 
experts, such as Lawrence Lessig of Stan- 
ford Law School and Tim O'Reilly, a soft- 
ware publisher and champion of the 
open-source movement, fume that one- 
click purchasing or online auctions are tri- 
vial implementations of existing technol- 
ogy, not genuinely novel methods or 
concepts, which are what patents are 
meant to defend. Fencing off such obvi- 
ous ideas, they argue, will throttle the 
growth of the Internet. 

The continuing controversy over pat- 


ents for business methods centres on how 
to ensure that the American patent office 
awards only “good” patents—that is, pat- 
ents for ideas that meet the three original 
legal requirements of being truly novel, 
non-obvious and useful. However, im- 
portant as itis, this question has obscured 
a more pressing debate on whether even 
“good” patents do what they are meant to 
do—reward invention and, thereby, en- 
courage innovation. 

Innovation does not happen by acci- 
dent. It takes long hours and a great deal 
of investment—often many millions of 
dollars. By conferring a monopoly to ex- 
ploit a particular technology for a fixed 
period of time (increased recently in 
America from 17 to 20 years to bring itinto 
line with Europe), patents create incen- 
tives for investors to put money into risky 
new ideas. But monopolies create pro- 
blems of their own. Firms or individuals 
holding patents must register and defend 
them, risking potentially crippling law- 
suits. Those without patents must license 
them, or engage in inefficient and anti- 
competitive alliances. 

Economists have tussled for decades 
over ways to balance these costs and 
benefits. That debate is now taking a fresh 
turn. Growing numbers of economists 
are unearthing evidence that America’s 
patent regime is out of step with precisely 
those values it was designed to promote. 
Some believe that, in certain industries, 
strengthening intellectual-property pro- 
tection accomplishes nothing positive. 
Others think that it may actually do some 
harm. If these economists are correct, pat- 
ent-holders themselves may soon start 
clamouring for weaker, and not stronger, 
protection. 


Thickets and commons 
“Everything under the sun made by man 
is patentable,” asserted the American Su- 
preme Court in a landmark decision in 
1980 that left inventors scrambling to 
stake out their places in the sun. Between 
1982 and 1992, the number of patents is- 
sued each year in America doubled from 
55,000 to almost 110,000. “We are the pat- 
ent office, not the rejection office,” said 
Bruce Lehman, the PTO’s commissioner 
at the time.Computers led the patent 
surge, with the number of related patents 
tripling between 1982 and 1992. Semi- 
conductor patents increased fivefold over 
the same period (see chart). 

As aresult, Carl Shapiro, an economist 
at the Haas School of Business at the Uni- 
versity of California, Berkeley, says that »» 
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computing, semiconductor and informa- 
tion-technology firms now encounter a 
“thicket” of patents that constrain their in- 
ventiveness. This phenomenon has been 
dubbed the “Tragedy of the Anti-Com- 
mons”—in contrast to the classic “Tragedy 
of the Commons” that described how 
free resources such as fresh air and clean 
water could be over-used and destroyed 
by selfish agents. Here, the opposite oc- 
curs: when lots of property owners have 
to grant permission before a resource can 
be used, the result is that the resource 
tends to be chronically under-used. “In 
the case of patents,” says Mr Shapiro, “in- 
novation is stifled.” 

Do firms become more innovative 
when they increase their patenting activ- 
ity? Studies of the most patent-conscious 
business of all—the semiconductor indus- 
try—suggest they do not. Rosemarie Zie- 
donis at Wharton Business School in 
Pennsylvania and Bronwyn Hall at Haas 
found that investment in R&D (a reason- 
able proxy for innovation) did not sub- 
stantially increase during the industry's 
most feverish period of patenting. In- 
stead, semiconductor firms simply 
squeezed more patents out of each dollar 
they spent on R&D. From 1982 to 1992, the 
chip makers doubled their output of pat- 
ents from 0.3 to 0.6 for every million dol- 
lars of R&D. That was at a time when the 
patent yield in other industries had barely 
budged. 

Had the chip makers really become 
more innovative? Or had they simply 
spent more of their R&D money on ap- 
plied development and less on blue-sky 
research? More to the point, had they just 
started harvesting patents from their lab- 
oratories more systematically? The com- 
panies claimed not to have shifted their 
research strategies to be concentrating on 
more practical things. For their part, the 
Wharton and Haas economists found no 
evidence to suggest that the firms had be- 
come more innovative as patent rights be- 
came stronger. 

Tellingly, the consensus among em- 
ployees who were questioned by the re- 
searchers was that the average “quality” 
of their firms’ patents had declined. 
Though patent quality is a difficult notion 
to measure, the number of times a patent 
is cited in the technical literature is the 
nearest thing to a yardstick. And itis a fact 
that citations made per semiconductor 
patent declined during the 1980s. On bal- 
ance, semiconductor patents seemed to 
have become less useful. 

The chip makers’ biggest response to 


“One thing is clear: the stronger patents are made, 
the greater the incentive to avoid them.” 


increased patent protection came in 
changes to the way they managed their 
patenting processes. For a start, they hired 
intellectual-property lawyers and intro- 
duced incentives for engineers to write 
patent applications—in a bid to increase 
the “output” from their R&D. 

This affected the nature of the patents 
themselves. Interviewees told the two 
business school economists that, rather 
than patenting to win exclusive rights to a 
valuable new technology, patents were 
filed more for strategic purposes. In doing 
this, the companies sought to build up 
their portfolios of newly-won patents so 
that they could use them defensively as 
bargaining chips to ward off infringement 
suits, or offensively as a means of block- 
ing competitors’ products. 

No surprise, then, that an increase in 
patent protection leads to an increase in 





patenting activity. What is surprising is 
that—as the evidence collected by Ms Zie- 
donis and Ms Hall suggests—increasing 
patent protection does not necessarily im- 
ply a rise in innovation. Indeed, the rush 
to acquire patent portfolios could slow 
down the generation of new ideas. Such 
“portfolio wars”, as Ms Ziedonis and Ms 
Hall point out in the spring 2001 issue of 
the Rand Journal of Economics, could lock 
firms into a zero- or even negative-sum 
game. “In the end, none of them would 
succeed in increasing their returns to in- 
novation,” the authors warn. 

Why did the semiconductor industry 
enter a portfolio war? The computer, elec- 
tronic, semiconductor and information- 
technology industries are prone to such 
races because they depend on “complex” 
technologies, says Wesley Cohen, an 
economist at Carnegie Mellon University. 
In industries that use complex technol- 
ogy, the value of any particular patent de- 


pends critically on the ability to use 
related technologies. Since it is rare that 
any one company will hold all the patents 
involved, rival firms in complex indus- 
tries depend on each other to get innova- 
tions to the market. 

For instance, a new adder register for a 
microprocessor cannot function without 
the chip’s timing circuit or memory bus. 
Intel may be extremely inventive, but it 
does not own the patents on all the com- 
ponents needed to make such an enor- 
mously complicated device as a Pentium 
4 processor. Innovation at this level can be 
stifled if the developer cannot secure per- 
mission to use other key components. 

In contrast, the “discrete” technologies 
used in the pharmaceutical, chemical and 
medical-equipment industries rely more 
on “stand-alone” patents. A new drug, for 
instance, does not depend on other pat- 
ented drugs to do its job. In these indus- 
tries, says Mr Cohen, the role of patents is 
not for bargaining purposes, but simply to 
secure greater returns from investment in 
research. 


Skirting the thicket 

Because of the strategic nature of their 
patenting, companies in complex indus- 
tries run financial risks when they de- 
velop new products. Inventions made by 
semiconductor firms such as Intel and 
Motorola may unwittingly infringe doz- 
ens of patents owned by other compa- 
nies. The offending manufacturer would 
then have to pay licensing fees to many of 
its competitors. Worse, it could be sued for 
patent infringement, even if the technol- 
ogy in question had been bought from 
some other firm. More disastrous still, it 
might go into mass production, only to 
find itself having to halt everything—at 
great cost—when a patent emerged that 
covered some aspect of the item being 
produced. For firms that have invested 
heavily in specialised plant and equip- 
ment to make a new product, “hold-up” 
(as patent lawyers call it) is more than just 
an inconvenience. 

With so many problems, semiconduc- 
tor, computing and telecoms companies 
have had strong incentives to find ways of 
trading intellectual property safely. Many 
firms have collaborated on carving out 
“litigation-free zones” within the patent 
thicket. allowing manufacturers to 
avoid costly litigation, such arrangements 
benefit the producers significantly. 
Whether they do the same for consumers 
is another matter. 


Firms such as Intel, 18M, Motorola and » 
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> Sun Microsystems frequently use cross-li- 
censing agreements to swap intellectual 
property with each other. The problem is 
that large organisations like these already 
enjoy powerful patent rights from their 
existing portfolios, whereas smaller firms 
and newcomers do not. By raising the bar 
for entry, cross-licensing can reduce com- 
petition. Moreover, powerful companies 
may coerce smaller ones with desirable 
technology into entering cross-licensing 
agreements by brandishing threats of 
hold-up or litigation. 

A similar concern formed the sub- 
stance of the case brought by America’s 
Federal Trade Commission (FTC) against 
Intel. The proceedings were settled in 
early 1999 when Intel consented to pro- 
vide its competitors with technical in- 
formation about its products, but the 
FTC’s broader worry was ignored. The 
European Union’s competition authori- 
ties in Brussels are now investigating fur- 
ther complaints against Intel for alleged 
anti-competitive practices. 


Pooling patents 

Another popular way of skirting the pos- 
sibility of patent infringement is for two 
or more companies to pool their patents 
in a given field and to license them as a 
package, for a fixed fee, to each other and 
to third parties. Such “patent pools” come 
in handy when industries need to set 
technical standards or protocols for anew 
type of technology. 

Because patent pools lead to co-opera- 
tion among “horizontal competitors”, 
antitrust authorities understandably 
view them with suspicion. In 1998, when 
America’s Department of Justice ap- 
proved a pool of pvp (digital video disc) 
patents shared by Philips, Sony and Pio- 
neer, the department insisted that the 
pool contain only those patents deemed 
essential to the technical standard. The 
European Union has also made discou- 
raging noises about the negative effects of 
patent pools on competition. 

As a last resort, firms with conflicting 
patents can attempt to merge or pay one 
another to leave the field. Neither of these 
techniques necessarily advances compe- 
tition. Indeed, such moves may well hin- 
der it. “We cannot presume that private 
deals are in the public interest,” says Dr 
Shapiro. But they may not be in the inter- 
est of firms either. While private settle- 
ments may help companies avoid 
litigation with one another, they can in- 
crease the chances of being sued by anti- 
trust authorities. 





Other strategies that bypass the patent 
system altogether may cause less damage 
to competition. Good old-fashioned se- 
crecy may work just as well for generating 
returns from intellectual property. Firms 
try to ensure secrecy by binding employ- 


ees with contractual non-compete 
clauses or non-disclosure agreements. Se- 
cretiveness sometimes verges on the para- 
noid. Scientists and engineers at Xerox’s 
Palo Alto Research Centre (PARC), for in- 
stance, were discouraged from searching 
an online database of patents maintained 
by IBM. Xerox feared that if 18m tracked 
the pattern of inquiries made by its engi- 
neers at PARC, the computer giant could 
build a fairly accurate profile of the kind 
of research under way in the Palo Alto lab- 
oratories. 

The importance of secrecy was borne 
out by asurvey done recently by Carnegie 
Mellon’s Mr Cohen with Richard Nelson 
of Columbia University and John Walsh 
at the University of Illinois. The team sur- 
veyed R&D managers at some 1,500 lab- 
oratories in 66 different industries. 
Overall, the managers rated secrecy and 
lead-time (ie, “first-mover advantage”) as 
the most important mechanisms for ap- 
propriating returns on innovative pro- 
ducts. For process innovations, secrecy 
led rankings, too. 

In discrete industries, such as pharma- 
ceuticals and medical equipment, manag- 
ers regarded patents as the main way of 
protecting new products. For more com- 


plex industries, such as semiconductors 
and telecoms, managers felt only half as 
confident about patents. In a separate 
study, Mr Cohen has found evidence to 
suggest that the discrete industries’ 
heightened perception of patent protec- 
tion has encouraged them to be more in- 
novative than is the case with the 
complex industries. 

If patenting does not spur innovation 
in complex industries such as semi- 
conductors, computers and telecoms, 
what does? Much of the return on R&D 
that they see appears to be wrapped up in 
the competitive advantage gained from 
having products with fairly long lead- 
times. Also, governments invariably pro- 
vide hidden subsidies to firms in the form 
of R&D tax credits. And in many coun- 
tries, the complex industries invariably 
get some form of special treatment— 
whether through government-sponsored 
collaborative research projects (think Se- 
matech, Esprit, Third-Generation) or 
through non-tariff barriers and other 
ways of protecting national champions, 
defence contractors and so-called strate- 
gic industries. 

In an ideal world, the American PTO 
would have the authority to distinguish 
between areas where strong patents pro- 
moted innovation and those where they 
hindered it. But there is no simple way of 
doing this. More realistically, policymak- 
ers need to examine how firms use prop- 
erty rights once they have them. 

One thing is clear: the stronger patents 
are made, the greater the incentive to 
avoid them. And avoidance leads to anti- 
competitive practices. The alternative—se- 
crecy coupled with first-mover advan- 
tage—may impede the informal flow of 
information as well as the formal trading 
of know-how between firms. That, also, is 
hardly a recipe for promoting innovation. 
On the other hand, cross-licensing ap- 
pears to stimulate R&p—and, by infer- 
ence, the pace of innovation. 

Gauging the relative merits of these 
countervailing claims will take years. Ac- 
cording to Joshua Lerner, an economist at 
Harvard Business School, “one of the big 
lessons that comes out of the economic 
literature on patents is that ‘one size fits 
all’ doesn’t make sense.” The implication 
is that—given the conflicting needs of dif- 
ferentindustries, different companies and 
different peoples around the world—the 
patenting authorities need to find a 
greater variety of tools for protecting 
intellectual property than they have at 
present. m 
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Carl Djerassi credits the Pill with pushing 
him to ponder the social and ethical 
aspects of technology 





Itis 50 years since Carl Djerassi 
invented the contraceptive 
pill—and changed human 
behaviour for good. He has not 
stood still since, scientifically or 
socially. His latest work—a play 
called “Oxygen”, which opened 
recentlyin San Diego— 
examines the nature of 
achievement and accolades 


NG. philanderer nor dilettante, 
Carl Djerassi likes to describe him- 
self as an “intellectual polygamist”—a 
man who treats his interests as seriously 
as his wives. He should know. He has 
had five careers: industrial chemist, uni- 
versity professor, corporate grandee, au- 
thor and, most recently, playwright. 
Along the way, he has had three wives 
and various other incarnations, from pa- 
tron of the arts to sportsman. 

Although Dr Djerassi hung up his lab 
coat nearly a decade ago to follow his lit- 
erary ambitions, he will be remembered 
for his research rather than his writing. 
Above all, he will go down in history for 
one particular scientific achievement: the 
synthesis of norethindrone—in short, 
“the Pill”. More than any other pharma- 
ceutical product introduced since the sec- 
ond world war, the oral contraceptive has 
been celebrated (and denigrated) for 
spawning a cultural revolution. Today, 
more than 80m women around the 
world use oral contraceptives. 

Fifty years ago this October, Dr Dje- 
rassi and his colleagues at Syntex, a small 
Mexican drug company, produced the 
world’s first synthetic version of proges- 
terone—a steroid hormone pumped out 
by the body to maintain pregnancy— 
which could be taken by mouth, rather 
than by injection. Mexico was, and still is, 
an unlikely birthplace for pharmaceuti- 
cal advances. But it had one natural ad- 
vantage: various species of inedible yams 
called Dioscorea. 

In the 1940s, Russell Marker, a rene- 
gade American chemist, went to Mexico 
in search of aready source of diosgenin, a 
soapy steroid, to transform into proges- 
terone. Existing methods for synthesising 
progesterone were complex and hugely 
expensive. Using yams as a starting mate- 
rial, Dr Marker developed a faster, 
cheaper method of producing the hor- 
mone from diosgenin. In the process, he 
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Godfather of the Pill 


helped to establish Syntex, along with 
two immigrant entrepreneurs. 

Although Dr Marker soon parted com- 
pany with Syntex, the firm recruited two 
steroid chemists transplanted by the war: 
George Rosencranz, a Hungarian, and Dr 
Djerassi, then a 26-year-old Bulgarian 
who had emigrated to America via Aus- 
tria. In the 1940s, chemistry excited the 
sort of enthusiasm that genomics does 
today as a gateway to a world of valuable 
new drugs. First, Syntex’s chemists found 
a way of turning diosgenin into corti- 
sone, the post-war wonder drug for ar- 
thritis. This gave the company a foothold 
in the lucrative steroid market. Butit also 
provided Dr Djerassi and his colleagues 
with a springboard to their next project: 
the chemical re-engineering of the Mexi- 
can yam component, diosgenin, to pro- 
duce 19-norethindrone. 

The genealogy of the oral contracep- 
tive is a complicated one, as Dr Djerassi 
points out in his new book, “This Man’s 
Pill: Reflections on the 50th Birthday of 
the Pill” (to be published by Oxford Uni- 
versity Press later this year). While the 
men at Syntex were its metaphorical 
mothers, they did not see norethindrone 
as a contraceptive agent. Instead, they 
hoped that it would be a more conve- 
nient formulation of progesterone, which 
was already used to treat menstrual dis- 
orders and infertility. 

It was Gregory Pincus, an endocrinol- 
ogist in Massachusetts who was working 
on ways to inhibit ovulation, who first 
demonstrated that norethindrone (along 
with a similar compound from Searle, an 
American drug company) could do the 
trick. Without the release of an egg from 
its home in an ovary, there can be no un- 
ion with sperm—and therefore no con- 
ception. For this act of “intellectual 
fertilisation”, Dr Djerassi gives Dr Pincus 
paternity of the Pill. 

The Pill was born in the 1950s, an era 
of technological optimism, but it came of 
age in the 1960s when “chemophobia”, 
as Dr Djerassi terms it, was creeping into 
western society, spurred on by such de- 
bacles as thalidomide poisoning. In 
America, politicians started asking hard 
questions about the risks of oral contra- 
ceptives, and drug regulators began to de- 
mand decade-long toxicology tests and 
large clinical trials to demonstrate the 
Pill’s safety. All this has added to the cost 
of developing contraceptives. It has also 
taken up valuable years of patent protec- 
tion when improved versions of the drug 


might have been on the market, making >» 


42 Last word 


5 


> money to fund research into better ver- 


sions still. 

An even greater problem has been 
product liability. Unlike most drugs, con- 
traceptives are given to healthy people 
who are less likely to tolerate nasty side- 
effects than those who are already sick. 
Pharmaceutical firms selling the Pill, such 
as Searle, were hit with a barrage of law- 
suits in the 1960s and 1970s, as women 
blamed the drug for their health pro- 
blems. Thousands of scientific studies 
since then have dispelled many of these 
fears. There are some health risks associ- 
ated with the Pill in particular groups of 
users, but the drug has also been shown 
to protect women against some forms of 
cancer—as well as often-overlooked, but 
equally deadly, complications of preg- 
nancy or abortion. 

Still, concerns about the safety of the 
Pill remain, as was shown in 1995 when 
panic broke out in Britain over the possi- 
ble risk of blood clots caused by new, 
low-dose contraceptives. Such scares do 
little to persuade the drug companies that 
contraception is a good business to be in. 
While vaccine developers, who face simi- 
lar liability risks, have been lured back by 
the provision of no-fault insurance in 
America, no such protection has been ex- 
tended to contraceptive makers. No won- 
der drug firms have been deserting 
contraception in droves. In 1969, there 
were 13 companies active in contracep- 
tive research; today, only one of the ten 
largest firms is doing anything serious. 

None of this bodes well for the de- 
velopment of more effective or more con- 
venient forms of birth control, such asa 
contraceptive vaccine, or a Pill for men. 
As Dr Djerassi sees it, the biochemical 
and pharmaceutical industries are far 
more interested in producing blockbuster 
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“In the 1940s, chemistry excited the sort of 
enthusiasm that genomics does today.” 


drugs for the world’s affluent “geriatric” 
societies, whose ageing populations will 
pay the earth to relieve their ailments, 
than in making contraceptives for the 
poorer, “paediatric” countries of Africa, 
Latin America and Asia. 

A similar commercial bind is responsi- 
ble for the paucity of new drugs for nasty 
tropical diseases that afflict mainly poor 
populations. But Dr Djerassi feels 
strongly that the world needs a wider va- 
riety of “hardware”—drugs and other de- 
vices that impede conception—to match a 
bewildering array of “software”—social, 
economic and cultural conditions—in dif- 
ferent societies which influences their 
birth-control] needs, For the moment, 
there are serious compatibility problems 
between the two. 

Although the past 40 years of thinking 
on reproduction, at any rate in the rich 
world, has been dominated by a desire to 
separate sex from fertilisation, Dr Dje- 
rassi reckons that the next 40 years will 
be driven by a desire to separate fertilisa- 
tion from sex. He believes that the tech- 
niques of test-tube conception developed 
to help the infertile will become the pre- 
serve of the fecund instead. 


Fertile imagination 

In Dr Djerassi’s future world, men and 
women will have their sperm and eggs 
frozen in their 20s and then undergo ste- 
rilisation, free to pursue their profes- 
sional and sexual interests content in the 
knowledge that their cells can be safely 
resurrected and reliably made to unite in 
a test-tube whenever they wanta child. 
As a bonus, existing techniques, such as 
pre-implantation diagnosis, will allow 
couples to select embryos free of a grow- 
ing number of diseases whose genetic 
basis is known, and which could be de- 
tected through laboratory testing prior to 
being implanted in a cosy womb. 

As far as Dr Djerassi is concerned, it is 
largely cost and a lingering romanticism 
about old-fashioned conception that pre- 
vents more fertile couples from adopting 
this approach today. But there are many 
who argue that techniques that are made 
technically possible by the inventiveness 
of reproductive scientists, such as clon- 
ing, are not always socially desirable. 

Dr Djerassi is all for reproductive tech- 
nology which enhances personal choice, 
and ensures that children are genuinely 
wanted. Although some would question 
his rosy outlook, he at least acknowl- 
edges that this new frontier of fertility 
will require broader social debate and 


more intelligent regulation—particularly 
in what he calls America’s “wild west” of 
reproductive biology, where such work is 
done mostly in private clinics. 

For the past 15 years, Dr Djerassi has 
tried to engage the public in such issues 
with “science-in-fiction”, in which he 
tries to make tricky technical concepts, 
and the “tribal” culture of modern scien- 
tists, more accessible to laymen by pre- 
senting them as imagined stories and 
personal dramas. His five novels so far 
have tackled such thorny topics as scien- 
tific fraud and male impotence. Since 
1998, he has extended his range to “sci- 
ence-in-theatre”. His first play, “Immacu- 
late Misconception”, was a fictional 
account of the development of intra- 
cytoplasmic sperm injection, a test-tube 
technique developed a decade ago to 
help men with few or feeble sperm to 
conceive, His latest play, “Oxygen”, writ- 
ten with help from Roald Hoffmann, a 
Nobel prize-winning chemist, explores 
the Byzantine world of this ultimate sci- 
entific accolade. The play had its debutin 
San Diego in April and will open in Lon- 
don this autumn. 

Dr Djerassi credits the Pill with push- 
ing him beyond the hard edges of chem- 
istry to consider the softer (ie, social and 
ethical) dimensions of new technology. It 
has changed his life in other ways, too. A 
quick glance around his apartment, 
perched on San Francisco’s Russian Hill, 
with its vistas of the city and bay outside 
and dazzling array of art within, shows 
that the Pill has worked wonders for Dr 
Djerassi. His shares in Syntex, which 
prospered in the 1960s and 1970s, bank- 
rolled a personal gallery which once in- 
cluded at least eight Picassos, half a 
dozen Giacomettis and three Degas. 
Apart from an impressive collection of 
work by Paul Klee, which Dr Djerassi still 
treasures, much of the rest was sold to 
found an artists’ colony to commemorate 
his daughter, Pamela, whose artistic ca- 
reer was cut short by suicide. 

Through fame and fortune, the Pill has 
brought Dr Djerassi a large and varied list 
of acquaintances. It is not every steroid 
chemist who has Timothy Leary knock- 
ing on his door looking for Lsp; who can 
call on John Adams, the composer of 
“Nixon in China”, to write his wedding 
music; or who shares a grandchild with 
the late Robert Maxwell, a British news- 
paper tycoon. The lives of scientists are 
generally more predictable than those of 
their discoveries. Dr Djerassi has been 
lucky enough to live up to the Pill. = 
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British productivity 
Hunting the snark 


If Mr Brown does preside over an upsurge in productivity growth, it will mainly be 
a rebound from the dismal performance in Labour's first term 


T IS a quest on which chancellor upon 

chancellor has embarked since the 
war-—to little avail. Now it is Gordon 
Brown’s turn. Launching his plan this 
week to promote enterprise and to open 
up business to more effective competition, 
the chancellor said: “From today, our ener- 
gies must be directed to productivity.” 

Mr Brown wants to raise the rate of 
growth of labour productivity—output per 
worker. It is easy to see why. While output 
can be boosted in the short term by higher 
employment, in the long term faster pro- 
ductivity growth is the passport to greater 
prosperity. An upsurge in productivity 
growth would let the chancellor off the tax 
hook when his hoard of budget surpluses 
is exhausted in a couple of years’ time. It 
would allow him to carry on raising public 
spending at a fast rate without having to 
raise the tax burden. 

But the chancellor’s quarry is an elusive 
one. In Labour’s first term, productivity 
growth fell back rather than improving. 
_ The deceleration in Britain stood in 
marked contrast with America, where pro- 
ductivity leapt because of the spread of in- 
formation technology (although it was 
also exaggerated by a financial bubble). 
That left Britain with an even bigger pro- 
ductivity gap with America, where output 
per worker is more than two-fifths higher. 
In France, it is a fifth higher. 

In principle, closing these gaps should 


be eminently possible as best business 
practices and technologies spread easily 
across borders. In practice, catch-up has 
been slow and difficult. In the past 20 
years, Britain has stopped slipping down 
the productivity league—the depressing re- 
cord of the earlier post-war period—but it 
did little to claw back ground from its Euro- 
pean neighbours. 

One important reason for the pro- 
ductivity gap is that Britain’s workers have 
less capital equipment. Because the stock 
of capital is much bigger than total annual 
output, it takes a long time for investment 
to deal with such a shortfall. During the 
late 1990s, capital spending by business 
has been robust but this has been offset by 
low government investment. Despite all 
the rhetoric, the actual record of Labour's 
first four years in office was the lowest net 
investment by the public sector as a pro- 
portion of Gpp since the war. One clear re- 
sult has been a dramatic worsening in an 
already overstretched transport system. 
Clogged-up roads, tubes and airports 
brake productivity as well as mobility. 

But even if Britain could eventually 
match American and European levels of 
capital per worker, that would still leave a 
significant productivity shortfall. Accord- 
ing to Nicholas Crafts of the London 
School of Economics, the gap has two fur- 
ther sources. Britain lags behind European 
countries in the skills and expertise of its 
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workforce. And it is a less dynamic and in- 
novative country than America. 

Britain’s skills record is patchy. One en- 
couraging augury is that Britain has made 
impressive gains in the past 15 years in the 
proportion of young people going into 
higher education and getting a university 
degree. Public spending on education is 
also now set to rise fast. However, past fail- 
ures in education are still affecting pro- 
ductivity through skills deficiencies in the 
working-age population. Britain scores 
woefully high in international compari- 
sons of the proportion of the population 
lacking functional literacy. 

Matching America’s record on innova- 
tion will also be difficult. New-world en- 
trepreneurialism is a distinctive culture 
that cannot readily be transplanted to an 
old-world country like Britain. In any case, 
America’s success in product innovation is 
also rooted in the strength of its science 
base and higher r&p spending by busi- 
ness. As a result, America files far more pat- 
ents per head of population than Britain. 

These roadblocks suggest that a sus- 
tained improvement in productivity 
growth will prove at best modest, at worst 


as elusive as ever. Yet there are good rea- » 
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> sons to expect an upsurge in the immedi- 
ate future. For one thing, Britain should be 
able to emulate at least some of America’s 
achievement in enhancing productivity 
through the use of information technol- 
ogy. Recent levels of investment in rT hard- 
ware and software in Britain have 
matched America’s performance. 

Furthermore, the recent deceleration in 
productivity growth in Britain is in part the 
flip side of a welcome improvement in the 
labour market. Unemployment has tum- 
bled to 25-year lows without setting off a 
surge in inflation. Between 1996 and 2000, 
the number of jobs in the workforce grew 
by 1.6m. The downside for productivity is 
that new entrants into employment tend 
to be initially less productive than existing 
workers—by between a third and a half, ac- 
cording to the Treasury. This has temporar- 
ily depressed the rate of productivity 
growth. However, this effect should wear 
off as the new workers become more ex- 
perienced and the increase in employ- 
ment tapers away. 

Another reason to expect a bounceback 
in productivity growth is that much of the 
recorded slowdown has been concen- 
trated in manufacturing, the part of the 
economy where productivity usually 
grows most rapidly. Manufacturing output 
per head hardly increased at all from 1995 
to the start of 1999 as the exporting compa- 
nies that dominate the sector struggled to 
adjust to the soaring pound. Butin the past 
two years, manufacturing productivity 
has recovered sharply, growing by over 5% 
a year. As it has recovered, so has pro- 
ductivity growth for the whole economy. 

That impetus is faltering for the mo- 
ment as manufacturers are hit by the 
global economic downturn. But a pick-up 
in Britain’s productivity performance still 
remains quite likely in the next two or 
three years. If it does materialise, the chan- 
cellor will no doubt claim credit for his re- 
forms. He should beware. The last chancel- 
lor to boast of an economic miracle was 
Nigel Lawson: it turned out to be a mirage. 
So with Mr Brown: he could find that his 
snark turns into aboojum. ® 
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Albanian organised crime dominates 
prostitution in Soho 


gal es seen girls with bruises, they come 
in with stitches, black eyes, you name 
it,” the pimp says. He points out the dull 
redbrick block of flats, round the back of 
Piccadilly Circus in central London, where 
he claims prostitution organised by Alba- 
nian gangs is based. He claims the sex 
workers, broughtinto the country illegally, 
have to pay the men who control them 
£420 a night. If they don’t make the 
money, they face physical abuse. 

According to an internal Home Office 
briefing, Albanians or Kosovars now con- 
trol “around 70%” of massage parlours in 
Soho. That ties in with a report last year by 
the National Criminal Intelligence Service, 
which noted a long-term threat from or- 
ganised Albanian gangs who run immigra- 
tion and prostitution rackets across West- 
ern Europe. 

Both small “entrepreneurs” and large, 
organised groups traffic people through 
Europe, and most of such activity stems 
from the Balkans. Years of war there have 
meant desperate poverty for many, whilst 
simultaneously weakening law enforce- 
ment in the region. 

The result is that, while some women 
are abducted, many more are simply de- 
ceived by promises of employment and in- 
dependence. Once in Britain, their pimps 
typically demand repayment of “debts”, 
and use violence to force them into pros- 
titution, while pocketing most of the pro- 
ceeds. 
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“Women are a safer commodity than 
drugs or guns. The risk of imprisonment is 
far less,” says Julie Bindel, an academic 
who is researching trafficking for the De- 
partment for International Development. 
She claims that the off-street sex industry 
is barely monitored in Britain, despite its 
increasingly violent nature. Moreover, 
since the prostitutes are deported before 
their pimps can be prosecuted, the immi- 
gration law “plays into the hands of the 
traffickers”. 

Paul Holmes, who heads the Metropoli- 
tan Police’s Vice Unit, agrees that the 
women suffer enormously, but resists the 
idea that the law is unhelpful. “A blanket 
provision for victims of traffickers to re- 
main in the country might make it even 
harder to detect genuine victims,” he says. 
His unit has instead used current “leave to 
remain” provisions in certain cases, along- 
side large-scale arrests of workers. How- 
ever, it has faced criticism for failing to 
prosecute the ringleaders. 

But there is often little the police can do. 
They say that immigrant sex workers re- 
fuse to testify because the gangs threaten 
reprisals against the women’s loved ones. 
Since these groups operate internation- 
ally, the British police cannot protect the 
families of the workers. They are power- 
less against such intimidation. 

One organisation rejects the Home Of- 
fice briefing. A group called the English 
Collective of Prostitutes dismisses it as 
“the latest fabricated story aimed at justi- 
fying a police clampdown” and dubs it 
“lies”. 

Mr Holmes demurs. “All our intelli- 
gence and evidential experience is that 
these women are being used, effectively as 
sexual slaves, by ruthless, exploitative 
pimps,” he counters. Tackling prostitution 
is harder than ever. But it is not the sex that 
is the problem. Itis the slavery. WE 
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The developing world’s missionaries 
have turned the tables on Britain 


N JUNE sth, the Swahili Furaha Choir 

beat its tom-toms down the aisle of St 
Paul’s Cathedral and ululated beneath its 
golden mosaic dome. Behind marched the 
bishops of churches from 160 nations, 
celebrating 300 years of Anglican mission. 
But the missionary business has changed 
since the United Society for the Propaga- 
tion of the Gospel (UsPG), the missionary 
wing of the Church of England, was set up 
in 1701 “to convert the heathen of all 
races”. With Church of England atten- 


dance dipping below a million, the con- 


verts are returning to conquer Britain. 
“London is today’s field of mission,” says 
Glaucos Soares de Lima, the Anglican pri- 
mate of Brazil. “It's so secular we have to 
send people for their salvation.” 

Most of the world’s 73m Anglicans live 
in the developing world. Recruiting vicars 
in Britain is increasingly difficult, so there 
is demand for the missionary skills that 
the developing world is keen to supply. 

The uspPG recruited Francis Ma- 
kombwe from the Zambian village of 
Mzenje to be their missionary for Water- 
loo. Today he is the vicar of Hatcham in 
south London, and has cajoled his parish 
into singing at least two African hymns 
each Sunday. He is not a one-off. The Arch- 
deacon of Croydon and the bishop of Step- 
ney are both from Uganda. The vicar of 
West Dulwich comes from Ghana. 

“Zambia has been at the receiving end 
of mission for the past 300 years,” says Fa- 
ther Makombwe. “Now it's pay-back 
time.” He is, he hopes, more culturally sen- 
sitive than the white missionaries who 
bashed their bibles through Africa. But he 


says he has a responsibility to share Af- 


rica’s vibrant spiritual life with moribund 
Britain, where most people say they have 
no formal religion. 

Not all are content at such Africanisa- 
tion of that pillar of the establishment, the 
Church of England. Fellow evangelists 
have refused to take him round knocking 
on doors. Father Makombwe says he only 
began breaking down barriers when he 
discovered the way to an Englishman's 
heart was to praise his pet. 

The Anglican Church is not the only 
one that finds the tables have turned. Ear- 
lier this month, the Vatican issued guide- 
lines instructing trainee priests from de- 
veloping countries to go home “to spread 
the gospel”. Cardinal Tomko of the Vati- 
can’s worldwide missions, complained 
that too many developing-world priests 





Savages in need of salvation 


training in Rome were staying on and find- 
ing work in local parishes. Fearful that the 
path to St Peter’s was becoming a back 
door for third-world migrants, Vatican 
sources let slip that between a third and a 
half of priests in some African countries 
were now living permanently abroad. 

That is unlikely to deter eager young 
Anglicans abroad. Where once evangeli- 
cals dreamed of darkest Africa, today their 
targets are more likely to be the secular 
streets of Tunbridge Wells. m 


Sell pickled sheep; 
buy portraits 


Though ignored by the art 
establishment, portraiture is thriving 


HIS week the winner of one of the art 

world’s most valuable prizes was an- 
nounced. Stuart Pearson Wright scooped 
the £25,000 ($35,000) BP Portrait prize for 
his “The Six Presidents of the British Acad- 
emy”. The picture was controversial 
enough. It displays a dead chicken in the 
middle of a table, around which sit six of 
Britain’s most famous academicians. But 
what caused even more of a stir was Mr 
Pearson Wright's vehement attack on Sir 
Nicholas Serota, director of the Tate Gal- 
lery, the day after picking up his cheque. 

The hallowed Sir Nicholas is at the pin- 
nacle of the art establishment. In the past 
few years he has been responsible for a 
huge expansion in the public display of 
contemporary art in Britain. He presided 
over the opening of the new Tate Modern 
in London last year. But, not mincing his 
words, Mr Pearson Wright called for him to 
be sacked. He argues that Sir Nicholas and 
the art establishment give money only to 
the likes of Damien Hirst and similar, 
trendy installation artists. Portrait paint- 


ing, or indeed any type of painting and 
drawing, has been entirely neglected and 
has suffered as a result. “Figurative paint- 
ers are on the outside, shut out.” 

He has a point. The noisy installation- 
ists get all the attention, but portrait paint- 
ing has seen a remarkable renaissance. Mr 
Pearson Wright, aged 25, is only one of sev- 
eral young portrait painters who have 
come to the fore in recent years. Others in- 
clude James Lloyd, Paula Rego and the late 
Sarah Raphael. Critics acclaim this genera- 
tion as being as good as the previous one 
of Peter Blake, Francis Bacon, David Hock- 
ney and Lucian Freud. Yet the establish- 
ment barely acknowledges today’s tal- 
ented portraitists. The Turner prize is a case 
in point. Once again, this year’s shortlist 
for the highest-profile art prize contains 
not one painter, let alone a portraitist. 

Demand for portraits is keeping up 
with the supply of talented painters. Two 
bodies that introduce clients to portraitists, 
the Royal Society of Portrait Painters and 
the Fine Art Commission, report record ac- 
tivity of ten to 20 commissions a week. 
The new private clients are most often 
male and the sitters are mostly female. Of- 
ten they are celebrating a 40th birthday. 
Socially, they are more country than town, 
more quiet than flashy. They are not on the 
Sunday Times rich list, and they are not city 
bonus winners. 

Surprisingly, clients are not put off by 
the fact that the modern portrait painter, in 
pursuit of honesty, can be just as irrever- 
ent and iconoclastic as a Damien Hirst. Mr 
Hirst just mangles sheep and sharks. John 
Major had his neck pierced by an execu- 
tioner’s block in John Wonnacott’s paint- 
ing. The composer Harrison Birtwistle has 
a ship sailing between his ears in the por- 
trait by his son Adam, and the publisher 
Conrad Black and his wife have been ren- 
dered as a gangster and moll by India-Jane 
Birley. Mr Pearson Wright's academicians 
get off lightly, having to put up with noth- 
ing worse than a dead chicken. m 
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Political horse-trading determined the new shape of Whitehall. That could prove ominous 





HERE are two theories about how government works: 
cock-up or conspiracy. Bagehot prefers the former, on the 
grounds that politicians are too indiscreet and too impatient to 
conspire successfully. But Tony Blair's reshuffle of his govern- 
ment, tossing aside ministers and departments, looks as though 
it was a bit of both: a botched conspiracy. This could have seri- 
ous implications for Labour's second term. If the restructuring 
of Whitehall was as haphazard, ill-thought-out and driven by 
personal feuds as it now appears, it is unlikely to work well. 
The full story has yet to emerge, but these are some of its ele- 
ments. The day after the election, Jack Straw was being briefed 
by senior officials in the Department of Environment, Transport 
and the Regions (DETR) about what he confidently expected to 
be his new job. In the middle of the briefing, he was summoned 
to No 10 to see the prime minister. “I'll be back in about an 
hour,” Mr Straw cheerily told Sir Richard Mottram, the depart- 
ment’s permanent secretary. But the astonished Mr Straw never 
returned, having been informed by the prime minister that he 
was to become foreign secretary. The department he had been 
told he was going to lead was instead going to be split into two; 
environment becoming part of the new ministry of rural affairs, 
leaving the rump of transport and local government behind. 
Senior officials at the Ministry of Agriculture learnt that their 
department was to be merged with environment when they 
read the Downing Street press briefing on the Internet on that 
Friday night. Robin Cook, who had told associates that he was 
to continue as foreign secretary, was equally dumbfounded. At 
the dawn celebrations at Millbank, he had had an amiable chat 
with Mr Blair, with no hint that he was to be removed. Thus 
when he was summoned to No 10 on Friday afternoon, he be- 


lieved that his confirmation as foreign secretary was a formality. 


Instead, to his dismay, he was told brusquely that the only job 
on offer was the much less prestigious post of leader of the 
House of Commons. It was nearly two hours before he tele- 
phoned to accept. 

What explains this extraordinary sequence of events? Mr 
Cook is still mystified. His fate was apparently decided only on 
the day of the election at a meeting in Mr Blair's house in his 
Sedgefield constituency attended by his closest aides, Alastair 
Campbell, Jonathan Powell and Anji Hunter. The semi-official 





version, touted by Labour loyalists, is that Mr Cook was the vic- 
tim of a last-minute change of policy. Mr Campbell, Labour's 
spinner-in-chief, is said to have intervened forcefully to argue 
that the new department of rural affairs had to be enlarged to 
take on environment if it was to shake off its dubious reputation 
as a trade union for farmers. Once this was agreed, Jack Straw 
had to be found a new job because the dismembered DETR was 
too small for the former home secretary. 

This tale may be plausible, but it doesn’t quite ring true. It 
leaves out, as Blairites tend to do, the considerable influence of 
the prime minister's neighbour and erstwhile close friend. The 
key to Mr Blair’s second term is Europe. The last-minute decision 
to throw all the pieces in the air has all the signs of a hurried 
deal between the prime minister and his chancellor. 


Splitting up joined-up government 

The mistrust between Gordon Brown and Robin Cook goes back 
almost to their student days. Mr Brown has never forgotten how 
Mr Cook refused to support him when he stood for the Scottish 
Labour Party executive early in his career. The Scots don’t forget 
their grudges. Nor does the chancellor like having his tail 
tweaked by a euro-enthusiast with a mandate to speak out on 
Europe. Did the chancellor tell the prime minister that the for- 
eign secretary's sacking would help secure his support for a ref- 
erendum on Europe’s single currency in 18 months’ time? The 
only surprise would be if he did not. As for Mr Blair, the sacrifice 
of Mr Cook is a small price to pay for the backing of his chancel- 
lor on what he regards as the defining issue of his second term. 

This Blair-Brown deal may have smoothed the path to a ref- 
erendum, but it has done nothing to promote “joined-up govern- 
ment”. The DETR’s permanent secretary, Sir Richard Mottram, 
has warned ministers that the dismemberment of the depart- 
ment will cause huge problems. The main obstacles in develop- 
ing Britain’s creaking transport infrastructure are environmental. 
Splitting the department in two will make negotiations on sensi- 
tive issues such as new road developments more difficult and 
much more protracted. Regional policy is now split between no 
fewer than four separate departments, Transport, Rural Affairs, 
the Cabinet Office and Trade. 

All this guarantees that the turf wars in Whitehall will be- 
come even more vicious. Mr Blair can expect a succession of 
ministers beating at his door complaining about their col- 
leagues. Most ludicrous of all, Margaret Beckett, the new secre- 
tary of state for rural affairs, has responsibility for 
environmental policy but not for climate change. That remains 
the preserve of the deputy prime minister, John Prescott, allow- 
ing him to stride the international stage when he is not enforcing 
the prime minister's writ at home. It is unclear how he and his 
new team at the Cabinet Office—Gus Macdonald and Barbara 
Roche—will work together. All are combustible personalities. Is 
this the beginning of a covert prime ministerial department? If 
so, who is really going to be calling the shots and how will 
Whitehall departments react? Stephen Byers, at transport, can 
hardly welcome the prospect that he will be second-guessed by 
a Cabinet Office stuffed full of former transport ministers. 

The fate of governments is often decided early on by deci- 
sions taken in haste when politicians are desperately tired after 
an election. Tony Blair may have calmed his chancellor, but the 
smell of improvisation surrounding his new government hardly 
inspires confidence in its future. = 


m 





Corporate profits 


Where did all the money go? 


NEW YORK 


The days of bumper profits appear to be over for most companies. Things will 


probably get worse before they get better 


HE bad news keeps on coming. On 

June 15th Nortel, a telecoms-equip- 
ment firm, announced the second-biggest 
quarterly loss ever by a company, of $19.2 
billion. This was followed by other miser- 
able revelations, including a 24% decline in 
quarterly profits at Goldman Sachs. Eu- 
rope is suffering too. On June 20th Infi- 
neon, a German chip-making giant, shook 
stockmarkets with a warning that it could 
lose up to €600m ($512m) in the second 
quarter. The list will grow as the pre-an- 
nouncement season hits its stride in the 
coming weeks. Overall corporate profits 
seem certain to deteriorate further, even if 
the American economy rebounds in the 
second half of this year—and thatis a bigif. 

So bad have things already got that 
when Oracle said on June 19th that it had 
beaten forecasts by a whisker (even 
though profits were 83% lower than a year 
earlier) and Larry Ellison, the software 
group’s boss, said it “may” have reached 
bottom, he inspired widespread eupho- 
ria—never mind that Mr Ellison has been 


over-optimistic before, long protesting 
that Oracle would be immune to the econ- 
omic slowdown. 

Profits have fallen at a dramatic speed. 
In the first quarter of 2000, profits at S&P 
500 firms were well up on a year earlier, 
according to First Call, a research firm (see 
chart on next page). In the first quarter of 
2001, they were down by 6.1%. Analysts 
expect the fall to be 14-16% in the second 
quarter. They are now forecasting that pro- 
fits will start edging up again in the fourth 
quarter. But judging by the recent spate of 
profit warnings, that upturn may be post- 
poned until early 2002. 

There are a few glimmers of hope amid 
all this bad news. One is that, after a record 
crop of profit warnings in the first quarter, 
the pace of negative pre-announcements 
may be slowing slightly this time round 
(although the number for the second quar- 
ter might still top 1,000). Nor is the picture 
uniformly dire across the economy. It is 
true that profits in the technology segment 
of the s&p 500 fell by 40% year-on-year in 
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the first quarter, and are expected to de- 
cline by 60% in the second quarter. But 
some 57% of the firms in the s&p 500 have 
actually delivered increasing year-on-year 
profits in each of the past four quarters, 
points out Aeltus Weekly, an investment 
newsletter. 

It is also possible that analysts may be 
overdoing the gloom, just as they were too 
optimistic during the boom. They are ex- 
pecting lower profits this year than the 
macroeconomic forecasters are, which is 
almost unprecedented. Certainly, compa- 
nies are keen to get as much bad news as 
they can out of the way now, in the hope 
of being able to grow rapidly from a low 
base when the recovery begins. Nortel's 
huge loss reflected restructuring charges 
due to acquisition write-offs—although 
even without those charges it would have 
recorded the biggest quarterly operating 
loss ever, of $1.5 billion. Nortel bought 21 
firms between 1997 and 2000. Analysts 
fret that similar write-offs may await other 
big high-tech acquirers such as Cisco, with 
40 takeovers during the same period; or 
Lucent, with 23; or Sun, with 21. 


Massaging the numbers down 

According to Abby Joseph Cohen, a fam- 
ously bullish analyst at Goldman Sachs, 
“profits will remain somewhat gloomier 
for longer than is justified by funda- 
mentals”, as firms manage their earnings 
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downwards to create growth potential. >> 
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> There are, however, other reasons to ex- 
pect pessimism to spread even further. 

For one thing, the economy is continu- 
ing to slow-—to such an extent that the Fed- 
eral Reserve looks likely to cut interest 
rates by a further 50 basis points on June 
27th. Industrial output fell by 0.8% in May. 
Over the past six months, manufacturing 
output has fallen by 8% at an annual rate. 
According to Stephen Roach, an economist 
at Morgan Stanley, having slashed all the 
technology spending they could, com- 
pany bosses are now turning eagerly to the 
most painful cuts of all, jobs. That means 
unemployment will continue to rise. 

Even if the economy rebounds in the 
second half of this year, it may not pro- 
duce a matching bounce in profits, says 
Bruce Kasman of J.P. Morgan Chase. That 
is because the labour market would re- 
main tight, so labour costs, which have 
been growing at over 6% a year, could con- 
tinue to rise at an unsustainable rate. On 
top of this, the inventory correction that 
has been under way since last summer, as 
firms run down unexpected increases in 
stock, still has some way to go. 

Sooner or later, the business cycle will 
turn up again. The question then will be 
how fast profits can grow. It is extremely 
hard to forecast such things. As Pip Coburn 
of ugs Warburg points out, in 2000 aver- 
age analysts’ estimates of profits at the start 
of the year differed from the actual end-of- 
year outcome by 20% or more in 62% of 
cases for technology shares, and in almost 
one-third of cases for other shares. In ear- 
lier years, the experts were just as far off 
the mark. 

Yet there are several reasons to think 
that profit growth may be slower in future 
than in the gung-ho recent past. First, pro- 
ductivity can be expected to rise at a 
slower rate than it has done of late. The 
first-quarter decline in productivity of 1.4% 
at an annual rate has led most economists 
to lower their view of likely productivity 
growth from the miraculous “new econ- 
omy” rates they had been expecting. This 
will make it harder for profits to remain im- 
mune to rising labour costs. 

Another factor is the cooking of books. 





The spectacular growth in profits during 
the 1990s was partly due to dodgy ac- 
counting, which may be less helpful in fu- 
ture. According to Bob Barbera of Hoenig, 
an investment bank, thanks to the way in 
which employee share options are treated 
(or rather, not treated) in the accounts, the 
stated operating profits of s&P 500 compa- 
nies rose at a much faster rate than profits 
measured in the national accounts, which 
treat option grants as an expense to the 
firm. Thus, in the 1990s, profits at S&P 500 
companies tripled, but profits recorded in 
the national accounts merely doubled. If 
companies have to pay employees more in 
cash than in options in future, which 
seems likely, their costs will rise and profit 
growth will probably move closer to the 
more modest national accounts measure. 


Technological terrors 

Worries about future profit growth are 
greatest in the technology industries, as 
nobody really knows when capital spend- 
ing will resume once the current panic is 
over. Between 1993 and 2000, technology 
was the first- or second-fastest sector for 
profit growth in seven out of eight years— 
but it is likely to be the worst performer 
this year. 

Whether technology-industry profits 
actually grew as fast in recent years as they 
appeared to do is increasingly being ques- 
tioned. A recent study by Gary Schiene- 
man, Steven Milunovich and Lisa Liu, all 
analysts at Merrill Lynch, examined 37 
leading technology companies. The study 
found that accounting properly for options 
and non-operating expenses reduced the 
firms’ profits by 25% on average in 2000. 
Some firms may also have gained higher 
profits from not making contributions to 
their pension funds, because the value of 
the assets in the funds rose with the stock- 
market in recent years. All told, accounting 
changes could have turned profits into 
losses at Brocade, eBay, Exodus, Juniper, 
Lucent, Siebel and Yahoo! On the other 
hand, the figures might have been better 
than reported at Amazon, Ariba and Nor- 
tel, among others. 

Ultimately, there is no reason to expect 
that overall profits will continue to grow at 
a faster rate than nominal GDP, says Josef 
Lakonishok, an economist at the Univer- 
sity of Illinois who has studied long-term 
trends in profitability. Indeed, after a 
while, that becomes mathematically im- 
possible. The period in which profits have 
increased as a share of GDP was drawing 
to a close even before the economic slow- 
down, as labour grabbed a larger slice of 
the pie. Profit increases of around 6% a 
year may become the norm in future— 
broadly in line with the speed at which 
American profits have grown during the 
past 50 years, says Mr Lakonishok. In the 
current climate, even that would feel like 
winning the lottery. = 





Microsoft and AOL 
From friends to 
foes 


SAN FRANCISCO 
The two technology giants are set to 
become bitter enemies 


N 1996, AOL and Microsoft cut a deal that 

made high-tech history. AOL agreed to 
build its service around Microsoft's web 
browser, Internet Explorer. In exchange, 
Microsoft gave AOL’s software promi- 
nence on its Windows operating system. 
The arrangement boosted both firms. It 
helped Microsoft to win the browser war 
against Netscape, and it helped AOL to 
pick up millions of new subscribers. 

The failure of the two companies to re- 
new their deal, which was.announced on 
June 16th after weeks of negotiations, 
could prove just as significant. Itis true that 
the absence of an agreement will have 
only mild short-term consequences: al- 
though aor'’s software will not now be at- 
tached to Windows xr, Microsoft’s new 
operating system, due out on October 25th, 
AOL (now AOL Time Warner) can still 
strike deals with pc makers to load the pro- 
gram on to their machines. Rather, the im- 
pact will be felt in the long run. The col- 
lapse of the talks could signal the 
beginning of a titanic battle between the 
two firms. 

Both parties had hoped to gain some- 
thing from a new agreement. AOL wanted 
once more to ensure that its software had 
top billing on computer screens; Micro- 
soft’s main objective was to use AOL to 
gain market share for its Windows Media 
Player, a program that lets pc users listen to 
music or watch videos. Microsoft wanted 
AOL, among other things, to offer its audio- 
visual content in a format that can be 
played by Windows Media Player. For 
now, this content works only on software 
provided by RealNetworks. 

Why the negotiations failed depends 
on whom you ask. AOL says it was be- 
cause Microsoft wanted to banish RealNet- | 
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works’ music-and-video program from 
AOL software so that Microsoft could gain 
“as much control of music on the Internet 
as possible”. Nonsense, retorts Microsoft. 

` Several issues led to the collapse of the ne- 
gotiations, it says, not least that AOL re- 
fused to make its instant-messaging ser- 
vice inter-operable with Microsoft's 
because it hopes to continue to dominate 
this technology. 

Spinning aside, the convergence of soft- 
ware and online services has put the two 
companies on a collision course that 
makes it hard to cut deals. Microsoft, hav- 
ing realised that winning the browser war 
was not enough to give it control of the In- 
ternet, is increasingly encroaching on 
AOL's territory. Windows xP comes bun- 
dled with many of the services AOL offers, 
including new instant-messaging features. 

The battle could turn bloody. Much of it 
may be fought not in the marketplace, but 
in court. According to AOL insiders, the 
firm had agreed not to sue Microsoft on 
antitrust so long as the two companies had 
a technology-swapping pact. Now itis free 
to let its lawyers loose. Only recently, AOL 
gave warning that Microsoft was again 
abusing its Windows monopoly to push 
into new markets. A similar claim set off 
the government's big antitrust trial against 
the software giant (in which the appeals 
court is expected to rule any day now). 

If war now looks inevitable, it is also 
unfortunate. A clash between AOL and 
Microsoft would be bad for consumers, be- 
cause it could leave them having to grapple 
with competing standards. PC users want 
to see the two companies developing com- 
mon technical rules and competing on im- 
plementation, rather than each trying to 
dominate the standard for online music, 
instant messaging and so on. Sadly, that 
looks less likely than ever. = 


Selling petrol in China 
Pump action 


BEIJING 
Arace has begun for control of China’s 
90,000 forecourts 


NTIL recently, China’s oil industry 
took its orders from the government 
and disdained the marketplace. Now the 
_ country’s landscape is being transformed 
by a ferocious battle for market share. This 
is likely to be fought between China’s two 
newly created oil giants and the foreign 
multinationals that are eager to gain a foot- 
hold in the potentially lucrative business 
of running Chinese petrol stations. 
The prospect of entry into the World 
Trade Organisation (WTO) has prompted a 
radical overhaul of China’s oil industry. In 
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1998, the government decided to turn two 
big monopolies—one mainly responsible 
for refining and distribution, the other for 
exploration and production—into compet- 
itive, western-style “oil majors” engaged in 
the entire range of oil-related activities. 
The two new companies, Sinopec and Pe- 
troChina, were listed overseas last year 
and are using some of the billions of dol- 
lars they raised to buy up petrol stations. 
The companies’ logos (both predomi- 
nantly red) have been emblazoned across 
forecourts every where. 

China has about 90,000 petrol sta- 
tions—two-thirds as many as in the world’s 
biggest consumer of petroleum, America. 
Unlike the American market, which is 
mostly controlled by a handful of big oil 
companies, China’s was almost virgin ter- 
ritory before the two domestic giants de- 
cided to do battle. Most of the petrol sta- 
tions were owned by local governments, 
rural collectives or private individuals. 
Some of these offered dubious incentives 
to lure customers, ranging from cheap 
smuggled petrol to prostitutes. 

The Chinese companies feared that, if 
they did not move quickly, there was a risk 
that WTO entry would allow foreign mul- 
tinationals to gobble up this crucial busi- 
ness. China has agreed to open up its pet- 
rol retailing within three years of joining 
the wTO, and distribution within five 
years. In the past few months, Sinopec and 
PetroChina have duly bought many thou- 
sands of petrol-selling outlets across the 
country, pushing prices for prime sites to 
ridiculous heights: some have sold for as 
much as $ım each, probably twice as 
much as their true worth. In recent weeks, 
as Sinopec and PetroChina count the costs 
of their race, the rate of acquisition has be- 
gun to slow down. 

It could take some years before the Chi- 
nese companies see much return on their 
new purchases. That is why they now see 
joint ventures with foreign companies as 
an attractive way of gaining investment 
and expertise to enhance profitability. 
With a quarter of China's petrol stations 
now under their control, including most of 
the best ones, the big two feel they can af- 





ford to let the foreigners in. 

BP, ExxonMobil and Royal Dutch/Shell 
are heading the race to set up joint ven- 
tures. They have their eyes less on immedi- 
ate profits than on the long term: building 
up brand recognition, and also hoping that 
one day their retail operations might be- 
come integrated with their upstream ven- 
tures. “This is about strategic positioning,” 
says Scott Roberts of Cambridge Energy 
Research Associates. 

Long before the PetroChina/Sinopec 
race started, foreign companies were en- 
tering China through the back door, setting 
up as many as 300 outlets in various parts 
of the country, mostly by forming partner- 
ships with local governments. Now they 
have a chance of gaining a firmer foothold. 
BP, the largest foreign investor in China’s 
energy industry, has announced plans to 
launch 1,000 joint ventures with Petro- 
China and 500 with Sinopec by 2007. That 
may be a small share of the Chinese mar- 
ket, but it will still amount to a retail net- 
work about the size of the one BP has in 
Britain. ExxonMobil and Shell also plan to 
create 500 joint-venture petrol stations 
apiece with Sinopec. 


Purchasing horsepower 

This is all a (fairly safe) bet on more cars 
and roads. China still has fewer privately 
owned cars per head than almost any 
other country in the world. But car owner- 
ship is increasing rapidly as wages rise (see 
chart). wro entry will make imported 
cars cheaper. At the same time, China is 
spending billions of dollars extending its 
motorway network. 

Along China’s highways, the logos of 
foreign oil companies will sprout in the 
years ahead—alongside those of Petro- 
China and Sinopec. But that is only half 
the battle, says Paul Bernard, an analyst 
with Goldman Sachs in Hong Kong. The 
big Chinese companies will continue to 
maintain their grip over not only the retail 
sector, but distribution as well. Thanks to 
skilful manoeuvring in advance of wTO 
membership, China will retain control of 
what its officials call the “lifeline” of its oil 
industry. m 
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Airbus 
Place your bets 


PARIS AND TOULOUSE 
Big passenger jets are better than fast 
ones. Or is it the other way round? 


A NOEL FORGEARD speaks, a big white 


aircraft performs lazy circles over- 


head. The boss of Airbus is describing his 
achievements since taking the controls 
three years ago, as his latest product de- 
scribes tight arcs in rehearsal for the Paris 
Air Show, which opened on June 16th. The 
aeroplane is the A340-600, which flew for 
the first time in late April. It is the longest 
aircraft in the world, yet it glides around 


Swissair’s woes 


Not quite Nestlé 


PARIS 


quietly with only the occasional blast from 
its four engines—a stunt Airbus loves to 
pull to show how silent its jets are com- 
pared with the competition from arch-ri- 
val Boeing. 

The new A340 will carry around 380 
passengers, as many as all but the most 
modern Boeing 747s. Its low-key, low- 
noise flight is in keeping with the profile of 
Mr Forgeard, whose previous job was as 
president of France’s Lagardére aerospace 
and defence group. When he took over at 
Airbus, his main job was to drag a consor- 
tium born of industrial policy and taxpay- 
ers’ subsidies into a world of commercial 
reality. He saw the challenge as threefold: 
to match Boeing’s market share; to launch 
Airbus’s A380 super-jumbo project; and to 
oversee the conversion of Airbus from a fi- 
nancially nebulous consortium into a real 


Swissair’s new boss is bouncing from one problem to another 


ITY Mario Corti, boss since March of 
Swissair Group, Switzerland's flag- 
carrying airline and a world leader in re- 
lated services such as catering and logis- 
tics. The former chief financial officer at 

Nestlé, a Swiss food giant, took over a 
group in grave strategic and financial dif- 
ficulties. As expected of somebody who 
once circumnavigated the world in a 
light aircraft, he has been bold and deci- 
sive, securing a SFr1 billion ($561m) 
credit line to stabilise a balance sheet 
groaning under SFr6.3 billion of debt, 
making disposals and cutting costs. But 
it is as if he is swimming against the tide: 
no sooner has he overcome one problem 
than another pushes him back. 

On June 15th, Swissair announced 
that AOM-Air Liberté, a loss-making 
French airline group in which it is a mi- 
nority shareholder, had filed for bank- 
ruptcy. This ended a stand-off between 
Mr Corti and Marine-Wendel, a French 
family group that, despite being Air Li- 
berté’s majority shareholder, was refus- 
ing to inject one-third of the capital 
needed to keep the airline going. Marine- 
Wendel blames Swiss stubbornness for 
the bankruptcy. Almost everyone else 
blames Marine-Wendel. 

On June 18th Mr Corti found himself 
at the centre of another storm when Sa- 
bena, Belgium’s deeply troubled na- 
tional airline, announced that efforts to 
produce a new business plan had stalled 
because its shareholders could not guar- 
antee fresh money. Mr Corti’s predeces- 
sor had foolishly bought a 49.5% stake in 
Sabena, despite the fact that the airline 
had made a profit only once in the past 


i Over to you, Mr Corti 
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40 years. Swissair may now be legally 
obliged to increase its stake to 85%, as 
part of a broader trade pact that is being 
discussed by the European Union and 
Switzerland. 

Sorting out this mess will be the 
toughest test to date of Mr Corti’s mettle. 
One the one hand, Swissair does not 
have the money to buy more Sabena 
shares, and understandably has no de- 
sire to fund its continuing losses because 
this would further undermine its own 
precarious finances. On the other, it can- 
not easily walk away because Belgian 
law forces shareholders to pay severance 
costs in the event of closure. In the case 
of bloated Sabena, these would be huge. 
Mr Corti’s only hope might be to find a 
buyer for his own group that has deep 
enough pockets to extricate it from its 
Belgian nightmare. How far it must all 
seem from the ordered calm of executive 
life at Nestlé. 


business. 

Airbus has clawed its way to a position 
in which it now broadly matches Boeing in 
terms of orders. Boeing makes much of the 
fact that it still delivers two-thirds of all jet- 
liners sold (ie, those with 100 seats or 
more; below that there are other contend- 
ers, such as Brazil's Embraer and Canada’s 
Bombardier). But Airbus’s superiority in 
new orders is about to translate into the 
hard cash of deliveries: its order backlog of 
1,659 is now bigger than Boeing’s, accord- 
ing to analysts at J.P. Morgan, an invest- 
ment bank. At the Paris show, it paraded a 
long list of new deals, one of them a single, 
$8.7 billion order for 111 aircraft (including 
ten super-jumbos) from ILFC, a leasing 
company owned by AIG, an American in- 
surance company. 

Both Boeing and Airbus foresee a 30% 
fall in jet orders this year, as airline profits 
decline. But both are confident that it will 
be a soft landing rather than a crash of the 
sort the industry experienced during the 
recession ten years ago. Airbus expects to 
emerge from the Paris show with far more 
than half the total orders placed. This 
week, Boeing duly denounced Airbus’s 
tactic of stacking up orders so that they can 
be announced in one lump at high-profile 
events as “fluff”. 

Mr Forgeard’s second challenge, to 
launch the super-jumbo, has been the 
most daunting. Since the introduction of 
the 747 in 1969, Boeing has enjoyed a mo- 
nopoly in aircraft carrying over 350 pas- 
sengers. The A340-600 will be the chal- 
lenger until the 550-seater super-jumbo 
enters service in 2006. 

Before the Paris Air Show, the super- 
jumbo had won 62 firm orders, plus 40- 
odd options. Mr Forgeard is confident of 
reaching 100 firm orders by the end of the 
year. Airbus needs around 250 orders be- 
fore it begins to make a profit on the pro- 
ject. Its chances have been greatly in- 
creased by Boeing’s failure to win any 
orders for a revamped 747. Rather than 
compete with the super-jumbo, Boeing 
has decided to concentrate on a smaller, 
faster “sonic cruiser”. So the petty sniping 
of old has been replaced by a genuine bat- 
tle of philosophies: on one side is size, on 
the other speed. 

Turning Airbus into a company has 
brought some unexpected changes. It is 
now 80% owned by EADS, a Franco-Ger- 
man-Spanish group, and 20% by Britain’s 
BAE Systems. All management meetings 
are held in English, according to Mr 
Forgeard, even if all the participants are 
French. “It is embedded in our way of 
thinking,” says Mr Forgeard. He hopes this 
will translate into an Anglo-Saxon enthu- 
siasm for the bottom line. 

As a consortium, Airbus never knew 
what its real costs were, since consortium 
members were also its biggest suppliers. 
Now it hopes to drive down working capi- » 
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French fans 


> tal by up to 15% by functioning as a prop- 
erly transparent company. It is also forcing 
suppliers to cut prices. Instead of four part- 
ners having contracts with, for instance, 
aluminium makers, there is a single Airbus 
contract—and the price has to match the 
best terms of any previous deals. Airbus is 
hoping that this will lead to a net profit 
margin of 10% by 2004, up from around 8% 
today, as aircraft production rises and 


economies of scale begin to take effect. Al- 
ready, pre-tax profits are running at 
around €1.5 billion ($1.3 billion). 

The biggest obstacle to raising them 
would be wholesale cancellation of order 
options, if airlines panic as profits fall in 
the downturn. Last month, air travel de- 
clined year-on-year for the first time in ten 
years. If that trend continues, Airbus could 
yet bein for a bumpy ride. m 





GE/Honeywell 


Welch squelched 


PARIS 


The largest industrial merger ever announced is all but dead 


DMITTING he was not too old to be 
surprised, Jack Welch, veteran chair- 
man of General Electric and mastermind 
of its intended merger with Honeywell, 
stomped away from Brussels on June 14th, 
saying that the European Commission's 
conditions for allowing the deal were so 
tough that they would fatally undermine 
it. But should he have been surprised? 
There were plenty of signs in recent weeks 
that the $42 billion deal was in trouble. 

Waved through briskly by American 
antitrust authorities last month, the 
merger met a far more sceptical reception 
in Brussels. On June 19th Jeffrey Immelt, 
Mr Welch's successor-in-waiting, told a 
French newspaper that its chances of suc- 
cess had faded to “nil”. Although a few op- 
timists think a deal is still possible, GE has 
gone far beyond mere posturing. 

If not surprising, the outcome is never- 
theless a bit puzzling. Mario Monti, the 
EU's competition chief, is an adept politi- 
cian who has been unafraid to stand up to 
big companies—among them WorldCom/ 
Sprint and Time Warner/EmMi—but who 


has usually managed to broker compro- 
mises when it seemed sensible. In this 
case, however, he played an uneven hand. 
More than once he allowed his officials 
radically to shift the ground for their objec- 
tions, creating the unfortunate impression 
that EU antitrust policy was being made 
on the hoof. He also gave most weight to 
objections from commercially motivated 
competitors of Ge and Honeywell, and lis- 
tened less to customers. And in the end, he 
failed to appreciate that, when Mr Welch 
told him Ge had made a final offer, he 
meant it. After leaving their meeting on 
June 14th, Mr Welch made remarks that 
killed any scope for further negotiation. 
That prompted Mr Monti to issue a de- 
fensive statement in which he deplored 
outside criticisms and interference, and 
claimed that the two sides had not been so 
far apart. He sent a recommendation to 
block the deal to EU member governments 
the same day. Even though some are un- 
happy with the commission’s planned 
veto, it is hard to envisage any other out- 
come. The commission will probably 
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make its final announcement on July 2nd. 

For its part, GE was slow initially tc 
grasp that the commission would be a lo’ 
tougher than its American counterparts 
Once it woke up, GE responded vigor 
ously. In May it attacked a so-called “bun 
dling” theory that until then had formed ¿ 
main plank of the commission’s objec 
tions. The theory held that GE could bun: 
dle sales of its aircraft engines and Honey- 
well’s avionics into packages that would 
be priced to drive rivals out of business. 

With its bundling theory under heavy 
(and largely successful) attack, the com- 
mission changed course. In early June it 
started to argue instead that a merged GE/ 
Honeywell would simply be too influen- 
tial in the aircraft-engines and systems 
businesses. Not only should it, therefore, 
be required to sell chunks of Honeywell's 
avionics business to competitors, but it 
should also modify the behaviour of GE- 
CAS, GE's powerful aircraft-leasing arm. 

GE refused to contemplate any dilution 
of its full ownership of GEcAs, a highly 
profitable business. GE also disagreed fun- 
damentally with the commission’s argu- 
ment that GECAs, as one of the world’s 
two leading aircraft-finance companies, 
wields a disproportionate influence on the 
market that would be strengthened by the 
addition of Honeywell. GE offered to give 
binding undertakings that GECAS would 
behave fairly. But the commission wanted 
a more radical solution: a partial spin-off. 

Meanwhile, the commission de- 
manded disposals of avionics businesses 
far bigger than Ge had expected or was 
ready to concede. GE's initial offer to sell 
around $1 billion of avionics turnover was 
greeted with a demand four times bigger— 
and double Mr Welch's final offer of $2.2 
billion. There was worse to come. After de- 
manding specific avionics disposals of $4 
billion, the commission suddenly decided 
that much larger chunks should be carved 
out in order to create sturdy competitors. It 
increased its demand to $7 billion. Quite 
how this squares with Mr Monti’s sugges- 
tion that a stronger commitment on GE- 
CAS alone might have been enough to sal- 
vage the merger, only he can explain. 

A nagging question, even so, is why GE 
stuck so firmly to its position and reacted 
so fiercely and definitively in public when 
its talks with Mr Monti ended. One answer 
seems plausible. Since it decided to buy 
Honeywell last October, the economic 
outlook in America and elsewhere has 
worsened. That may not have been 
enough for GE to wish it had never put in 
its high-risk bid. But the altered climate 
seems to have made Ge reluctant to take 
the greater downside risk that would re- 
sult from a restrictive deal with Brussels. 
Although it has left Honeywell in the 
lurch, GE can now atleast pin the blame for 
the failed deal on Mr Monti. Mr Welch may 
be old, but he is nobody's fool. = 
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High-speed Internet access 


Broadband blues 


Why has broadband Internet access taken off in some countries but not in others? 


66° THE future is already here—it’s just 
unevenly distributed,” a science-fic- 
tion writer, William Gibson, once joked. 
High-speed, or “broadband”, connections 
to the Internet are a case in point. Although 
there is a widespread view that broad- 
band is the future of the Internet, figures 
compiled by the OECD reveal an astonish- 
ing variation in the adoption of broad- 
band across the rich world (see chart). 
South Korea leads the table with 9.2 broad- 
band connections per 100 inhabitants, 
compared with 2.25 in America and a mea- 
sly 0.08 in Britain, despite the popularity 
of the Internet in all three countries. 

The irony is that, while the world’s tele- 
coms firms spend a fortune building third- 
generation mobile-phone networks, even 
though they are not sure that anybody 
wants them, in many parts of the world 
they seem unable or unwilling to provide 
broadband connections at reasonable 
prices, even though customers want them. 
Horror stories abound of long waiting 
lists, botched installations and deliberate 
foot-dragging by monopolistic incum- 
bents. What is going on? 

There is plenty of demand for broad- 
band links, which come in two main types: 
digital subscriber-line (psL) connections 
and cable-modem connections. DSL uses 
special hardware to turn old-fashioned 
telephone lines into high-speed data links; 
cable modems transmit data over the fibre- 
optic and coaxial cables used for televi- 
sion. Both technologies are capable of de- 
livering data much faster than dial-up mo- 
dems, and both offer the advantage of 
“always on” connections. 

The problem lies in the supply. Accord- 
ing to Merrill Lynch, an investment bank, 
Deutsche Telekom, Germany’s telecoms 
incumbent, signed up 630,000 subscrib- 
ers for DSL last year, but managed to con- 
nect only 135,000 of them. In Britain, it can 
take months to get a DSL connection, and 
cable modems are unavailable in all but a 
handful of areas. In America, independent 
DSL providers such as Covad and 
Rhythms are struggling; NorthPoint, an- 
other provider, went bustin March. 

So why is broadband more readily 
available in South Korea and Canada than 
in other countries, even those with large 
numbers of Internet users? According to 
Sam Paltridge, at the OECD, several over- 
lapping factors affect whether or not 
broadband takes off. The biggest is the de- 
gree of competition in the market, which 


governments have generally encouraged 
by allowing the construction of rival infra- 
structure to the telephone network, usu- 
ally in the form of cable networks. 

But the existence of rival infrastructure 
is not enough. Ford Cavallari of Adventis, a 
consultancy in Boston, points out that ca- 
ble companies can make more money sell- 
ing high-margin services, such as premium 
Tv channels, to their subscribers than they 
can from offering cable modems. Mean- 
while, the telephone network is usually in 
the hands of a state-owned (or formerly 
state-owned) monopoly that is reluctant to 
cannibalise corporate high-speed Internet 
access revenues by offering cheaper broad- 
band. The result can be that nothing hap- 
pens—as in Ireland, for example. In Scandi- 
navia, says Mr Paltridge, the cable 
infrastructure is often owned by incum- 
bent telecoms firms. The resulting lack of 
competition may explain why no Scandi- 
navian countries are in the top six for 


$ It's speedier in Seoul 


Broadband connections per 100 inhabitants 
January 2001 


South Korea 


3 
S 


. 
ij 


l 
: 


n 
> 
© 
œ 
S 





broadband penetration, despite having 
unusually high rates of Internet usage. 

To get things moving, regulators in most 
OECD countries realised that it was neces- 
sary to “unbundle the local loop”—in plain 
English, to force incumbents to give other 
firms access to the copper wires running 
into homes. New entrants could then 
spring up to offer pst over these wires, 
and so encourage the cable companies to 
compete by offering cable modems. Can- 
ada was one of the first OECD countries to 
unbundle its local loop; Britain was one of 
the last. This is one reason for the vast dis- 
crepancy in the availability of broadband 
between the two. 

Yet unbundling is not sufficient to get 
broadband going either, since it is depen- 
dent on the co-operation of the telecoms 
incumbent. In both Britain and America, 
incumbents have hindered adoption of 
DSL by being deliberately unhelpful to- 
wards new entrants, many of which have 
given up or gone under. Regulators in 
America can impose only puny fines, 
which incumbents regard as a price worth 
paying to keep the market to themselves; 
Britain’s telecoms regulator, Oftel, has 
been criticised for failing to crack the whip 
over British Telecom. 

Another problem is a shortage of tech- 
nicians to install DsL connections. Some 
countries where the incumbent is keen on 
broadband, notably Belgium, have got 
round this through the use of “plug-and- 
play” equipment that subscribers can in- 
stall themselves. This equipment is start- 
ing to become available in other countries, 
too, including France and Germany. In 
South Korea, the incumbent, Korea Tele- 
com, took a different approach and trained 
an army of 2,500 technicians to install DsL. 
South Korea is a special case in other ways, 
too. Its population is highly concentrated, 
which made the construction of rival infra- 
structure cheap and easy. The result was 
fierce competition between cable and DSL 
providers: over 2m new DSL connections 
were installed during 2000 alone. 

In short, the wide variation in the adop- 
tion of broadband is the result of several 
overlapping political, regulatory and tech- 
nical factors. There is no simple way for 
governments to copy South Korea, much 
as they would like to. All they can do is to 
unbundle the local loop and keep a close 
regulatory eye on the behaviour of their te- 
lecoms incumbents, which can drive or 
delay the adoption of broadband pretty 
much as they choose. And in Europe, says 
Mr Paltridge, there is evidence that the old 
guard is finally yielding to change. The 
OECD’s latest figures show that, in the first 
quarter of 2001, the number of pst lines 
grew by 73% in France, 90% in Britain and 
113% in Germany. The signs now point toa 
surge in growth—even if it is not on the 
scale of South Korea last year. Could it be 
lift-off atlast? = 
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Vaclav Fischer has created something thatis still rare in Central Europe: a trusted brand 





T SHOULD come as no surprise that 

Skoda cars and Budweiser Budvar beer 
are the most recognised brand-names in 
the Czech Republic. Just behind them, 
however, is a company that few non- 
Czechs will have heard of: Fischer. That is 
a strangely lofty situation for a mere tra- 
vel agency. But then Czechs consider the 
company’s founder and sole owner, 47- 
year-old Vaclav Fischer, to be their most 
successful entrepreneur. He is certainly a 
rare tycoon for the former communist 
world: squeaky-clean, soft-spoken, politi- 
cally independent and more interested in 
serving than gouging his customers. 

Almost every Bohemian town square 
is emblazoned with the blue-and-white 
livery of a Fischer travel agency. Inside, 
uniformed staff offer glossy brochures 
promising breaks to Acapulco, or at least 
Ibiza~nothing special in the West, but a 
welcome consumer revolution for sun- 
starved Slavs raised on communist travel 
monopolies. Fischer hopes for sales of 
$200m this year. It accounts for about 
half the 500,000 package holidays sold in 
the Czech Republic each year; in Western 
Europe, the biggest tour operators seldom 
have more than a 20% market share. 

Mr Fischer spent a happy youth in 
Prague, but communism never suited 
him. In 1978, on the day he graduated 
from the Prague School of Economics, he 
fled Czechoslovakia. He went first to Zu- 
rich and then to Hamburg where, in 1980, 
he set up his first travel agency, Fischer 
Reisen. The timing was propitious, coin- 
ciding with an explosion in the West Ger- 
man package-holiday business. By 1985, 

_ Fischer Reisen had become West Ger- 
many’s fifth-largest travel agency. Mr Fi- 
scher puts its success down to “the right 
balance of service and price”. His ability 
to strike deals with reliable partners, cru- 
cial in the travel business, also helped. 

Looking east at his newly liberated 
homeland, Mr Fischer spotted, earlier and 
more clearly than anybody else, a golden 


business opportunity. Service was anath- 
ema for state-run travel agencies, which 
were, besides, riddled with spies and 
hardline communists with few, if any, 
business contacts in Western Europe. In 
the Czech Republic, at least, there was a 
tradition of travel to build on: the Czech 
president, Vaclav Havel, recalls childhood 
family holidays at the Belgian and Italian 
seaside. Such genteel travel ended with 
communism. Instead, after the dark days 
of Stalinism came a new tradition: pack- 
age holidays for all, naturally within the 
communist block. Even a steel worker 
could look forward to two weeks on the 
Bulgarian strand, albeit in a tawdry hotel. 
The Czechs of 1990 were not rich, but 
with the cage door thrown open (well, al- 
most open—visas were still a pain) many 
were prepared to spend a good portion of 
their incomes on finally seeing the world. 

Mr Fischer's elegant office in central 
Prague, which overlooks the opera house 
that staged the premiere of “Don Gio- 
vanni”, is a far cry from the cubby-hole 
that he rented when he first returned. 
What drove his success, say observers, 
was a willingness to invest in quality for 
a long-term return. He also brought with 
him the Hanseatic business rectitude that 
he had learnt in Hamburg. Other oper- 
ators thought nothing of putting their cli- 
ents in hovels and skimming off a big 
margin; he made sure that his customers 
stayed in the same hotels as West Europe- 
ans. In 1995 he sold the German bit of his 
company to Lufthansa Condor, a subsid- 
iary of the German airline, giving him 
enough capital to buy a small fleet of Boe- 
ing planes, another selling-point over ri- 
vals still flying oily Tupolevs. 

The biggest moment in Mr Fischer's 
career came in 1997, when several thou- 
sand Czech holidaymakers were stranded 
in the Mediterranean after a devaluation 
of the Czech koruna had bankrupted sev- 
eral tour operators. Mr Fischer took a 
gamble and flew them all back at his own 
expense ($340,000, to be precise). This 
proved great publicity: most of those res- 
cued became loyal Fischer clients. 

A Fischer holiday is still beyond the 
pocket of ordinary Czechs. The average 
package goes for $500, well above the av- 
erage monthly salary. All the same, Mr Fi- 
scher bullishly believes that the Czech 
market will quadruple to 2m packages by 
2005. It helps that his compatriots are 
more interested in going abroad than 
other Central Europeans. “They're like 


Germans. They like travelling. They want 
sun, a tan and good meals,” he says. Con- 
sumers in neighbouring Slovakia, for in- 
stance, are five times less likely to buy a 
package holiday than are Czechs, a differ- 
ence not entirely explained away by Slo- 
vakia’s poorer economy. The firm has 
higher hopes of Poland and Hungary. 

Mr Fischer is eager that the Czech Re- 
public should join the European Union, 
which it hopes to do in 2004. He reckons 
his low operating costs and central loca- 
tion—though what former Soviet satellite 
does not claim to be at the heart of Eu- 
rope these days?—will give him an edge to 
push back into the crowded Eu market, 
especially in neighbouring Germany and 
Austria. Membership will also do away 
with regulations that prevent his charter 
airline business from hauling passengers 
around within the EU. 

Mr Fischer's popularity at home was 
confirmed in 1999, when he ran as an in- 
dependent for the Czech Senate, the up- 
per house of parliament. In a campaign 
that shamelessly advertised his company 
as much as Mr Fischer’s own political cre- 
dentials (a politely rendered distaste of 
the ruling politicians), he was elected 
with a record 71% of the vote; not bad for 
the first openly gay candidate in the coun- 
try’s history. 

These days Mr Fischer leads a double 
life: the office in the morning, then a brisk 
stroll across the Charles Bridge to the Sen- 
ate in the afternoon. He is talked of asa 
possible presidential successor to Mr Ha- 
vel. That is unlikely, but not impossible: 
Mr Fischer’s hopes have been boosted by 
some recent back-room deals that have 
left him looking less independent. He 
may yet be remembered more for his pol- 
itics than his business acumen. E 
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Argentina’s latest economic reforms have rattled markets in South America 


NTRODUCED in 1991, Argentina’s cur- 

rency-board system, under which the lo- 
cal peso is tied to the dollar at par, has been 
seen as the lifebelt that has kept the econ- 
omy afloat. The hyperinflation of the 
1980s was banished, to be replaced by a 
burst of growth. But in recent years, as the 
dollar—and so the peso—have surged 
against the euro, the yen and neighbour- 
ing Brazil’s real, Argentine exports have 
struggled to compete. And the lifebelt has 
seemed more like a millstone. 

The obvious solution, a devaluation, is 
a non-starter. Less than a tenth of the gov- 
ernment'’s debt is denominated in pesos, 
so devaluation would bring financial ruin 
to it as well as to private-sector borrowers. 
A big refinancing early this month of $29 
billion-worth of commercial debt, 
through a swap for longer-dated bonds, 
bought a respite. But the shadow of a po- 
tentially catastrophic default still hangs 
over Argentina. 

So on June 15th Domingo Cavallo, the 
economy minister, who in an earlier incar- 
nation in the job was the main designer of 
the currency board, tried a new tack. He 
announced a package of reforms, includ- 
ing a system of subsidies for exports and 
tariffs for imports, which will have the ef- 
fect of introducing a floating exchange rate 
for foreign trade. Exporters will be able to 


claim areimbursement when they convert 
their dollar receipts into pesos, equal to the 
average of the peso-dollar and peso-euro 
exchange rates. This week, an exporter 
would have received more than seven ex- 
tra pesos for every $100. The same rate will 
apply in reverse for imports, which be- 
come more expensive. 

Mr Cavallo insists the convertibility 
system is unaffected, since the refunds and 
tariffs are fiscal measures handled by the 
customs authorities, and not a parallel ex- 
change rate administered by the central 
bank. But foreign investors were uncon- 
vinced by this sleight of hand. Concern 
that this was a first step towards full-scale 
devaluation sent the price of Argentina’s 
bonds tumbling. Yields leapt to a margin 
of more than ten percentage points above 
American Treasury bonds. Nervousness 
affected stockmarkets not just in Argen- 
tina, but in other South American coun- 
tries too. In Brazil, the real fell to a record 
low against the dollar—prompting the cen- 
tral bank to raise interest rates sharply. 

Mr Cavallo, brought back as economy 
minister only in March, announced in 
April a plan to amend the convertibility 
system by pegging the peso to a currency 
basket, consisting in equal parts of dollars 
and euros. But, he says, the change will not 
take effect until the euro reaches parity 
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with the dollar (if that ever happens), 
when the export subsidy will disappear. 
Mr Cavallo’s latest approach is unor- 
thodox. Neither export subsidies nor ta- 
riffs are high on the list of approved mea- 
sures at the World Bank, the International 
Monetary Fund or the American Treasury. 
Other moves include increases in employ- 
ers’ payroll contributions, and income-tax 
cuts. Analysts were unhappy that Mr Ca- 
vallo had offered no spending cuts, al- 
though most accept that they would be po- 
litically impossible at the moment. 


Local hero 

The measures have played better at home 
than they have abroad. Norberto Sosa, of 
Raymond James, an investment bank, 
praises them as an unusual but pragmatic 
mixture of aid to exporters and stimulus to 
the domestic economy. As capital inflows 
to emerging markets dry up, Argentina 
needs to boost exports to raise foreign-cur- 
rency revenue. 

The international audience is both baf- 
fled and irritated by Mr Cavallo’s hyperac- 
tivity. On the other hand, says Arturo Por- 
zecanski, of ABN Amro, a bank, if Mr 
Cavallo can increase domestic confidence, 
foreign confidence should follow. In the 
meantime, he has “basically written off” 
the foreigners, reckoning that they will 
give him no credit for the economy until it 
is unequivocally out of its rut. 

Indeed, closer inspection of the latest 
package suggests that it is chiefly a head- 
line-grabbing attempt to raise local spirits 
after three years of recession. Mr Cavallo 
has announced plans to pump as much as 
$5 billion into the economy, by issuing 
bonds secured against overdue tax re- 
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ceipts. Elsewhere, much of what he prom- » 





> ises to deliver with one hand he is slyly 
taking away with the other. 

In return for the new exchange-rate 
rules, for instance, he has reduced both di- 
rect export subsidies and external tariffs. 
Similarly, the trumpeted income-tax cuts 
are modestin scope and will in any case be 
partly offset by the higher prices of im- 
ports and by new taxes, for example, on 
fuel and transport. 

For all its promised stimulative effects, 
Mr Cavallo reckons the package will raise 
$620m in revenues for the government, 
helping it meet a target for the fiscal deficit 
that was looking increasingly out of reach. 
“When you strip down the measures, 
there ain’t much there,” says Mr Porzecan- 
ski. “But he is certainly making the biggest 
fuss ever.” It is a risky strategy. It relies on 
persuading Argentines that he has done 
more than he has in fact delivered, while at 
the same time persuading jittery interna- 
tional markets that there is less to his re- 
forms than meets the eye. m 


Money laundering 


Fighting the dirt 


Governments claim progress in the war 
against money laundering 


EGEND has it that Al Capone used a 
string of coin-operated launderettes in 
Chicago to disguise his revenues from 
gambling, prostitution and protection 
rackets. Since then, money laundering has 
grown rapidly. Some $500 billion-1.5 tril- 
lion a year (equivalent to 1.5-4.5% of gross 
world product) generated by illegal activi- 
ties is washed through the banking sys- 
tem, according to estimates by the Interna- 
tional Monetary Fund. Until recently, 
governments talked tough about the pro- 
blem, but did little about it. All that 
changed two years ago, with the birth of a 
campaign that celebrated a triumph of 
sorts this week in Paris. 

When it first appeared in 1989, the Fi- 
nancial Action Task Force on Money Laun- 
dering (FATF) was conceived by the G7 
countries as a helpful, co-operative sort of 
organisation. It would persuade govern- 
ments to combat money laundering, and 
offer them technical assistance to do so. 
Then, a year ago, it ran out of patience and 
slapped 15 countries on to a money-laun- 
dering blacklist. This week, in a mood of 
self-congratulation about the impact of 
this blacklist, the task-force has been pon- 
dering whom to add and remove. Persis- 
tent offenders may face “counter-mea- 
sures”, which at worst could mean that 
banks in the FATF’s 29 member countries 
would be barred from dealings with banks 


based in a named location. 

The FATF’s strong-arm approach has 
had an impact, at least on legislators. Fear 
of being ostracised from the world’s finan- 
cial system has prodded most of the 15 gov- 
ernments into a flurry of law-making. The 
Bahamas has enacted 11 pieces of new 
money-laundering legislation in seven 
months. Liechtenstein has not only over- 
hauled its laws, but also set up an institute, 
staffed by people from KPMG, an accoun- 
tancy firm, to educate the territory’s finan- 
ciers about fighting money laundering. 
The Cayman Islands and Panama have 
also received nods of encouragement from 
the FATF for their law-making efforts. All 
four countries are favourites to be re- 
moved from the blacklist. But the FATF is 
likely to add six more in their place, includ- 
ing Hungary, Indonesia and Egypt. 

Evidence of the FATF’s clout: on the day 
of Liechtenstein’s blacklisting, Standard & 
Poor's, a rating agency, changed the out- 
look of the principality’s biggest bank, LGT 
Bank in Liechtenstein, from stable to nega- 
tive. It said that it was worried about the 
impact that counter-measures might have 
on the bank’s business. This week, the 
agency praised Liechtenstein for its good 
works, perhaps prematurely, and raised its 
outlook again. 

That is the good news. Less happily, 
Russia, the FATF’s chief enemy, drags its 
feet. The Duma has yet to pass a money- 
laundering bill. The Philippines has not 
produced one, although its central bank 
has issued a new set of guidelines for the 
banks. One country, of all those named 
and shamed by the FATF, has done noth- 
ing at all: Nauru, in the South Pacific. Pre- 
sumably it is by now a holiday destination 


Every day is washing day in Russia 


for Russians and tax accountants. 

Even where laws have been passed, it is 
not clear that money laundering will be 
beaten. Laws need to be enforced, and 
whether they are or not is often hard to 
gauge. The laws typically require a bank to 
“know the customer”, to be confident that 
his money is obtained by legitimate 
means, and to report any suspicious activ- 
ity. This involves a vast effort, thanks in 
part to the growth of “correspondent 
banking” relationships—banks with ac- 
counts at other banks, which they make 
available to their customers. In effect, this 
means that banks must know their cus- 
tomers’ customers. 


Not just on coral atolls 

A lot of effort cannot guarantee to put a 
stop to money laundering—even in Amer- 
ica, as a recent report by Senator Carl Levin 
made clear. It would be no surprise if some 
legislators in offshore jurisdictions felt that 
they should make a show of cracking 
down on money laundering, without in 
fact doing much to scare off valuable cus- 
tomers. This is clearly something that 
bothered the FATF as it considered taking 
countries off the blacklist. 

Denouncing the practices of 15 coun- 
tries, many of them small and developing, 
has also drawn attention to the gentler 
treatment that the FATF affords its own 
members. Some do not fulfil all the criteria 
contained in the FATF’s “40 recommenda- 
tions”, which set out what it thinks mem- 
ber countries should do about money 
laundering. Mexico, a recent member, 
does not fully obey three of the rules, the 
FATF Says in its most recent annual report, 
and Argentina is described as “a basic > 








> model in transition.” Enforcement is also a 
concern with some member states. Brazil, 
the FATF points out, has failed to bring any 
successful prosecutions. 

The FATF even has doubts about Amer- 
ica, where “know your customer” laws 
were blocked last year because of con- 
cerns about privacy. However, “volun- 
tary” guidelines have sent the banks into a 
frenzy of activity that ought to allay the 
FATF’s concerns, at least for now. Still, 
there is a battle within America’s Treasury 
Department, where some staffers would 
like to scrap the requirement that banks 
must report suspicious activity and to 
raise, from $10,000 to $25,000, the finan- 
cial transfers that have to be reported to the 
authorities. Paul O'Neill, the treasury 
secretary, has worried international regu- 
lators by seeming to favour offshore tax ha- 
vens, even if he does not favour their 
money-laundering activities. 

This raises the toughest question: what 
exactly are efforts against money launder- 
ing trying to achieve? So far, countries 
have been free to define what they regard 


as illegal sources of money. All include 
drugs, racketeering and other dark crimes 
in their definition. Some, such as France, 
consider tax evasion to be money launder- 
ing; others, like Switzerland, do not. 

In future, the task-force may lay downa 
consistent definition of money launder- 
ing, and some of its members want this to 
include tax evasion. Some suspect that the 
OECD would like to use the fight against 
money laundering to advance its parallel 
and controversial campaign against an ac- 
tivity it calls “unfair” tax competition, be- 
cause low rates in one place encourage tax 
evasion in another. 

If the FATF sides further with the fight 
against tax havens—it has its headquarters 
at the OECD, after all, and meets regularly 
with the OECD committee leading the tax- 
haven charge~—it risks losing support for 
dealing with nastier crimes. “We are aware 
that focusing on tax evasion could under- 
mine the effectiveness of anti-money- 
laundering systems,” says Patrick Mou- 
lette, head of the task-force secretariat. Not, 
probably, a price worth paying. @ 





World economy 


Stagflation? 


As growth slumps, inflation jumps 


HILE everybody’s attention has 

been on a slowing world economy, 
an unwelcome guest has crept in. Inflation 
in the G7 economies rose to an average of 
2.8% in May, up from 1% in early 1999 and 
the highest for almost eight years. 

Inflation has edged up to 3.6% in Amer- 
ica, from 1.6% in early 1999; and to 3.4%, 
from 0.8%, in the euro area. A big part of 
this increase reflects higher energy prices; 
core inflation rates have risen by less (see 
chart on next page). The jump in inflation 
comes with more evidence of a sharp 
economic slowdown. In the five months to 
May, America’s industrial production fell 
at an annual rate of almost 7%. Industrial 
output in the euro area fell in both March 
and April. 

Falling output and rising inflation has 
spurred talk of a return to stagflation, 
1970s-style. That would present a serious 
dilemma for central banks, especially the 
Federal Reserve and the European Central 
Bank (EcB). If they cut interest rates to pre- 
vent recession, inflation might rise further; 
if they raised interest rates to stem infla- 
tion, growth would slow. 

Yet stagflation is far too strong a word. 
Inflation is still low by the standards of the 
past 30 years. Forecasts suggest that infla- 
tion in America and Europe is likely to 
drop over the next year. The recentjump in 
inflation in the euro area, to well above the 
ECR’s 2% inflation target, was one reason 
why the bank held interest rates un- 
changed at its meeting on June 21st. To cut 
rates too fast would dent its credibility. 
However, most analysts reckon that infla- 
tion will drop sharply in June, opening the 
way for arate cut this summer. 

America’s Federal Reserve next meets 
on June 26th-27th to set interest rates. Fears 
that the Fed’s easing so far this year could 
fuel inflation have driven up bond yields. 
But Alan Greenspan, the Fed’s chairman, is 
adamant: “Inflation is not a significant pro- 
blem at the moment.” 

One clear concern in America is the 
sharp jump in the rate of increase in unit 
labour costs, to an annual figure of 6.3% in 
the first quarter, compared with a fall of 
1.9% in the same period of 2000. This 
mainly reflects the plunge in productivity 
growth. However, in the current weak 
economic climate, firms with lots of spare 
capacity find it hard to pass on costs, so ris- 
ing labour costs are more likely to squeeze 
profits than to push up inflation. 

Most economists expect the Fed to cut >» 
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> interest rates again next week, but they are 
split on whether it will by another half- 
point or by just a quarter. A quick glance at 
three of Mr Greenspan’s favourite econ- 
omic indicators suggests that he may fa- 
vour another half-point cut. 

The first is the personal consumer ex- 
penditure (pce) deflator, which he be- 
lieves is a better measure of inflation than 
the consumer-price index. This has risen 
by only 2.2% in the year to April. 

The second is the income measure of 
GDP. The most commonly quoted GDP fig- 
ures, based on the expenditure of consum- 
ers, companies and the government, show 
that real GDP grew at an annual rate of 1.2% 
in the fourth quarter of 2000 and the first 
quarter of this year. However, Mr Green- 
span has said in the past that an alternative 
“income” measure of economic activity 
that adds up labour income, profits and 
net interest payments may be more reli- 
able. 

In theory, expenditure and income 
measures should be identical: one per- 
son’s spending is another person's in- 
come. In practice, they diverge because of 
statistical errors. Jan Hatzius, at Goldman 
Sachs, notes that the income measure of 
GDP has risen by just 0.2% at an annual 
rate over the past two quarters. So the 
economy may have slowed more sharply 
than the official GDP data suggest. 

A third measure which Mr Greenspan 
is thought to watch closely is weekly initial 
jobless claims, a measure of labour-mar- 
ket conditions. These claims have risen at 
an annual rate of 50% over the past six 
months—the sort of sharp increase that 
has never been experienced before except 
during periods of recession. The rate of in- 
crease has accelerated sharply over the 
past two months. Three reasons to put 
your money on a sixth half-point cut. m 

Í 


; 
E 
be 

a 


+ 
Pia 
= 


ama 
"ax 
' 


sve a Í PE. "HE "> Fa oe 
> od te? he ntl + 4.6 > Or A i é 





(] 
i 
b 
i 





Investment banking in Italy 
Mediobanca on 
the back foot 


MILAN 
The unremitting rise of international 
investment banks in Italy 


SK N.M. Rothschild which investment 
bank headed the rankings for mergers 
and acquisitions in Italy last year, and it 
produces a table to show that, as it hap- 
pens, Rothschild did. Put the question to 
Morgan Stanley, and this investment bank 
has figures to back its claim to the top slot. 
Whatever the spin, though, one thing is 
clear: international investment banks, and 
not the Italian banking aristocracy, now 
dominate business in Italy. 

Italy’s leading domestic investment 
bank, Mediobanca, was an also-ran in last 
year’s M&A tables, ranked number six ac- 
cording to Morgan Stanley and tenth on 
Rothschild’s reckoning. Further confirma- 
tion of Mediobanca’s decline came with 
the news earlier this month that UBs War- 
burg, a Swiss bank, would be joint global 
co-ordinator, with Deutsche Bank, of the 
flotation of Campari, a drinks firm, and 
(with Mediobanca’s main domestic com- 
petitor, Sanpaolo 1m) of the flotation of 
the gas-grid subsidiary of ENI, a partly pri- 
vatised energy concern. 

Only a decade ago, Mediobanca 
seemed unbeatable. It sat at the centre of a 
web of influence, thanks to its stakes in 
blue-chip Italian financial and industrial 
groups, and to its own well-connected 
shareholders (including some of those 
groups). This small and secretive Milanese 
bank was the pre-eminent power in Italian 
finance. 

How did the outsiders break in? Ac- 
cording to Paolo Zannoni, managing direc- 
tor of Goldman Sachs in Italy, privatisa- 
tions opened the door during the 1990s. 
After his bank had kicked off Italy’s public- 
sector asset sales, by managing an offering 
of shares in Credito Italiano, a big retail 
bank, at the end of 1993, there was a steady 
flow of share offerings and trade sales, as 
public-sector concerns were wholly or 
partly privatised. Between 1993 and 2000, 
Italian privatisations raised around 200 
trillion lire ($89 billion), generating fat fees 
for the investment banks. 

When Italians started talking about pri- 
vatisation, many thought Mediobanca 
would win hands down. Instead, what 
seemed to be Mediobanca’s strengths 
were, in fact, its weaknesses. The bank was 
handicapped by suspicions that it and its 
friends in Milan’s salotto buono (literally, 
good drawing-room) would profit at the 
expense of the state. While Mediobanca 
got some work, the international banks, 
with their experience in privatisations in 


other countries, were the main beneficia- 
ries when the treasury ministry doled out 
the mandates. 

Even before privatisations got under 
way, the international banks had set up in 
Italy. Goldman Sachs, a late arrival in 1994, 
still occupies the same modest offices in a 
shabby alley in the centre of Milan, as if it 
never really intended to stay. 

Allthe international banks have stayed, 
though, and they have built on early rela- 
tionships, offering new services and pro- 
ducts. Their worldwide reach gives them 
an edge in cross-border mergers and acqui- 
sitions. But the international banks are 
ahead in domestic transactions as well. 
Credit Suisse First Boston (CSFB) advised 
Telecom Italia in its defence against a hos- 
tile bid from Olivetti, and jointly, with 
Morgan Stanley, it advised a large insurer, 
INA, when Assicurazioni Generali made a 
hostile bid. Last year, Rothschild advised 
Banca Nazionale del Lavoro (BNL) on the 
sale of its stake in Banco di Napoli, and it is 
now giving BNL defence and strategy ad- 
vice. UBS Warburg and Morgan Stanley ad- 
vised the different parties in the merger of 
Banca Lombarda and Banca Regionale Eu- 
ropea in 1999. 

The international banks have estab- 
lished their dominance in issuing debt and 
equity, and they have strengthened their 
sales and trading operations in Milan. An- 
drea Morante, chairman of CsFB Italy, says 
that the bank's derivatives business in Italy 
has been a particular success; now asset 
management is taking off, thanks to an 
abundance of affluent Italians and new, 
non-profit foundations, and to the growth 
of private pension funds. Goldman Sachs 
and Morgan Stanley are both breaking into 
property securitisation. The banks no lon- 
ger have a cultural gap to bridge, says John 
Andrew, a director at Schroder Salomon 
Smith Barney in Milan: the new genera- 
tion of Italian businessmen and bankers 
are cosmopolitan, often educated at the 
top international schools, and are as much 
at home on Wall Street as in Milan. 

In contrast to the international banks, 
which can draw on staff from London or 
New York to work on a deal, Mediobanca 
remains small (with a total payroll of just 
320, of which three-fifths are clerical) and 
parochial. Since the death a year ago this 
week of Enrico Cuccia, the bank’s founder 
who pulled the strings to the very end, Me- 
diobanca’s management has been acci- 
dent-prone. This year it has, variously, let 
down one long-standing member of the 
salotto buono, managed to offend the Bank 
of Italy and failed to anticipate or see off a 
stockmarket raid on Montedison, an in- 
dustrial and energy group in which it was 
the biggest shareholder. 

In the speculation about Mediobanca’s 
future, talk of a break-up or a takeover now 
plays a part. When the bank closes its an- 
nual accounts at the end of June, the fig- > 





> ures will show that it depends too much 
on lending operations, rather than invest- 
ment-banking fees, for its income. What 
makes Mediobanca interesting, on the 
other hand, are its corporate sharehold- 
ings, which include a 10% stake in Assicu- 
razioni Generali, about to be increased to 
14%, as well as big stakes in Fiat and Pirelli. 
Some bankers believe that Mediobanca’s 
end (in its present form) will come, sooner 
rather than later, when its main sharehold- 
ers fight over these crown jewels. Others 
point to Mediobanca’s resilience. 

Without its investment portfolio, 
which brings captive business, Medio- 
banca’s  investment-banking business 
would be even smaller than it is, which is 
one argument against an imminent break- 
up. Another is the recent arrival in the con- 
trolling shareholder group of Mediola- 
num, a financial-services firm in which Sil- 
vio Berlusconi, Italy’s new prime minister, 
has a 36% stake. It is unlikely that, so soon 
after joining the club, Mediolanum would 
want it dissolved. More likely, Medio- 
banca will stagger on until shareholders 
agree a strategy. International investment 
banks will not mind the staggering. m 


Japan's post office 
Reformable? 


TOKYO 
There is talk of reining in Japan's largest 
and most powerful financial institution 


VER since his days as a young, wide- 

eyed politician, Junichiro Koizumi has 
wanted to privatise Japan’s powerful post 
office. He came closer to his goal when he 
was elected prime minister in April. One 
of his first acts was to set up an advisory 
panel, stuffed with pro-reformers, to look 
at post-office reform. The panel, which met 
for the first time this month, is already de- 
manding that the government-run postal 
savings system disclose all sorts of figures, 
including the true extent of its unrealised 
profits and losses. 

Yet change will not be easy. With ¥255 
trillion ($2.1 trillion) of deposits, Japan’s 
postal savings system is the biggest finan- 
cial institution in the world. When prod- 
ded, it flexes political muscle through its 
huge branch network, whose employees 
_ are staunch supporters of the ruling Lib- 
eral Democratic Party. 

To be fair, the post office has been re- 
formed a little in recent years. Its funds, 
which traditionally provided the govern- 
ment with a “shadow” budget, no longer 
fill the coffers of the finance ministry. In 
2003, the post office will be turned into an 
“independent” public company. After- 
wards, if Mr Koizumi gets his way, it might 


even be privatised. This would represent 
“the most significant and difficult struc- 
tural change in Japanese finance” since the 
second world war, argues Thomas Cargill, 
professor of economics at the University 
of Nevada, and Naoyuki Yoshino, profes- 
sor of economics at Keio University in To- 
kyo, in a recent paper on the postal savings 
system. 

Further post-office reform could boost 
Japan’s ailing financial system in several 
ways. Postal savings accounts make up 35% 
of all household deposits, nearly as much 
as all deposits in commercial banks put to- 
gether. The postal insurance business has 
¥117 trillion in policies, and controls more 
than a third of the country’s life-insurance 
market. Traditionally, the government has 
been able to pour much of this money into 
its own programmes, such as state-hous- 
ing loans or inefficient public-works pro- 
jects. It has invested most of the remainder 
in government bonds. Critics argue that 
this has prevented money from flowing 
into higher-yielding assets, such as equi- 
ties or venture start-ups, in a way that 
would help the economy to grow. 

Competitors of the post office also 
want to be able to compete on even terms. 
For years, bankers have resented the perks 
that the postal savings system enjoys. It 
pays no taxes. Its deposits are guaranteed 
by the government, an attraction to depos- 
itors worried about the state of the bank- 
ing system. For now, the banks also have a 
government-guaranteed safety net. But 
this will be withdrawn next April. Mean- 
while, banks pay a premium for deposit in- 
surance, while the post office gets it free. 

Without having to worry about profit- 
ability, the post office has come up with 
products that private-sector rivals cannot 
hope to match: more flexible deposit ac- 
counts with higher rates of interest, for in- 
stance. Life-insurance companies have 
also suffered. They argue that the post of- 
fice started to raise rates of return on its 
policies in the 1980s, forcing the insurers to 
follow suit. The burden of these high 
payouts has already led several life insur- 
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ers to go bust, and has left the rest greatly 
weakened. 

The post office has also been able to 
cross-sell its three main products (postal 
services, savings and insurance), unlike 
banks and insurance companies, which 
are prohibited from entering each other's 
businesses. It enjoys greater freedom from 
inspectors and regulators, since, as a gov- 
ernment agency, it does not fall under the 
thumb of the Financial Services Agency. 
What is more, the post office has no exter- 
nal auditors to check its accounts. Rather, 
these are examined by bureaucrats in the 
Ministry of Public Management, Home Af- 
fairs, Posts and Telecommunications 
(MPHPT), to which the postal savings 
agency also happens to belong. 

Banks and insurers have long argued 
that the post office was never meant to 
compete with the private sector. It was set 
up in 1875 to offer small-lot deposits and 
insurance policies that were not offered by 
banks or insurers at the time. Now, nearly 
half of the retail banks’ deposits are de- 
fined as small, as are nearly three-quarters 
of life-insurance policies. Although the 
24,700 post offices across the country do 
indeed serve people in areas where there 
are no banks, Mr Cargill suggests that the 
post office could rent out these facilities to 
retail banks, so earning a fee-based in- 
come. 

Whether any of these mooted changes 
will happen in 2003 is unclear. The signs 
are not promising. Bankers are worried 
that reforms could end up sharpening the 
post office’s competitive edge, by letting it 
participate in areas from which it is cur- 
rently excluded. Meanwhile, the MPHPT 
insists on drawing up the reform legisla- 
tion behind closed doors. Banks and insur- 
ers have repeatedly asked to take part in 
the process, but so far the ministry has not 
let them. 

For now, reformers hope that Mr Koi- 
zumi will ensure that the postal savings 
system will eventually be deregulated. But 
with so many interests dug in, the prime 
minister and his supporters face a huge 
battle to dismantle the most powerful fi- 
nancial institution in the country. wm 





Economics focus Saved! 


Are the finances of American consumers in better shape than people fear? 


S IT a bird? Is it a plane? It is not even 

Superman who has, so far, saved the 
world’s largest economy from sinking 
into deep recession, rather than merely 
slowing down. The hero has been the 
American consumer, who has carried on 
spending—albeit at a slowing rate of 
growth—in defiance of many predictions. 

Most forecasters expected worse be- 
cause of a sharp decline in America’s 
“savings ratio”, which measures savings 
as a percentage of personal income. The 
ratio, calculated from national accounts 
data, turned negative last year and is now 
-1.3%, Suggesting that people are spending 
more than their after-tax income. In the 
1970s and 1980s the savings ratio aver- 
aged over 9%. It has turned negative only 
once before, during the Great Depression. 

Economists feared that consumers be- 
lieved that share prices would go on ris- 
ing for ever, and that capital gains on 
shares were making saving unnecessary. 
As share prices tumbled, by this reason- 
ing, consumers would sharply increase 
their saving—reducing consumption and 
so wreaking havoc on the economy. Yet 
in practice, the negative “wealth effect” of 
falling shares has been remarkably 
muted, at least until now. 

Some new studies suggest why that 
might be. Martin Barnes, of the Bank 
Credit Analyst, a newsletter, argues that 
the savings ratio is flawed and its fall an 
illusion. Measured correctly, he says, sav- 
ing has been strong in recent years. As it is 
now calculated, the ratio takes into ac- 
count taxes paid by individuals when 
they realise a capital gain from selling 
shares, but ignores the increase in income 
when the capital gain is banked. This 
could be corrected by adding back the 
tax, which would have increased the sav- 
ings rate by 1.8 percentage points last 
year, pushing it into positive territory. Or 
it could include realised capital gains in 
full, amounting to fully 6.7% of personal 
income last year. 

Pension-fund benefits are not treated 
as income, either. But contributions to 
personal pensions by employers are. 
Thanks to the stockmarket boom, many 
firms have been able to take a “pension 
holiday”. The addition to the income side 
of the savings ratio thus seemed lower, at 
a time when pension benefits (the money 
consumers actually had to spend) were 
rising strongly. Adjusting for this would 
have added three percentage points to the 
savings ratio last year. 





Mr Barnes also argues that spending 
on consumer durables, such as cars, 
should be treated largely as investment, 
not consumption. For accounting pur- 
poses, their cost should be spread over 
several years, just as the cost of a com- 
pany's new machinery is depreciated 
over time. Consumer spending would 
have been $233 billion lower in 2000 had 
durable purchases been depreciated over 
ten years. That adds 3.3 percentage points 
to the savings ratio. All told, the ratio may 
have been as high as 13.9% last year (if 
capital gains are included), or 7.8% (if only 
gains tax is added back), compared with 
an average in the 1990s, similarly ad- 
justed, of 12.7% and 9.9% respectively. 

A new study by the Federal Reserve 
takes another tack*. Analysing financial 
flows data (the financial counterpart of 
the national accounts) and the Fed's sur- 
vey of consumer finances, it found that 
between 1992 and 2000, the savings ratio 
of the richest fifth of households, which 
owned four-fifths of shares held directly 
by individuals, had dropped from 8.5% to 
-2.1%. But households in the middle fifth 
of the income distribution slightly in- 
creased their savings ratio, and those in 
the poorest two-fifths almost doubled 
theirs, to over 7%. 

In short, many of the worst-off con- 
sumers actually improved their finances 


* “Disentangling the Wealth Effect: a Cohort Analysis of 
Household Saving in the 1990s”, by Dean Maki and 
Michael Palumbo. Federal Reserve, April 2001. 

t “A Primer on the Economics and Time Series 
Econometrics of Wealth Effects”, by Morris Davis and 
Michael Palumbo. Federal Reserve, January 2001. 

t “A Primer on the Economics and Time Series 
Econometrics of Wealth Effects: a Comment”, by Martin 
Lettau, Sydney Ludvigson, and Nathan Barczi. Federal 
Reserve Bank of New York, May 2001. 


during the 1990s. Only the richest fifth 
slashed their saving, though even this 
may be overstated: the Fed study does not 
include realised capital gains in its sav- 
ings ratio. This suggests that any fall in 
share prices may affect only the con- 
sumption of the rich. The bulk of Ameri- 
cans own few shares, and thus have little 
sensitivity to stockmarket changes. 

Indeed, so far, there seems to have 
been little impact on consumption from 
the $3.4 trillion decline in household 
wealth, over the year to March 2000, that 
was caused by the fall in share prices. An 
argument rages inside the Federal Reserve 
about whether this is because the wealth 
effect happens only graduallyt, or is mini- 
mal in the first placet. 

Certainly, the rich can afford to react 
more slowly than the rest of the popula- 
tion to declines in wealth. A survey of 
“high net worth” families published this 
week by us Trust, a private bank, found 
that many are hopeful that share prices 
will rise steadily later this year, and per- 
form well thereafter, suggesting little 
need to tighten purse strings. Even in a 
prolonged bear market, barely half would 
be at least “somewhat likely” to postpone 
capital improvements to their homes, or 
stop buying things like furniture, electron- 
ics and expensive clothing. Barely one- 
quarter said they would be somewhat 
likely to cut everyday expenses. 

A bigger threat to consumption than 
lacklustre shares may be unemployment, 
which now seems to be rising. Even if 
consumers have been ignoring the need 
to save during the good times, they still 
have something put aside for a rainy day. 
And that may yet save the economy from 
catching a really bad cold. = 








Me 


Less than the sum of its parts 


Valeo, a troubled French car-parts maker, embraced the 
Internet late and then almost immediately fell upon hard 


times. Pure coincidence? 


IS one of the world’s top ten 
manufacturers of car compo- 
nents and makes everything 
from clutch systems to wind- 
screen wipers. Recently, how- 
ever, it opted for a change of 
gear. At a board meeting in 
March, Andre Navarri, Valeo’s 
- chairman and chief executive 
for all of ten months, was 
rudely shown the door. The 
company’s annual results, bat- 
tered by falling prices and de- 
clining orders from car manu- 
facturers, had been badly 
received by the stockmarket 
when they were announced in 
February. In April the com- 
pany reported a first-quarter 
loss of €179m ($165m) and said 
that it was going through its 
worst crisis in 15 years (see 
chart on next page). 

Valeo’s ownership struc- 
ture partly explains the sudden 
change at the top. Some 20% of 
the group is held by corp, an 
investment company con- 
trolled by the Wendel family, 
an old French industrial dy- 
nasty. CGIP bought its stake 
five years ago and has grown 
impatient with Valeo’s perfor- 
mance. At the beginning of the 
year it let slip that it would like 
to sell its holding in the com- 
pany. Frustrated when it was 
unable to do so, it ousted Mr 
Navarri instead. 

The executive board is now 
run by Thierry Morin, formerly 
the company’s chief financial 
officer. A new supervisory 
board is headed by a 69-year- 
old, Noël Goutard, who was 
boss of Valeo from 1987 to 
2000. A tough leader, Mr Gou- 
tard not only saw Valeo 
through its most recent big set- 
back (a decade ago) and engi- 
neered its subsequent growth; 
he also laid the foundations of 
its e-business effort. 

The group was no e-pio- 
neer—it waited until mid-1999 
before it was persuaded that 
Internet tools could really 
make a difference. But then it 


embraced e-business with en- 
thusiasm. Under Mr Navarri, it 
began to harness the Internet 
in search of ambitious im- 


provements, and some of its ef- 


forts are already yielding re- 
sults—most notably, a project 
called “e-procurement@sup- 
plier-integration” (also known 
as e@si). 

The longer-term impact of 
e-business promises to be pro- 
found: “We are expecting gains 
to come from all over the 
group,” says Mr Morin. “We 
can use the Internet to restruc- 
ture the way we work and to 
accelerate our processes so that 
we offer a more compelling 
package to our customers.” 

In particular, Valeo has be- 
gun to change its culture, using 
the Internet as glue to encour- 
age competing internal busi- 
nesses to co-operate for their 
mutual benefit. For example, it 
has more than 20 production 
lines making heat exchangers. 
When one makes an improve- 
ment, that information is now 
shared instantly with all the 
others via the Internet. 

A brief study of Valeo’s 


rs 


business shows clearly why 
the Internet has such huge po- 
tential. Like its competitors, the 
group isimmensely complex: it 
produces a wide array of pro- 
ducts, from single parts, such as 
a rear lamp, to fully assembled 
units, such as a rear hatch that 
combines lights, electronics, a 
wiper and security systems. 
Whatever it makes, however, it 
has to work closely with the 
car manufacturers that are its 
customers. 

The more complex the pro- 
duct, the closer must be the co- 
operation. The company is 
increasingly involved at the 
earliest design stages of a new 
vehicle. “Way before anything 
is ever built by us, we need to 
know what the car will look 
like,” says Martin Haub, Va- 
leo’s vice-president in charge 
of research and development. 
“Then we can do simulations 
to judge the efficiency of the 
system that we will provide.” 

These can be astonishingly 
accurate. For instance, simula- 
tions of engine-cooling sys- 
tems are typically correct to 
within 5% of the finished work- 
ing product. But to achieve 
such accuracy, Valeo needs 
constantly to exchange in- 
formation with its customers, 
something made immeasur- 
ably easier by the Internet. 

Demand for such links with 
customers is expected to grow, 
not least because the car manu- 
facturers are trying to shift 
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more development costs to 
their suppliers. Mr Morin says 
that Valeo has no choice but to 
follow this trend if it is to re- 
main a strategic partner of the 
big car makers, rather than a 
mere supplier. But, he adds, Va- 
leo can also use the Internet to 
make its R&D spending more 
productive—by, for instance, 
linking to engineering centres 
in low-cost countries such as 
India. “We will have to spend 
more on R&D, but we must 
spend it far more produc- 
tively,” he says. 


Towards teamwork 

Valeo’s complex structure is set 
to benefit from its use of the In- 
ternet. The group has some 180 
production sites around the 
world, and more than 100 sep- 
arate operating divisions. 
Traditionally, the organisation 
has been highly decentralised, 
with a lean headquarters sup- 
porting strongly independent 
business units. But the systems 
for sharing information be- 
tween these units have been 
inadequate. Divisional manag- 
ers, responsible for their own 
separate profit-and-loss ac- 
counts, have had little incen- 
tive to look for ways of work- 
ing together for the benefit of 
the group as a whole. 

That has been changing, 
say Valeo’s managers. Mr 
Haub reckons that the com- 
pany has begun a necessary 
shift from being intranet-based 
and internally focused towards 
being web-based and looking 
out to its customers. “Custom- 
ers expect seamless delivery, 
and they don’t care how we are 
organised. We have to work 
more as a team and forget our 
internal battles,” he says. 

One big step was to comple- 
ment the old divisional struc- 
tures by introducing seven 
principal “domains”. These de- 
scribe product areas in broad 
terms that relate to what actu- 
ally happens inside a car. They 
include “interior thermal com- 
fort”, “electric energy manage- 
ment” and “vehicle access and 
security”. By crossing the old 
divisional lines, these domains 
encourage teams to work to- 
gether. They are also appealing 
to Valeo’s customers, because 
they give more coherence to 
what has been a daunting com- »» 


> pany structure. 

The most far-reaching of Va- 
leo’s efforts to harness the In- 
ternet is the e@si project. This 
is geared to so-called “non-pro- 
duction” goods, which means 
everything except the materi- 
als that Valeo uses to make pro- 
ducts for customers. Such 
goods account for roughly 30% 
of the company’s €6 billion an- 
nual purchasing bill. 

Since it was started in April 
2000, e@si has been aimed at 
four main areas: 

+ Web catalogues. Although 
these sound dull, they are im- 
portant for component manu- 
facturers. Valeo creates online 
catalogues that allow its staff to 
order office equipment and 
other non-production items 
faster and cheaper than before. 
As a rule of thumb, a product 
sold by Valeo or one of its com- 
petitors for $100 will have cost 
$60 in purchased goods and 
services. Between $15 and $20 
of that will consist of non-pro- 
duction goods. Simply by post- 
ing well-organised and regu- 
larly updated purchasing 
catalogues, Valeo can benefit 
from less administration and 
lower costs, says Christine Bé- 
nard, group manager of pur- 
chasing and also boss of the 
e@si team. 

e E-negotiation. Last year Va- 
leo ran a modest $70m-worth 
of online auctions, but it hopes 
for five times as much this year. 
Using Internet software, it 
sends a so-called “request for 
quotation” (RFQ) to a chosen 
group of potential suppliers 
and then conducts a reverse 
auction to reach a contract 
price. One benefit of this is that 
Valeo can push down the 
prices it pays; another is that it 
helps the company to identify 
a group of favoured suppliers, 
something that should eventu- 
ally reduce costs even further. 
e Purchasing knowledge 
management. This project 
aims to improve the internal 
processes used to manage pur- 
chasing. A new Internet-based 
system monitors details of pur- 
chases and tries to make them 
more efficient—by, for exam- 
ple, lumping together small 
purchases from different de- 
partments into one big one. 

e Supplier relationship man- 
agement (SRM). This may have 





the greatest potential to im- 
prove Valeo’s performance. To- 
day, the group struggles to keep 
control of its interactions with 
more than 4,000 suppliers. It 
has begun an effort to halve 
that number in one year, but 
even if it succeeds, the volume 
of transactions will remain im- 
mense. A single division, for in- 
stance, might receive more 
than 30m parts in one month, 
and Valeo has a constant battle 
to monitor their quality. Defec- 
tive batches are a nightmare, 
says Ms Bénard, particularly if 
they reach the end-consumer. 
Each month there are roughly 
200 such supplier-based inci- 
dents. The skM project aims to 
reduce that figure by 75%. 

When Valeo found faulty 
parts in the days before the In- 
ternet, it used to issue a paper 
report to the supplier con- 
cerned. Each division had its 
own report format for pursu- 
ing problems. But suppliers of- 
ten ignored the reports be- 
cause they were not followed 
up systematically. 

Valeo’s goal today is to stan- 
dardise the way it tackles qual- 
ity issues by installing a real- 
time, online system that can- 


not be ignored. It will flash 
immediate warning signals 
whenever there is a problem. 
This should make it easy to 
track the suppliers that have 
the best performance, and to 
push more work in their direc- 
tion. (Eventually, Valeo wants 
to have only 300 core suppli- 
ers.) It should also mean that 
problems are fixed faster, so 
that they have less impact on 
production schedules. 

In essence, e-business al- 
lows Valeo to pull together 
once-disparate internal pro- 
cesses and systems into a more 
coherent whole. This can be 
linked to suppliers and cus- 
tomers, using web-based tools 
that make it ever easier and 
faster to do business. 

One effect of this change 
has been that the company’s 
physical horizon has ex- 
panded. For example, it re- 
quires large numbers of spe- 
cialist moulds, but European 
suppliers are inflexible and ex- 
pensive. Thanks to the In- 
ternet, however, it can now 
find less expensive moulds in 
South Korea, a development 
that has given it more purchas- 
ing muscle in Europe. 


Material realities 
For all the long-term promise 
of e-business, Valeo offers a 
good example of short-term 
fundamentals proving more 
compelling. Mr Morin says he 
is committed to e-business be- 
cause it has such potential to 
improve performance, and he 
has increased the resources 
available for projects with 
good short-term prospects. But 
he has also had to tackle basic 
operational matters and the 
sale of non-core businesses. 

Valeo’s current problems 
have an “old economy” flavour 
and two main origins. First, like 
other car-component makers, 
the company is vulnerable to 
the fortunes of the big manu- 
facturers that it supplies. In the 
second half of last year, Amer- 
ica’s big car makers in particu- 
lar went into a steep decline, in 
tune with the broader slow- 
down in the economy. This 
year, Valeo expects the Ameri- 
can market to shrink by an- 
other 20%. 

In practice, Valeo has taken 
some apparently sensible 


steps to limit its exposure to the 
economic cycle. For a few years 
now, as much as 30% of its op- 
erations have been in America, 
reducing the group’s tradi- 
tional exposure to Europe. And 
it has increasingly focused on 
electronics, considered by 
most analysts to be the highest- 
margin and fastest-growing bit 
of the components business. 
Almost 60% of Valeo's sales 
now come from electrical and 
electronic systems. 

That gives a certain irony to 
the second main cause of to- 
day’s problems. In 1998, Mr 
Goutard spent €1.6 billion 
buying ITT Electrical Systems, 
a specialist American manu- 
facturer. The move was her- 
alded as consolidating Valeo’s 
future in electronics, but the 
deal has been a constant head- 
ache ever since. Mr Goutard 
did not spot that 1TT’s main fac- 
tory at Rochester in New York 
was chronically inefficient. 
And once Valeo grasped the 
problem, it failed to tackle it. In 
a new strategic plan an- 
nounced at the start of April, 
the company admitted that it 
still had to address serious op- 
erational problems at Roches- 
ter. It made a €130m provision 
specifically to this end. 

If it fails to solve its two big 
problems, Valeo could be vul- 
nerable to takeover. If it suc- 
ceeds, though, it could move 
on to become a textbook exam- 
ple of how the Internet can 
play a big part in changing the 
economics of an unglamorous 
industry. Many of the poten- 
tial improvements are them- 
selves unexciting—few pulses 
quicken at the sight of a web 
catalogue, for example—but 
they still have much to offer. 

This indeed is one of the les- 
sons learned by companies of 
all kinds over the past two or 
three years. Most of the bene- 
fits from e-business will not be 
found in occasional revolu- 
tionary insights, although 
these will doubtless occur, but 
in the painstaking integration 
of small improvements to es- 
tablished procedures and sys- 
tems. Even where this nitty- 
gritty is done well, companies 
such as Valeo will remain vul- 
nerable to the same old-econ- 
omy failings that have always 
threatened them. m 


Science and technology 


Quantum cryptography 





The end of the code war? 


NEW YORK 


The use of quantum mechanics to encrypt messages may foil eavesdroppers and 


code-breakers for good 


66 AT THE speed of light, Hephaestus’s 

sacred fire/ Blazed from beacon 
tower to beacon tower.” Thus, according to 
Aeschylus, spake Clytemnestra, an ancient 
queen of Mycenae, explaining how she re- 
ceived tidings that her husband Agamem- 
non was on his way home from the Trojan 
war. Perhaps Agamemnon would have 
done better to have turned up unan- 
nounced. The news left the queen and her 
lover just enough time to plot the cuckold’s 
assassination. 

When Agamemnon sent the message, 
though, he probably worried less about 
betrayal than interception. Using signal 
fires or flashes of sunlight reflected from a 
mirror was (and is) a cheap and simple 
way to broadcast information. But al- 
though such signals were used until the 
eatly 20th century to co-ordinate military 
manoeuvres, they are vulnerable to espio- 
nage: a clever onlooker can easily observe 
the flashes of light and crack the message, 
even if itis encoded. 

It may seem surprising, therefore, that 
some physicists at Los Alamos National 
Laboratories in New Mexico believe that 
they can transmit messages through the 
open air in complete secrecy, by exploiting 


the quantum-mechanical properties of 
light. Last week, at the International Con- 
ference on Quantum Information, in Roch- 
ester, New York, they explained how to 
build a system that will broadcast uncrack- 
able messages via satellite. 


Allkeyed up 

Modern cryptography, such as that em- 
ployed in a widely used program, Pretty 
Good Privacy (PGP), relies on the math- 
ematical manipulation of data. To encrypt, 
or “lock”, a message, the program per- 
forms a series of mathematical steps on it, 
using a number more than a hundred dig- 
its long. Only that number’s correct mate, 
or “key”, is able to undo these steps and 
unpack the message. 

The size of these numbers, and the 
mathematical formula that links them, 
make it, in effect, impossible to work out 
the key by computational brute force. One 
of today’s keys could not be calculated 
even if all of today’s computers worked for 
the lifespan of the universe on the task. 
Surely that is safety enough? 

Perhaps not (that is why the software is 
called “pretty good” and not “perfect”). Fu- 
ture advances in computing may be 
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enough to overwhelm the defences of PGP 
and its kind. More prosaically, a thief who 
stole a key could impersonate its careless 
owner—and nobody would ever know the 
difference. 

Richard Hughes, the leader of the team 
at Los Alamos, thinks that using photons 
(the particles, or “quanta”, of the quantum 
theory of light) to manufacture and distri- 
bute keys would correct these weaknesses. 
Individual photons possess properties 
that are governed by one of the basic laws 
of quantum mechanics, the uncertainty 
principle. A photon’s polarisation, for ex- 
ample, can be measured against any of 
three yardsticks: the horizontal axis, the di- 
agonal axis, and the circular axis. How- 
ever, the more that is known about one of 
these, the less can be known about the oth- 
ers. In other words, if an exact measure- 
ment is taken of a photon’s horizontal po- 
larisation, nothing at all can be known 
about its polarisation on the diagonal or 
circular axes. Take the same measurement 
twice, and the answer will remain the 
same; but take one and then another, and 
the first answer becomes worthless. 


A light in the distance 

This feature of photons means that they 
can be used to construct single-use, self- 
destructing keys, rather like the envelopes 
in spy movies that conveniently explode 
when they get into the wrong hands. To 
agree upon a key, the sender and the recipi- 
ent (by convention called Alice and Bob) 
must arrange to open a channel for send- 
ing the photons. Alice makes a string of 
photons, measures the polarisation of >» 
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> each as she pleases, and then sends them 
off to Bob. Bob measures the polarisation 
of each of the photons as it arrives, in any 
way he chooses. 

From this point on, Bob and Alice can 
communicate without cloak or dagger. 
Bob rings up Alice and tells her what sort 
of measurements he performed, though 
not his results. Some of his measurements 
are likely to have overlapped with Alice's. 
She tells him which measurements to 
keep, and which to discard. They now 
both know which bits they share informa- 
tion about, and so are able to agree on the 
spot upon a private key that consists of this 
common string of bits. 

Eve, an eavesdropper listening to their 
conversation, requires Alice’s original 
string of photons in order to make head or 
tail of this exchange. This is where the nat- 
ural safeguards of quantum physics make 
their advantages felt. If Alice had sent a 


Non-quantum cryptography 
Forever secret 


CAMBRIDGE, MASSACHUSETTS 


beam of photons to Bob, Eve could have 
intercepted the beam and split it into two, 
taking a portion and sending the rest on to 
Bob, who may not notice the loss. But 
individual photons cannot be split: any 
photons that Eve intercepts, Bob will 
surely miss. 

Should Eve adopt the so-called “bucket- 
brigade” strategy—to intercept and resend 
photons as quickly as she can—she will 
still give her presence away. The uncer- 
tainty principle dictates that Eve cannot 
copy Alice’s photons exactly. The error she 
introduces by making faulty copies will be 
enough to trigger Bob's suspicions. Alice 
and Bob can then compress their common 
key in a way that will frustrate Eve’s efforts. 

In theory, the system also protects 
against future snooping. Because the 
mould that made this unique quantum 
key—the string of photons—is lost forever, 
it would remain invulnerable even if the 


How to make an unbreakable code cheaply 


| eee any the quirks of quantum 
theory (see previous story) may not 
be the only way to create unbreakable 
codes. Michael Rabin and Yan Zong 
Ding, of Harvard University, think they 
can do much the same thing by over- 
whelming any eavesdropper with data. 
Dr Rabin’s scheme, which he calls 
hyper-encryption, and which he is pre- 
senting on June 26th at a meeting of the 
Institute of Electrical and Electronics En- 
gineers in Washington, Dc, relies on an 
intense stream of truly random num- 





The enigma of an unbreakable code 


bers. This is available to both Alice and 
Bob (the conventional parties to crypto- 
graphic communications), and to any- 
body else—including Eve, a putative 
eavesdropper. Dr Rabin estimates that 
intensities of at least 50 billion bits per 
second can be broadcast from satellites 
using current technology. 

Alice and Bob have a pre-arranged 
key, which specifies which random bits 
they will use to encrypt and decrypt 
their message. They then pluck the rele- 
vant numbers from the stream and store 
them. Eve, of course, does not know in 
advance which numbers to store, so her 
only option is to store them all. This, Dr 
Rabin estimates, would cost about $3 bil- 
lion a year~a price beyond any organisa- 
tion but a government. But unless she 
does so, her chances of breaking the 
code, for a 500-bit-long key, are less than 
one in 10” (a one followed by 50 zeroes), 
even if she has intercepted the key. 

What is truly remarkable about 
hyper-encryption is that the key can be 
reused without helping Eve to decipher 
the message. Even if she mounts a so- 
called adaptive attack, in which she ob- 
tains and uses the plain and encoded 
texts of previous messages, she is still al- 
most as helpless as if she had no previ- 
ous knowledge. 

Best of all, hyper-encryption is cheap 
to use. A standard pc can easily perform 
the day-to-day encryption and decryp- 
tion tasks. Soon, everybody could be Al- 
ice and Bob—and Eve may be forever cut 
out of the loop. 


daughters or grand-daughters of Eve were 
to possess unlimited computing power. 
And since the quantum key is not only 
made and used, but also discarded, on the 
spot, nobody can spirit it away and use it to 
impersonate Alice or Bob later on. 

Other teams have already sent quan- 
tum keys over long stretches of optical fi- 
bre. But Dr Hughes’s group has a loftier 
goal. Next month, it will test a system for 
distributing quantum keys under the 
cloudless skies of New Mexico. With a 
very faint laser, an outpost will emit a 
string of photons. Ten kilometres away, a 
telescope will try to discern these brief 
scintillations against the immense back- 
ground noise of desert daylight. Early trials 
have suggested that the system will be able 
to send single photons reliably, day or 
night, and will not blink out of service 
when weather conditions do not suit it. 

Since transmitting photons through the 
dense air at ground level is harder than 
transmitting straight up through the atmo- 
sphere to an orbiting satellite, Dr Hughes’s 
experiment opens up the possibility that 
earth-to-satellite quantum-cryptography 
channels could be built. Once that hap- 
pens, anybody within range of the satellite 
would have a completely secure way to get 
a quantum key. It seems that the ultimate 
in cryptographic technology may share 
much in common with the primitive. Tele- 
scopes hunting for distant glimmers of 
light will make a comeback. The flashes 
will just be a bit flashier. m 


Massive neutrinos 


Lost and found 


The news that neutrinos have mass is 
both good and bad 


HYSICISTS are a notoriously absent- 

minded bunch. It is, nonetheless, excit- 
ing when they find something that has 
been lost for nearly 30 years. In a paper 
submitted on June 18th to Physical Review 
Letters, researchers at the Sudbury Neu- 
trino Observatory (SNO) in Canada report 
the discovery of some missing neutrinos— 
the ones that theoreticians have long sup- 
posed the sun emits, but observers have 
been unable to detect. 

Neutrinos come in three “flavours”: 
electron, muon and tau. They are the light- 
est and least reactive of the elementary 
particles in the “standard model” of phys- 
ics—the existing consensus of how things 
work. One explanation for the solar-neu- 
trino deficit (only a third of the predicted 
number have been detected) is that elec- 
tron-neutrinos produced by nuclear-fu- 
sion reactions in the sun’s core mutate into » 






> the other two types, which are harder to 
detect. But that would be possible only if 
they had mass—and the standard model 
says that, like photons (the particles of 
which light is composed), they should be 
massless. Such mutations, known as neu- 
trino oscillations, were hinted at three 
years ago by results from Super-Kamio- 
kande, an older apparatus in Japan. The re- 
sults from Sudbury show that they are de- 
finitely happening. 

The sno is located 2km underground 
in a nickel mine, to avoid interference from 
other forms of radiation (Super-Kamio- 
kande is ikm down in a zinc mine). It con- 
sists of 1,000 tonnes of heavy water (the 
sort that has deuterium, a heavy form of 
hydrogen, in its molecules, instead of the 
normal, light form of the element). The 
heavy water is held in an acrylic sphere, 
and is surrounded by a network of nearly 
10,000 photomultiplier tubes. These de- 
vices are sensitive to individual photons 
produced in the machine. Some of these 
photons come from “charged-current” in- 
teractions, which occur when an electron- 
neutrino (but not a neutrino of either of 
the other flavours) hits a deuterium nu- 
cleus. Others are created by electron scat- 
tering, when a neutrino of any flavour col- 
lides with an electron. 

Super-Kamiokande is similar in design, 
but lacks heavy water. It is therefore sensi- 
tive only to electron scattering. (Electrons 
are found, of course, in both normal and 
heavy water.) So, although Super-Kamio- 
kande detects all three types of neutrino, it 
cannot tell them apart. The sNO team 
showed that oscillation happens by com- 
paring the number of charged-current in- 
teractions with the number of electron- 
scattering events in Super-Kamiokande. 
This allows the ratio of electron neutrinos 
to the other sorts to be worked out. 

The Sudbury result explains the appar- 
ent deficit of neutrinos from the sun—but it 
also requires a radical rethinking of the 
standard model. When the results of a 
third way of detecting neutrinos, neutral- 
current interactions, are released towards 
the end of the summer, the sNO team 
should be able to explain how neutrinos 
change flavour, and thus how the standard 
model will need to be altered. 

Besides explaining the lack of particles 
coming from the sun, the oscillation of 
neutrinos may also help to solve another 
conundrum: the lightness of the universe. 
Physicists have a pretty good idea how 
much it ought to weigh, but what can be 
seen at the moment falls far short of this. 
Some sort of invisible mass must be 
around, and neutrinos, even though their 
new-found mass is tiny, are abundant. Ac- 
cording to David Wark of the University of 
Sussex, a British spokesman for the SNO, 
the new results show that neutrinos can- 
not account for all the missing matter. But 
every little helps. @ 


Post traumatic stress disorder 


At the back of the mind 


BRIGHTON 


Brain scanning is illuminating an ancient and invisible consequence of war 


S WITH many psychological condi- 
tions, the diagnosis of post traumatic 
stress disorder (PTSD) is, in effect, a self-di- 
agnosis. A doctor has to take his patient's 
word that the patient is having terrifying 
flashbacks—and genuine sufferers are hard 
to distinguish from malingerers. But Talma 
Hendler of the Tel Aviv Sourasky Medical 
Centre, in Israel, and her colleagues, hope 
to change that. At a recent meeting of the 
Organisation for Human Brain Mapping, 
held in Brighton, England, they explained 
how brain-scanning has revealed differ- 
ences in the ways that traumatised and 
healthy brains respond to the world. This 
enables researchers to peer into the sub- 
conscious of traumatised patients. 

PTSD affects people who have wit- 
nessed, or been involved in, life-threaten- 
ing events such as war, rape or road acci- 
dents. The symptoms include flashbacks, 
nightmares, depression and heightened 
physiological arousal. Patients are perma- 
nently primed for fight or flight, and tend 
to startle more easily. But they also seem 
able—in what may be some kind of psy- 
chological defence mechanism—to block 
out reminders of the episode that trauma- 
tised them. 

To find out what is going on, Dr Hendler 
and her colleagues used a technique called 
functional magnetic resonance imaging 
(fMRI). This directly measures activity (in 
the form of blood flow) in the brain, and 
thus provides a channel of information in- 
dependent of a patient's report of his 
symptoms. The team conducted experi- 
ments on Israeli soldiers who had seen 
battle. Half of these reported suffering 
PTSD, the other half did not. Each subject 
was shown images both related and unre- 
lated to combat—a man in uniform being 
an example of the first, and a man in a suit 
of the second. 

The images were flashed in front of 
each subject when he was in an fMRI 
machine. At first, an image was made visi- 
ble for too short a time to be perceived. 
Then, the period of exposure was in- 
creased until it was easily recognisable. 

In these tests, subjects suffering from 
PTSD reported taking longer to identify 
combat-related images than did those 
from the healthy group. But the fmritolda 
different story. In particular, the research- 
ers noticed something intriguing about a 
region at the back of the brain called the 
lateral occipital complex (LOC), which is 
associated with object recognition. Here, 





The nightmare begins 


they measured roughly the same level of 
activity in pTspD-sufferers as in healthy in- 
dividuals when the stimuli were neutral. 
But when the images were combat-related, 
and presented near the patient’s percep- 
tual threshold, the Loc showed about a 
third more activity in the sufferers. 

When the same sensitive images were 
presented subliminally (that is, for too 
short a period to be registered con- 
sciously), the pTsp-sufferers’ LOC activity 
soared to twice that of the healthy group. 
So, although sufferers said that they could 
not see them, their brains were actually 
showing strong recognition responses. 
The opposite correlation, however, was 
seen in the healthy subjects. Their Loc ac- 
tivity decreased with their ability to iden- 
tify a combat-related image. 

Itis too early to say whether f MRI could 
provide a reliable diagnosis of PTSD. But 
the findings suggest that brain-imaging 
techniques could be used to see “behind” 
conscious awareness, and thus to provide 
a more objective picture of brains that 
have been damaged by experience. Ac- 
cording to Dr Hendler, if researchers can 
identify the precise whereabouts in the 
brain of the perceptual defence mecha- 
nism, they may be able to devise better 
treatments. For those who have suffered 
through the ages from shell shock, combat 
fatigue or their latest incarnation, PTSD— 
and who have received an alternative di- 
agnosis of hypochondria or cowardice— 
that would be a welcome advance. m 
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Whos 


Can . 
General ang 


not to reason why? 


A former NATO commander in Europe lays out some provocative views on 


command-and-controlin modern warfare 


NE of the avowed virtues of NATO, 

particularly after its post-cold-war 
makeover, is unquestioned civilian—and 
democratic—control over uniformed sol- 
diers. Although the western alliance has in 
times past embraced dictatorial, army- 
backed regimes and still includes one large 
nation, Turkey, whose army can be bad 
news for its own citizens, NATO’s self-cho- 
sen mission these days involves the pro- 
motion of modern western ideas about 
civil-military relations. 

Because it is accepted, for example, that 
government ministers ought to be civil- 
ians, East European countries have been 
urged, as a price for closer links with 
NATO, to abandon the old communist 
practice of putting active generals in 
charge of defence ministries. Then again, 
service chiefs in NATO countries are ex- 
pected to account more openly for how 
much and how well they spend taxpayers’ 
money. Gone are the cold-war days when 
scrutinising military appropriations too 
closely could be made to seem unpatriotic. 


Waging Modern War: Bosnia, Kosovo, and 
the Future of Combat. By General Wesley 
K.Clark. PublicAffairs; 512 pages; $30 


But that, you could say, is the easy part. 
Good civil-military relations ought not to 
be judged by the fair-weather standards of 
peacetime but by the fog and urgency of 
war, when national survival itself may be 
at stake. What rules apply when generals 
must order soldiers to their deaths, and 
politicians have to justify these to the vot- 
ers? The democratic experience seems to 
have confirmed that even in the bunkers 
where war cabinets meet a few simple dis- 
tinctions are best observed: it is—surely— 
the job of generals to offer choices and ex- 
plain risks, and of politicians to make deci- 
sions for generals to implement. 

Well, no doubt. But anyone who thinks 
that this is accepted wisdom everywhere 
will get an alarm call from the memoirs of 
General Wesley Clark, the former NATO 
commander in Europe who, in 1999, led 
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the 11-week air campaign which forced 
Yugoslavia to abandon control of Kosovo. 

The Kosovo conflict was not a matter of 
survival for any of the 19 nations which, 
with varying enthusiasm, went to war 
against Slobodan Milosevic. Yet issues of 
principle were involved, and the general 
who oversaw the war thought of his own 
role as going far beyond giving advice and 
following orders. Especially after 1995, 
when General Clark helped broker a Bos- 
nian peace deal, he regarded himself not 
merely as an executor but as a co-author of 
western policy in the Balkans. 

In the run-up to the Kosovo campaign, 
he was frustrated by the shilly-shallying of 
governments who in his (probably correct) 
view wanted to benefit from a show of 
force without risking the messiness of war. 
Once the air war did start, General Clark 
had strong views on what to bomb and 
why, and he was enraged when his judg- 
ments were not fully heeded. The war, as 
he accurately observed, was not a contest 
of physical destruction but a battle of wills 
over how costly it would be for NATO to 
bend Mr Milosevic to its shifting demands, 
and he felt he was best placed to make the 
necessary daily decisions. 

A cerebral soldier whose formative ex- 
periences included study at Oxford and a 
war wound in Vietnam (where he con- 
cluded that America should have bombed 
harder and sooner), General Clark has 
thought a good deal about civil-military re- » 


> lations. In “Waging Modern War”, he ar- 
gues that the information age has 
spawned a new type of limited warfare in 
which lines between political and military 
authority have become blurred, just as 
they would tend to be in an existential bat- 
tle to the death. This is partly because mod- 
ern communications allow viewers and 
voters to follow wars in more or less real 
time, putting politicians under pressure, as 
they see it, to micro-manage military con- 
flicts, if only for fear of immediate blame 
when they fail. 

But this blurring, General Clark be- 
lieves, is a two-way business. “While it 
may seem desirable in theory”, he writes, 
“to separate military decision-making 
from policy formulation, in practice it is 
impossible... The top [military] leadership 
not only carries out the orders it receives, it 
may heavily influence their formulation.” 

General Clark wants such influence to 
be greater still. In a bitter, though intrigu- 
ing, work of self-justification, he describes 
backroom battles during and after the air 
war, for which he was punished a few 
weeks later by early retirement. He recalls 
his struggle with William Cohen, Amer- 
ica’s defence secretary, and with the ser- 
vice chiefs for permission to use Apache 
helicopters, which could have shattered 
Serb forces in Kosovo. He describes, too, 
his difficulty in persuading NATO leaders 
of the need to prepare for a land operation. 

The general succeeds, some of the time, 
in convincing the reader of the baseness of 
his tormentors’ motives. Critics of the war 
within the Pentagon had rightly predicted 
that the most immediate effect of NATO 
bombing would be to worsen misery for 
Serbs and Kosovars alike. On General 
Clark’s account, their objections appear as 
a mask for infighting between different 
military commands. Nor do NATO’s lead- 
ers emerge here with credit. Too often they 
seemed to General Clark reluctant to face 
nettlesome facts or to warn voters that a 
war of conviction, which they claimed to 
be waging, entailed pain and risk. 

Many of General Clark’s points are 
sound, and his underlying belief that poli- 
ticians should listen to generals is not in se- 
rious dispute. His weakness is to confuse 
being listened to with having a free hand. 
If his aim was to show that soldiers in war- 
time should be insulated from civilian in- 
terference and allowed to “get on with the 
job”, he succeeds in doing the opposite. 
Many readers will shudder at the degree of 
power General Clark believed was his due. 

America, to be sure, has a tradition of 
throwing up obstinate or headstrong com- 
manders—McClellan, MacArthur and 
Westmoreland come to mind. But it also 
produces tough-minded presidents who 
keep them in hand-—or fire them. For now, 
civilian control within NATO means, ulti- 
mately, control by America’s president. 
Should that be counted on to last? = 


Blacks in the American forces 


Double V for 
victory 


American Patriots: The Story of Blacks in 
the Military from the Revolution to Desert 
Storm. By Gail Buckley. Random House; 532 
pages; $29.95 


E MOST of their country’s wars, Ameri- 
can blacks fought for a “double v”, a du- 
plicated letter that stands for two victories. 
The first victory was against the desig- 
nated enemy. The second was against their 
own side’s racism. It is bad enough that 
American forces were segregated until 
after the second world war-that during 
that war black soldiers were still housed in 
separate, inferior quarters; that they were 
given separate, and often vastly inferior, 
training and weapons; that in some army 
camps, they even had to sit behind Ger- 
man and Italian prisoners-of-war for 


Shaw had the horse 


entertainment events, including United 
Services Organisations (USO) shows. It is 
still worse that black military heroes were 
airbrushed out of their country’s history in 
much the same way as purged communist 
leaders were in Stalin’s Soviet Union. 

Gail Buckley sets out to correct this in- 
justice in a book that has taken her 14 years 
to research and write. Like her mother, 
Lena Horne, who sang her heart out for the 
troops, Ms Buckley is as patriotic as they 
come. She is a journalist, not a professional 
historian, and her lack of thoroughness 
sometimes shows-—she thinks, for in- 
stance, that Alf Landon, not Herbert Hoo- 
ver, ran against Franklin Roosevelt in the 
1932 presidential election, and more than 
halves the time that Joe Louis took to de- 
feat Max Schmeling in 1938. 

But she more than makes up for such 
slips by telling an important story well. 
She shows that blacks have had a signifi- 
cant role in nearly all America’s wars, start- 
ing with the one against George 111. Soon 
after George Washington, a Virginia slave- 





holder, took command of the Continental 
army in 1775, blacks were forbidden to 
serve. Military exigencies forced a change 
of tack. Midway through the war of inde- 
pendence, some 15% of the Continental 
army were black men and, wrote a con- 
temporary observer, “they mix, march 
and sleep with whites.” 

But George Washington's was the last 
mixed American army for 175 years, 
though even during the American civil 
war, a conflict in which both sides started 
out committed to wage a “white man’s” 
war, pressure of events in the end forced 
the recruitment of blacks. To the horror of 
the confederacy, the union eventually 
wentso far as to send armed black soldiers 
into battle, most famously Colonel Robert 
Shaw’s 54th Massachusetts regiment, 
whose heroism was celebrated in a relief 
by Augustus Saint-Gaudens (see picture) 
and in a Hollywood film, “Glory” (1989). 

In her effort to restore balance to Ameri- 
can history, Ms Buckley reminds us of the 
racial prejudices of the good and the great. 
She notes how Thomas Jefferson found 
blacks inferior in “endowments of both 
body and mind”, how Abraham Lincoln 
encouraged American blacks to emigrate 
to Liberia and Haiti, how Ulysses Grant's 
son promised his father that “no damned 
nigger will ever graduate from West Point”, 
and how Dwight Eisenhower, as presi- 
dent, lent an ear to the argument of seg- 
regationist politicians that the doctrine of 
“separate but equal” was necessary to na- 
tional defence. 

But in noting the beams in their eyes, 
Ms Buckley is unaware of a mote in her 
own. Native Americans get shockingly 
short shrift when she brags that in the win- 
ning of the west one out of every five sol- 
diers was black. She seems to share an 
older vision of America’s manifest destiny 
and to treat the elimination of the coun- 
try’s indigenous people as a regrettable but 
necessary step in the advance of western 
civilisation. Is it progress when prejudice 
crosses the colour bar? 

That apart, “American Patriots” has, in 
a sense, a happy ending. After its harsh 
birth in Korea and its stormy Vietnamese 
adolescence, America’s fully-integrated 
army finally came of age in the Gulf war, 
the climax of Ms Buckley’s story. Blacks, 
about 12% of the American population, 
provided not only the chairman of the 
Joint Chiefs of Staff, Colin Powell, now 
secretary of state; they made up 30% of the 
army, 22% of the navy, 17% of the front-line 
marines and 13% of the air force. And, Ms 
Buckley adds, of the 266 American sol- 
diers killed in the Gulf, 15% were black. 
Robert Talley, an 18-year-old black army 
private killed by “friendly fire”, was the 
youngest soldier to die there; Sergeant Jo- 
seph Murphy, a 58-year-old black veteran 
of the Korean war, the oldest. In America’s 
armed forces, Jim Crow at last was dead. m 





New poetry 


Trust in words 


Even in political poetry, politics itself is 
best kept out of view 


HE best political poets, on the whole, 

are those least anxious to write about 
politics. This is especially true of Irish po- 
etry. W.B. Yeats is the classic example, a 
poet whose dreams were invaded by pub- 
lic catastrophe, and much the same could 
be said for Seamus Heaney. He is thought 
of by many readers as the persona of his 
first two books, a country-boy nostalgic for 
a rural life that, even then, in the 1960s, had 
already passed away. It was, in fact, North- 
ern Ireland's troubles that made him; not, 
as some noisy spokesman for his tradition, 
but as a poet whose guilty ambivalence 
could register the time’s complexities. 

Now with the hope of something like 
peace, Mr Heaney’s new book returns to 
the pastoral. “Electric Light” is full of refer- 
ences to that rural boyhood, which by now 
are perhaps a shade too automatic. More 
striking are recollections of the classical 
sources of pastoral, as he combines allu- 
sions to Homer and Virgil with sightseeing 
in Greece. The “Eclogues” of Virgil, written 
in the aftermath of an era of civil war, pro- 
vide a suggestive analogy. Mr Heaney 
translates them, alludes to them and, in the 
beautiful “Bann Valley Eclogue”, imitates 
them. Unlike the childhood poems, these 
are not programmatically idyllic. Much 
like Virgil’s, they touch on new problems 
that peace may bring about. 

The book is, by Mr Heaney’s standards 
though, uneven. There are some major po- 
ems: “Out of the Bag”, for example, about 
the family doctor who helped Mr Heaney 
and his siblings into the world. There are 
also characteristically stunning similes: 


...a Captivating brightness held and opened 
And the utter mountain mirrored in the lake 
Entered us like a wedge knocked 

sweetly home 
Into core timber. 


But there are too many easy rambles 
through the past and too much casual 
craftsmanship. (Who else would think 
that in a formal elegy “produced” and 
“Massachusetts” could reasonably serve 
as arhyme?) 

The book ends with the word 
“ground”, as if to earth the title's electric 
charge. One of Mr Heaney’s key-words, it 
evokes on the one hand births, roots and 
origins and, on the other, death and the 
ground we must all return to. Typically, 
this range includes linguistic concerns. Mr 
Heaney reflects on the origins of words 
and our origins in words—the way that lan- 





guage shapes our sense of being. At the 
same time, a group of elegiac poems re- 
minds us that words also memorialise. 

This preoccupation with language-as- 
phenomenon runs all through contempo- 
rary poetry. Mr Heaney shares it with Eng- 
lishmen like Geoffrey Hill and has passed 
it on to such juniors as Paul Muldoon, 
widely seen as his Northern Irish heir. But 
where Mr Heaney thinks of his “ground” 
and all the romantic pieties, Mr Muldoon 
is cosmopolitan, playful and irreverent. 
Where Mr Heaney’s concern with the ori- 
gin of words helps him approach the mys- 
tery of origins, Mr Muldoon suggests that 
language, far from disclosing reality, may 
cut us off from it. In a region like Northern 
Ireland that is split by communal conflict, 
moreover, tribal usage may blind us to 
common humanity. 

In one of Mr Muldoon’s best-known 
poems, a quoof (“our family word/For the 
hot-water bottle”) comes between the 
poet and a girl he has in bed with him: 


I have taken it into so many lovely heads 
Or laid it between us like a sword. 


The setting of “Quoof” is a New York hotel 
room and the girl speaks “hardly any Eng- 
lish”. This neutral ground is typical of Mr 
Muldoon, who lives in the United States 
and looks back on his troubled homeland 
with Joycean detachment. “Poems 1968- 
1998” is a massive achievement, persis- 
tently inventive at every stage. It is likely to 
persuade even those who, like this re- 
viewer, dislike such poems as the intermi- 
nable “Madoc”, which seem entirely made 
up of opaque fictions and verbal play. For 
Mr Muldoon is truly moving when, by 
contrast, he lets the veil of his inventions 
slip and we glimpse the world behind it. 

A comparable effect is achieved by 


Geoffrey Hill, although no one, until re- 


cently, would have thought of his work as 
playful. In the past, he has reflected on the 
history of words: how etymology records 
the departure of language from primal 
truths. Mr Hill’s quarrel with language is 
now exacerbated by what he calls “ano- 
mie”, the tendency of modern culture to 
forget its past: “files pillaged and erased/in 
one generation”. With bitter irony, he takes 
on the kinds of language that promote 
such amnesia: media-talk, cyberspeak, the 
oily evasions of management. “Speech! 
Speech!” is part invective, part self-mock- 
ery, an angry and anguished engagement 
with the enemy in a sort of interior mono- 
logue. The form recalls the sonnet-se- 
quence, though the “sonnets” are rhyme- 
less and, significantly, shorn of the 
resolving final couplet. Mr Hill’s satire is 
fierce and sometimes quite funny, but not 
funny enough to compensate for the loss 
of his old sonorities, of which from time to 
time we are movingly reminded: 


See all as miracle, a natural graft, 
as mistletoe ravelling the winter boughs 
with nests that shine. 


But we are reminded of it only to have it 
subverted. Whatis more, the poems are of- 
ten deeply obscure. Mr Hill has always 
been difficult, but the beauty of his writing 
helped readers persevere. In “Speech! 
Speech!” there is less to draw you in. 

Mr Hill is one of several poets around 
the age of 70 whose outlook was shaped 
by the news of the Holocaust. Anthony 
Hecht is another such writer: one of that 
small group of American poets who can- 
not avoid a European dimension. The 
achievement of poets of this kind has been 
to confront the horrors of their age with a 
poetry rich in civilised resource. Mr 
Hecht’s seventh collection, “The Darkness 
and the Light”, broods on memories of 
war and the darker sides of love. As ever, 
the poems are elegantly formal and lucid 
in argument, but alas, the emotional tem- 
perature is not as it once was and, though 
there are fine pieces here, there is also 
much that can only be called pedestrian. 
In the age of Mr Muldoon and post-mod- 
ern reflexiveness, perhaps it is hard to 
maintain a trustin words. @ 


Electric Light. By Seamus Heaney. Faber 
and Faber; 82 pages; $20 and £14.99 


Poems: 1968-1998. By Paul Muldoon. 
Farrar, Straus and Giroux; 480 pages; $35. 
Faber and Faber; £12.99 


Speech! Speech! By Geoffrey Hill. Counter- 
point; 80 pages; $23. Penguin (November); 
£9.99 


The Darkness and the Light. By Anthony 
Hecht. Knopf; 68 pages; $23 








First novels 


Gay hussars 


As Meat Loves Salt. By Maria McCann. 
Flamingo; 532 pages; £14.99 


OR six years, Maria McCann rose early 

to work for an hour before class on her 
first novel. The 45-year-old schoolteacher’s 
dedication has paid off. When the histori- 
cal “As Meat Loves Salt” was fact-checked 
by an expert on the English civil war, he 
found a single erroneous postal delivery 
vehicle—that’s all. 

The powerfully built narrator, Jacob 
Cullen, may be a servant, but he’s be- 
trothed to a beautiful woman and edified 
by seditious anti-royalist pamphlets. Yet 
Jacob’s bright future is laid waste by his fa- 
tally ferocious temper. Spotting armed 
horsemen come for him, he drags his new 
wife from their wedding, confesses to hav- 
ing killed a boy in anger, then rapes herina 
wood to master her displeasure. When Ja- 
cob flees to Cromwell’s army, befriending 
the charismatic soldier Ferris, Ms 
McCann’s full-blooded battle scenes prove 
beyond doubt that war is not alone the 
province of male authors. Once Ferris and 
Jacob desert to start a utopian farming 
commune, homosexual undercurrents 
break the surface. 

The world of this “gay” novel is far re- 
moved from the comfortable modern one 
in which such books command their own 
section in bookshops. In Cromwellian 
England, homosexuality was a hanging of- 
fence, and the lovers’ fierce, obsessive rela- 
tions are whetted by risk. Aptly, each man 
struggles for dominance over the other, 
much as royalist and parliamentary forces 
struggle for England. In the hands of a 
woman, the novel’s edgy homo-erotica— 
more allusive than graphic~escapes the 
common hint of self-justification. 

A brave choice, Ms McCann’s jealous, 
brutal hero is unattractive by traditional 
lights, for he personifies why wrath is one 
of the seven deadly sins. But Jacob, who 
destroys what he loves with the rapacity 
of his desire, is as compelling as he is ap- 
palling. Ferris writes, “Violent love eats up 
what it does love, and is mere appetite.” 

Most impressively, the writing here is 
flawless. Ms McCann captures the flavour 
of 17th-century English, but never at the 
expense of comprehension; these pages 
flow like claret. The era’s euphemistic con- 
ventions serve her wellin describing both 
sex (his “blood was up”) and battle. Single 
lines pack much in: “Like all beautiful and 
fickle persons, Zeb aroused a desperate 
loyalty in others.” Absorbing and histori- 
cally meticulous, Ms McCann’s “As Meat 
Loves Salt” is a fat, juicy masterpiece. @ 





Contemporary art 


Take your trainers 


VENICE 


Labyrinthine worlds, death on film and parallel economies await art lovers at the 


49th Venice Biennale 


ECAUSE it is organised on national 

lines, the Venice Biennale, which runs 
until November 4th, has often been called 
the Olympics of the art world. This year it 
merited its nickname, literally. As several 
pavilions contained works that could be 
viewed only by a dozen or so people at a 
time, art lovers in the festival’s first week 
thronged the gates at opening time and ran 
the length of a football field so as to reach 
the head of the queue and spare them- 
selves hours of waiting. The sight of mu- 
seum directors, curators and journalists 
sprinting, linen jackets flapping in the 
wind, surpassed much of the art on show. 

And what did they see when they 
reached the finishing line? Two Canad- 
ians, Janet Cardiff and George Bures 
Miller, won the Biennale special award for 


a film installation that envelops viewers, 
placing them at the ambiguous heart of 
the cinematic experience. As you watch a 
film composed of clichéd suspense scenes, 
the sights and sounds of movie-watching 
merge uncannily into the film. Gregor 
Schneider, a German, won the Golden 
Lion for his transformation of the monu- 
mental architecture of his national pavil- 
ion into an obsessive labyrinth of rooms 
that viewers had to crawl through, suggest- 
ing bothimprisonment and freedom, 

Both works exemplified one thread in 
this year’s Biennale: artists creating their 
own worlds, microcosms complete with 
sound and sculptural architecture. Pierre 
Huyghe, who also won a special award, 
transformed the French pavilion into a fu- 
turistic salon where viewers became part » 





> of the video installation and could play 
computer tennis on the ceiling’s lighting. 

Ernesto Neto, a Brazilian who professes 
that “only the libido can save us”, creates 
biomorphic installations made of wo- 
men’s stockings filled with fragrant spices. 
His bodily structures, playing with the lure 
of sensuality, hang from ceilings in the Bra- 
zilian pavilion, the Palazzo Fortuny and 
the Arsenale. Robert Gober's American pa- 
vilion displays a series of cryptic, mini- 
malist sculptures that could easily be items 
of forensic evidence. His clinical focus on 
what lies beneath the anodyne surface of 
things, emblemised by his sculptural cellar 
door, hints at creepy undercurrents in 
American society. 

As if to complement Mr Gober’s mini- 
malism, Richard Serra’s mammoth tor- 
qued steel spiral in the Arsenale, imported 
from New York courtesy of Gucci, shows 
America’s monumental, engineering 
spirit. The artist calls them “vessels you 
can walk into” and they take the viewer 
through a disorienting path, bordered by 
sloping 13ft-high walls that curl in to the 
centre. You cannot fail to be impressed by 
them, but their scale—dwarfing all 
around—feels hubristic. 

A Biennale typically includes the na- 
tional pavilions, the director’s own exhi- 
bition and, in addition, several sideshows, 
which can contain the best excitements of 
all. This year, a British artist, Mike Nelson, 
created one of the Biennale’s most stun- 
ning pieces in a disused beer factory on the 
Giudecca. For “The Deliverance and the Pa- 
tience”, the Turner-prize nominee spent 
months building a large-scale environ- 
ment, where the viewer embarks on a 
journey through an elaborate fictitious 
space, as though walking into a film set 
which the players have just left. 

Directing the 2001 Biennale is Harald 
Szeeman, the grand old man of indepen- 
dent curators. He came of age in the 1960s 
and was a friend of Joseph Beuys, the 
grandfather of the contemporary avant- 
garde. “My way of exhibition making is at- 
mospheric, a way of catching what is in 
the air,” Mr Szeeman says. Post-millennial 
angst must be spreading through the air 
like foot-and-mouth disease because 
much of the art he has chosen to show ina 
vast exhibition that sprawls over the Arse- 
nale, the Italian pavilion and the gardens 
beyond groans with depression. Rather 
than “Plateau of Humanity”, he could 
have called his show “Death in Venice”. 

You can see, for instance, a haunting 
video of a young woman trying to kill her- 
self to the sound of the adagio from a Mo- 
zart piano concerto (Ene-Liis Semper; Esto- 
nia), chilly photos of hospital-like death 
chambers in American prisons (Lucinda 
Devlin; United States), a massacre of fash- 
ion models (Georgina Starr; Britain) and a 
video of a body being slowly whipped (Xu 
Zhen; China). 


According to Mr Szeeman, many young 
artists are experiencing a sense of failure 
and disappointment with the world: 
“They are discovering that as soon as you 
enter real life it becomes melancholic,” he 
judges. If so, a dose of Prozac would not 
have gone amiss. An overkill of black 
boxes showing insubstantial media art re- 
sults in countless moving images but 
creates few contemplative moments in 
which you can see and understand the art. 
Walking through Mr Szeeman’s darkened 
Arsenale is like being stuck in Plato’s cave, 
watching shadow-images without ever 
being allowed into the light. 

That said, a few film-based works stand 
out and are worth mentioning. “Lasso” by 
Salla Tykka from Finland is a strangely 
beautiful subversion of the final scene 
from the epic film “Once upon a time in the 
West”. In “Uomoduomo”, Anri Salas, an 
Albanian, films a homeless man sleeping 
in a cathedral. Josef Dabernig from Austria 
offers a humorous black-and-white film of 
two men watching an imaginary football 
game: “Fever Pitch” meets “Waiting for Go- 
dot”. Bill Viola shows that he is still the old 
master of media art with his painterly 
video portraits. 

Despite a reputation for spurning pig- 
ment, Mr Szeeman has given an older gen- 
eration of artists a chance to show what 
paint can do. Cy Twombly has a room to 
himself for a series of stunning quasi-ab- 
stract meditations on history in bright fin- 
ger-paint hues. Gerhard Richter’s dazzling 
diamond-shaped red paintings for the 
new cathedral of Padre Pio, rejected by the 
Vatican for being too abstract (and subse- 
quently purchased by the Museum of Fine 
Arts in Houston), showed the simple spiri- 
tual power of colour and texture. 

In the Belgian pavilion, Luc Tuymans 
shows that he deserves his reputation as 
one of the most influential painters work- 
ing today. His subtle canvases on the 


Canada set the canals on fire 


a ae ee 


theme of Patrice Lumumba, the murdered 
first president of the Congo, stretch the me- 
dium of painting to the limit with images 
resembling faded photographs that use 
pale tones and dull colours to convey how 
this bloody history has been literally 
whitewashed by the Belgian government. 
Beyond their political theme, these paint- 
ings possess an evocative aesthetic pres- 
ence that outweighs much of the noisy art 
around them. 

A third thread at Venice this summer is 
people who work in “parallel economies” 
outside the mainstream of capitalism. The 
most powerful is a Mexico-based artist, 
Santiago Sierra, who staged and filmed a 
performance entitled “200 people paid to 
have their hair dyed blond”. Concerned 
with the dispossessed in Europe’s midst, 
Mr Sierra paid illegal immigrants in Venice 
120,000 lire (£40) each to have their hair 
dyed blond, the same bright hue that 
marked out Venetian courtesans in centu- 
ries past, so as to illustrate what outsiders 
will do to fit in. Such themes were echoed 
more soberly in the mini-retrospective of 
the late Alighiero Boetti (1940-94) in the 
Venice pavilion, who commissioned em- 
broidered maps of the world from Afghan 
carpet weavers. 

The vanity of the Biennale itself, its 
courtship of money, celebrity and beauty, 
was not lost on some artists. A Mexico- 
based Belgian artist, Francis Alys, sent a 
live peacock to the exhibition as a walking 
vanitas. An Italian, Francesco Vezzoli, 
staged a performance “Veruschka was 
here”, in which the beautiful, ageing 
model-cum-artist embroidered a picture 
of her younger face and held it up like a 
mirror. But a British artist, Keith Tyson, 
may unwittingly have penned the best sin- 
gle description of the Biennale in one of 
his drawings: it is called “Tried and tested 
techniques, traps and stratagems to be 
used in the construction of a labyrinth”. m 
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Victor Paz Estenssoro 


Victor Paz Estenssoro, a power in Bolivian politics, died on June 7th, aged 93 


HE politics of Victor Paz Estenssoro 

were forged in Bolivia's disastrous war 
with Paraguay in 1932-35. For many years 
Bolivia’s other neighbours, Chile, Peru, Ar- 
gentina and Brazil, had hacked away at its 
borders. Chile stripped Bolivia of its coast- 
line, leaving it landlocked. Now Bolivia 
had been defeated by Paraguay in a strug- 
gle for a piece of territory called the Chaco. 
For Mr Paz, the Chaco war, as it was called, 
and in which he had fought as a humble 
soldier, had laid bare the country’s weak- 
nesses. Tin-mine owners and rural land- 
lords were immensely rich; the Indians 
who made up four-fifths of the population 
lived in near-serfdom. The army was 
poorly paid and led: thousands of Indian 
soldiers had died of thirst and disease in 
the scrub of the Chaco. 

Mr Paz’s family were large landowners. 
He had had a privileged education, study- 
ing law and economics, and had worked 
briefly as a civil servant. Now, though, he 
joined a group of soldiers and civilians 
who formed the National Revolutionary 
Movement, which mixed a modernising 
nationalism with touches of Mussolini- 
style corporatism. It remains Bolivia's 
most important political party. The party 
gained power in a coup in 1943. Mr Paz was 
finance minister. Three years later the gov- 


ernment was thrown out in another coup.- 


Its leader was hanged from a lamp-post 
outside the presidential palace in La Paz. 
Mr Paz escaped to Argentina. 

In 1951, while in exile, Mr Paz was 
elected president, but a military group 
took power instead. The following year 
there was a popular uprising in Bolivia— 
the 179th, according to a meticulous histo- 
rian tracing protest back to the days when 
the country was ruled by Spain. After three 
days of fighting, which left 500 people 
dead, Victor Paz’s supporters triumphed. 
He flew in from Buenos Aires and was 
mobbed by jubilant crowds as he made 
his way to the presidential palace. As a 
show of public feeling for change, it was 
perhaps the most dramatic of Latin Ameri- 
can revolutions between those of Mexico 
in 1910 and Cuba in 1959. 


The return to exile 

“This is not an anti-capitalist government,” 
Mr Paz assured any nervous foreign ob- 
servers of Bolivia’s wobbly politics, par- 
ticularly those in the United States. “We 
want to ensure progress for the majority.” 
Over the next four years his government 
pushed through a programme of demo- 
cratic reform, which laid the foundations 
of a modern nation. He gave the vote anda 
free education to the illiterate majority, na- 
tionalised the tin mines, and split up the 
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great estates into family-size plots. 

When John Kennedy became president 
of the United States in 1961, Mr Paz sup- 
ported his “alliance for progress”, an at- 
tempt to forestall communism in Latin 
America with development aid. But Mr 
Paz found himself squeezed between 
trade union demands for more national- 
isation, led by the miners, and the anti- 
communism of the armed forces. In 1964, a 
few months into Mr Paz’s third term as 
president, Bolivia was again returned to 
military rule. 

Mr Paz spent much of the next 20 years 
in exile, part of the time in the United 
States, part in Peru where he taught eco- 
nomics at Lima university and wrote 
newspaper articles. If Bolivia was noticed 
much by the outside world at this time it 
may have been because of attempts by 
Che Guevara to organise a guerrilla force 
against the military rulers. Guevara was 
captured and executed in 1967. 

When Mr Paz was elected for the fourth 
and last time in 1985, at the age of 78, Bo- 
livia had changed again, mostly for the 
worse. The army was associated with drug 
trafficking and brutality. The unions had 
been debilitated, their members suffering 
from years of inflation, at one time reach- 
ing ridiculous heights. Mr Paz’s own revo- 
lutionary days seemed to be past. Yet in his 
last term he laid the foundations of a new 
period of democratic stability and econ- 
omic growth—but also partially undid the 
legacy of 1952. 

He introduced free-market reforms, of a 
kind soon to be imitated across Latin 
America. Inflation was vanquished, and 
the loss-making state-owned mining com- 
pany was wound up. When Mr Paz’s old 
friends the miners again marched on La 
Paz, the government stopped them with 
tanks, though they did not fire. 

In 1989, Mr Paz retired to his family 
house in Tarija, a pleasant town in the An- 
dean foothills, at the centre of a small wine 
industry; to his fruit trees and books, and, a 
lifelong interest, photography. He was 
twice married, and had five children. He 
was sometimes called el mono (the mon- 
key) because of his protuberant mouth 
and high forehead. But more often he was 
known, even by political opponents, as el 
doctor, a term of deferential respect used 
of lawyers. 

He towered over Bolivia’s political life 
for the past half century. His search for po- 
litical opportunity took him into un- 
seemly alliances with military leaders. But 
he preserved personal probity, and an air 
of statesmanship. He was no populist 
rabble-rouser, but a pragmatic technocrat, 
committed to modernising Bolivia. It is 
given to few individuals to change the 
course of their country’s history, let alone 
to do so twice. Yet that was what Victor Paz 
Estenssoro achieved in Bolivia. m 


Courses 


Take five weeks and 
experience life-changing 
insights, discover 

new frameworks from 
the world’s sharpest 
business thinkers, and 
evolve yourself to 
succeed in this rapidly 
changing environment 


Lo 
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90 leaders for 
the net-economy. 














The University of Bologna launches its master programmes for a new world. 


Information and communication technologies have created a new type of knowledge which is open, advanced and interdisciplinary 
At its heart, innovation, management and humanities are inextricably linked. We are witnessing the beginning of a New Humanism 
This has prompted the University of Bologna — the oldest university in the western world - to create two new master courses combining 


for the first time the competences of four different departments. The Department of Electronic Engineering 


Information Science and Systems; the Department of Business Management; the Department of Computer Science; the Department 


of Communication Science. All lecturers are internationally recognised experts in their respective fields 


Master in Communications and Information Technology. 


For new communications protessionals, who design and manage Web and multimedia content 


Master in Management and Information Technology. 


FOr managers who wish to bring ther existing Dusinesses online al Temes develop new businesses for the Web 


Each Master course only admits 50 graduates. Fluent English is required 


For further information call +39-051-2099080, visit our site www.almaweb.unibo.it, or email info@almaweb.unibo.it. 
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London 
Business 
School 


Think differently. 
See the impact of a new strategy. 


Systems Thinking and 
Strategic Modelling 


"This programme should be a required discipline in any business curriculum.” 
Joao Brasit C. LEITE, MANAGING DIRECTOR, AVIBRAS INDUSTRIA AEROESPACIAL S/A, BRAZIL 


An acclaimed one-week 
programme for general 
managers, planners or strategy 
advisors who work closely with 
management teams 


To successfully implement strategic change, senior management teams need a shared understanding of their 
business. Team model building and simulation will enable you to test the potential outcomes of strategic decisions 
and build a mutual awareness of the issues facing your organisation 


Directed by John Morecroft, one of the world's recognised experts on strategic modelling and system dynamics, 
Systems Thinking and Strategic Modelling examines the teamwork, thinking skills and simulation methods required 


9 - 14 September 2001 
to lead and manage successful strategic modelling projects 


17 - 22 March 2002 


8 - 13 September 2002 You will learn how to apply these to a wide range of business issues, gain new insights into the dynamics of 


organisations and the ability to identify potential obstacles to implementing future strategic change. 
Visualise 
and 


‘ executive education 
ehearse 


Contact; Adam Norsworthy 
Client Services 

Regent's Park 

London, NWI 4SA, UK 

Tel: +44 (0)20 7706 6836 
Fax: +44 (0)20 7724 6051 


ST0003 email: anorsworthy@london.edu 


www.london.edu/execed/systems/ 


Templeton College | University of Oxford 


‘You cannot fight against the future’ 


William Ewart Gladstone (Oxford 1828 — 1831) 


The Oxford Advanced Management Programme 


30 September — 27 October 2001 
16 June — 13 July 2002 | 6 October - 2 November 2002 


Oxford has for generations prepared the world’s 
leaders to harness change to the advantage oi 
their corporations, their nations and the wider 
world. Globalisation and the technological 
revolution have strategic implications for every 
sector and every industry. The Oxford Advanced 
Management Programme provides a toolkit of 
resources to sustain fast-track careers in a world 
where change is the only constant. 


Name 


For further information, please visit 
www.templeton.ox.ac uk/amp, or return to: 
Dorothy Cooke 

Templeton College, 

University of Oxford, 

Oxford OX1 SNY, England 

Tel +44 (0)1865 422771 

Fax +44 (0)1865 422501 

Email amp@templeton.oxford.ac.uk 


Job tithe 











Address 





lel 


Company 








Fax 


Zip/ Poste ode 


Email 
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TUCK GLOBAL LEADERS PROGRAM 


A SENIOR EXECUTIVE FORUM 


OCTOBER 28—NOVEMBER 2, 2001 ee Program Director 
“Ge Vijay Govindarajan 


Learn the concepts, <a has been cited by 
; | r Ba- Business Week as a 
frameworks, and strategies Top Ten Professor in 


: A = a Corporate Executive 
required O compete Education. His 
effectively in the global y coauthored book, 


; è The Quest for 
playing field. Global Dominance, 
has been hailed as a 
must read for the 

For further information, please contact: modern leader of the 


The Office of Executive Education global firm. 
l'he Tuck School of Business at Dartmouth 


Hanover, NH 03755-9050 
Phone: 603-646-2839 Fax: 603-646-1773 
tuck.exec.ed@dartmouth.edu 


www.tuck.dartmouth.edu AT DARTMOUTH MOUTH 


vr @ 
ii ` 


4 i The University@ihm 
e ail i l . 


THe USINESS SCHOOL 
CENTRE 


FOR FINANCIAL MARKETS 


provider of securities and investment education in 
Europe. The ISMA Centre offers rigorous and 


innovative programmes using hands- 
O Pi on learning for those secking careers 
mw in the global financial a Ren, 


Further information: www.ismacentre.rdg.ac.uk 
Information session on Monday 9 July, 2001: book your place now 


ai 2 
. a 
h OW i r W | | | A unique opportunity to study at the largest specialist 
; 


The University of Reading - ISMA Centre - Whiteknights - PO Box 242 - Reading RG6 6BA - UK 
Tel: +44 (0)118 931 8239 - Fax: +44 (0)118 931 4741 - Email: admin@ismacentre.rda.ac.uk 1 . 
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An MBA in 
the City... 


If you want to develop your career potential 
without taking time out of the office, Henley's 
evening MBA gives you the flexibility you 
require with the support you need. 
Henley offers an innovative two year 
programme, which weaves face-to face tuition 
on-line support, dynamic group working and self 
study into a pattern of learning that meets the 


needs of busy managers. 


The Henley Flexible 


Evening MBA 


Your programme starts in late August with a 
residential weekend at Henley, followed by 
workshops two evenings a week. These take place 
in the executive training centre of our partner 
Financial Training Company, conveniently 
located right in the heart of the City of London 
next to Fenchurch Street Station. Three additional 
weekends at Henley launch critical stages of the 
course, these and an international study trip are 
all integral elements of the course. 

The Flexible Evening MBA programme blends 
the best in technology supported learning with a 
challenging programme of taught activities, to 
enable you to quickly apply relevant theory to 
the problems of modern business today. 

If you are an ambitious and experienced manager 
keen to develop yourself and your career and 
open to new ways of learning why not contact us 


to learn more about the programme 





MANAGEMENT COLLEGE 


Tel +44 (0) 1491 418803 Fax: +44 (0) 1491 418899 


y, mba@benleyme.ac.ur 
B wwtw.bhbenleymc.ac.uk 
: a 
inl 
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http:// efellows.wharton.upenn.edu/2733.cfm 


‘The Wharton School 
University of Pennsylvania 


MSc International 
Management 
for China. 


Looking for a competitive edge in the 
Chinese market? 
As China takes its place on the world economic stage many companies 


have identified a need for high quality management with specialist 
knowledge of China 


The MSc in International Management for China, offered by the 
SOAS Centre for Financial and Management Studies (CeFiMs), has 
been designed to meet that need. Taught in conjunction with the 
Clore Management Centre of Birkbeck College the degree explores 
* The evolution of Chinese managerial systems 


* The interplay between global and local factors in China 


* China's policies for trade, foreign investment and 
technology transfer 


* Relations between China, Hong Kong and Taiwan 


Options include Risk Management, Corporate Finance, Chinese Law, 
E-commerce, International Business Strategy 
PLUS intensive Chinese language courses 


For further details contact the 
Centre Secretary, CeFiMs, SOAS 
University of London, Thornhaugh Street 


London WC1H OXG 
Email: enquiries@cetims.ac.uk SOA hey 


Telephone: + 44 20 7691 1700 
www.cefims.ac.uk University of London 
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LL.M./M.A. 
INTERCULTURAL 
HUMAN RIGHTS 


In-depth instruction and preparation for effective research 
and advocacy in the field of human rights 

Faculty includes top-level UN and regional experts, scholars, 
judges and practitioners 

Earn LL.M. or M.A. degree in one year, upon completion ol 
24 academic credits. 


St. Thomas University School of Law is accredited by the 


American Bar Association 
American Bar Association acquiesced program 


Faculty include, among others 

¢ Prof. W. Michael Reisman, Ph.D., Yale 

¢ Dr. iur. Erica-lrene A. Daes, United Nations 
e Prof. Dr. iur. Eckart Klein, Berlin 

¢ Prof. A. lulia Motoc, Ph.D., United Nations 


TN St. Thomas University 
A School of Law » miami, Florida 


For more information please contact 
Professor Dr. iur. Siegfried Wiessner 


Tel 


1 (305) 474 2403 Fax 


Email; humanrights@stu.edu 





www.stu.edu/humanrights 


The Management Centre 


Knowledge is 
t 1e key... 


> Contact 


Management Centre 
University of Leicester 
Ken Edwards 
Buildin 

University Road 
Leicester LE1 7RH, UK 


Tel: +44 (0) 116 
252 5520 

Fax: +44 (0) 116 
252 3949 

Email: 
LUMC@le.ac.uk 
Website: 
www.le.ac.uk/lumc/ 


Please quote 
ref: EC/06(2) in any 
communication 


e The Leicester MBA € 
e MSc in Finance pad 
è MSc in Marketing 


Distance Learning or Campus Based 


e MSc in Management 
Full Time Only 


è Diploma in Management 


Distance Learning Only 


A deeper knowledge 
awaits you! 


[xq University of 


WT VITAM 
[HA MEANT] 


y Leicester 


Delivering excellence in University 
teaching and research 








MSc in Financial 


Management 


by Distance Learning 





No matter where you are in the world, the Centre 
for Financial and Management Studies 
(CeFiMS) based at SOAS in the University of 
London, offers internationally renowned Masters 
Degrees and Diploma programmes in Financial 
Management by Distance Learning, 


Other programmes include an MSc in Financial 
Economics and a Postgraduate Diploma in 
Economic Principles. 


CeFiMS 


Programmes start January 2002. 


www.cefims.ac.uk 
for further details. 


CeFiMS, SOAS, University of London, 
London WC1H OXG, UK. Tel: +44 (0) 20 7691 
1700, 

Fax: +44 (0) 20 7637 7075, 


email: enquiries(@cefims.ac.uk 





SOAS 


University of London 





UNIVERSITY OF LONDON 


FI Amsterdam 
EF Institute of Finance 


announces the following new courses 





Behavioral Finance 
(July 16 - 18) 


Modeling in Project Finance 
(September 24 - 26) 


Derivatives Pricing with 
Numerical Methods 
(September 26 - 28) 


Banking and Financial Markets 


in Eastern Europe 
(November 14 - 17) 


For information, please visit our Web site, or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +31-20-5200161 


e-mail: info@aif.nl - internet: www.aif.nl 
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ADULTS, EARN YOUR 
DEGREE AT HOME IN 
JUST ONE YEAR! 


Intensive 12-Month M.S. in 


COMPUTATIONAL 
FINANCE 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 


WASHINGTON INTERNATIONAL UNIVERSITY 


Since 1995-in most fields- Your 
American Instructor will help with 
your studies.- INTERNET library 
Students from 112 countnes. 
S.C.C.-P.0.Box 61707 K.0.P.,PA. 
19406-USA fax: 610 205 0960 
e-mail: admissions@washint.edu 


ou GENEVA 2001 


During the past two decades, the FAME-ICMB Executive 
Courses in Finance have become the benchmark for 
executive training in asset allocation, risk management, 
forecasting and quantitative analysis. 






FAME-ICMB 


EXECUTIVE COURSE 
IN FINAN 


The emphasis on practical applications and our 
renowned international faculty ensure that participants 
build skills that are directly applicable to their daily work 
environment. 


6 Salih Neftci August 13 — 17 
FINANCIAL ENGINEERING WITH JAVA AND C++ 


7 Kevin Wilson August 20 - 24 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


8 Francis X. Diebold August 27 — 31 
FINANCIAL ECONOMETRICS AND FORECASTING 


9 Richard Levich September 3 — 7 
EXCHANGE-RATE ECONOMICS AND FORECASTING 


10 Stephen Schaefer September 10 — 14 
MODERN FIXED INCOME MARKETS: 
RELATIVE VALUE, ARBITRAGE, PORTFOLIO AND 
RISK MANAGEMENT 


11 Philippe Jorion 
GLOBAL ASSET ALLOCATION 
12 Russ Wermers September 24 — 28 
PERFORMANCE EVALUATION AND ATTRIBUTION 
13 René Stulz October 1-5 
INTEGRATED RISK MANAGEMENT 
14 Salih Neftci October 8 — 12 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 
15 David Cox October 29 — November 2 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 
Th. Schneeweis and G. Beliossi 
ALTERNATIVE INVESTMENTS 
and 
The Certificate FAME July 30 — August 31 


A 5-week immersion program in asset management, 
structured products and private banking 
















September 17 — 21 












November 5-9 
























INTERNATIONAL CENTER FOR 
FINANCIAL ASSET MANAGEMENT AND ENGINEERING 


To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola or Beatrice Candolfi 
FAME-ICMB 

Av. Blanc 49, 1202 Geneva, Switzerland 

Tel: +41-22/731 95 55, Fax: +41-22/731 95 75 
E-mail: geneva-courses@fame.ch 
www.fame.ch 
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Wharton Fellows 


A Wharton eBusiness Initiative 


are you being 
-clipsed? 


get on target: 
http://efellows.wharton.upenn.edu/2733.cfm 


The Wharton School 
University of Pennsylvania 


International 
MBA in Paris 


Entirely in English, our 12-month full-time MBA is an unusually 
multicultural experience, with over 20 nationalities on the student body 
Designed for experienced participants, it combines core courses in Paris 

with a wide range of electives and international seminars. 


AMBA and EQUIS accredited. 


ESCP-EAP MBAs lead to senior positions worldwide: join the network 
of 19,000 ESCP-EAP graduates working in 65 countries 


Next Session - January 2002 
www.escp-eap.net 


Contact MBA Admissions:mba@esep-eap.net - +33 1 4923 2759 
75011 Parts 


-EAP 


79 avenue de la Republique - 


European Schoal of Management 


Learn everywhere. Manage anywhere. 


A 
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100 Courses 


U N IV E RSITY D ac R E E COLLEGE DEGREES 
|| DISTANCE EDUCATION ON YOUR SCHEDULE 
y z 1 B.S., M.S., Ph.D. Many fields. No classes 

For Life, Work and Academic Experience I NOCOST evaluation! Send resume. 
Degrees for people who want to be more effective ; 6400 UPTOWN BLVD NE SUITE 398-W 
and secure in their Jobs or Professions. : gaa we wah ables 

Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by utilizing your r vy y: 

: ” niaide r : : l 240-6757 
life and work experience. University equivalent credits are given for your 
job, military, company training, industrial courses, seminars and 

business experience. We accept university credits no matter when taken, 
Not Accredited by an agency recognized by the U.S. Secretary of Education. 
Our graduates are recognized for their achievements in business and industry. . 
We will assist you in completing your degree requirements at your own pace 
through home study. 


nmg Send/fax detailed resume for a BRS [OM@ eh Male VRE Vattl Bs 


24,000 Pacific Western University 
Alumni 1210 Auahi Street, Dept. 137, Honolulu, HI 96814-4922, (808) 597-1909 
Worldwide USA CALL: (800) 423-3244, ext. UK: 0800-960-413, ext. 0 


Fax: (310) 446-5288 e-mail: admissions@pwu-hi.edu http://www.pwu-hi.eduu 






Readers are recommended 


to make appropriate enquiries and take 
uppropriate advice before sending money, 
incurring any expense or entering into a binding 
commitment in relation to an advertisement. The 
Economist Newspaper Limited shall not be 
liable to any person for loss or damage incurred 
or suffered as a result of his/her accepting or 
offering to accept an invitation contained in any 
advertisement in the Economist, 
















Recognized as one of tthe world's most flexible 
Distance Learning MBA/Master's or DBA/Ph.D. 

ograms. No bachelors degree required for the 

(or Master's for DBA) if you have significant work 

experience. No time limits, minimum or maximum, MBA 
usually takes one year, DBA two. Transfer students 
welcome. You will not have to study material you 
already know or do not need. No exams, instead you 
write papers. Learn from successful business 
leaders/authors (many are millionaires). a 
members wanted. Rushmore University, 1 2- 
7622, ec@rushmore.edu, www.distancemba.com 













ONE YEAR MBA’S 


Wine Business Management 
Business Management in the 
Agriculture and Food Industries 


AGRICULTURAL Also one year part-time MSc 
COLLEGI Management Studies 


| | OPEN DAY - SATURDAY 30th JUNE 
Other Courses Available 


The University of Durham MBA comes in three AMBA accredited 
study options — Full-time, Part-time or Distance Learning. 
Find us @ www.dur.ac.uk/udbs or call +44 191 487 1422. 


+}. University of Durham 
Y BUSINESS SCHOOL 


Investing in excellence in teaching and research 


SCHOOL 
| _For further details contact Marketing 
OF Tel: 01285 652531 or 
BUSINESS helen.pattinson @royagcol.ac.uk 


www.royagceol.ac.uk]| Travel Appointments 


CUT THE COST OF YOUR 
STAY IN LONDON 


Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V., 
central heating, elevator, maid service, resident 
manager. Suit 1-2 persons. 
Brochure by Air-Mait 
Knightsbridge Service Apartments 
45 Ennismore Gardens, London SW7 1AQ. 
TEL: 020 7584 4123 Fax: 020 7584 9058. 
info@ ksflats.demon.co.uk 

www. ksflats.demon.co.uk 





ACEDONWUNE 2000 






















ARCHITECTURAL 
AND ENGINEERING SERVICES 


The City of Almada, Portugal, 
has opened a restricted 
procedure through pre- 
qualification for carrying out an 
environmental, geological and 
geotechnical study and urban 
development plan for 115 
hectares of waterfront property, 
# " LON DON n ` including 50 hectares formerly 
E jor money. Our apariments ofer greai savings @@ | OCCUpied by the Lisnave 
= compares 1 ea ig Mar scang — 8 shipyard. Parties interested in 
heating. elevator. ` l tendering must submit their 
æ Centrally located in Kensington area a applications by 31 July, 2001. 
E Tourist Board Approved W | Further details can be found at: 


Ashb Gard rtment 
a aaen Apartments W | www.almadanascente.org 


F] South Kensington, London SW7 4DG, UK 


www.ashburngardens.co.uk 
E info@ashburngardens.couk W 


t Tel: ++44 207 370 2663 






















from business to 
e-business @ MSM 


The Maastricht School of Management (MSM) is 
a leading edge Global Business School. It was 
founded at the Netherlands’ premier engineering 
school, Delft, in 1952, and has pioneered business 
education programs worldwide. Since the late 80's, 
the school has been located in the European Treaty 
City of Maastricht. 













The MBA Business and E-Business focus are 
now both established at MSM, with programs 

in Accounting & Finance, Corporate Strategy & 
Economic Policy, Globalization and E-Business 
& Information technology. 






Siena nascente.org 
Eastern Pavertromt Area 
of the City of Almada 







Fax: ++44 207 370 6743 
BEBE EEE S&S 


Conferences 


DEFENSE l 
WEEK presents a most timely conference on... 


European Defense & Security 
The EU, NATO & the Future of the Transatlantic Dimension 


October 30-31, 2001 * Brussels, Belgium 
Tel: 1.202.638.4260 KiINCPUZLFiNC COM 





Ph 
LŠ MUNICIPALITY OF ALMADA, PORTUGAL 















For information about MSM’s Executive Education, 
MBA, Ph.D and DBA programs, surf to our 
website: www.msm.nl 







Maastricht School of Management (MSM) 
P.O.Box 1203, NL-6201 BE Maastricht 

Voice: +31.43.387 0808, Fax: +31.43.387.0800 
E-mail: kerkhofs@msm.nl 
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Appointments 


à THE UNIVERSITY 
of LIVERPOOL 





Investing In a new 
Management School 


Director, 5 Chairs, 5 Lectureships 





Help shape the managers and entrepreneurs of tomorrow 


The University of Liverpool is undertaking an exciting and innovative new ven- 
ture with the establishment of the University of Liverpool Management School. A 
multi-million pound investment in human resources and capital build heralds 
our ambition to develop one of the best Management schools in the UK. The 
new Management School will be offering suitably qualified academics the 
opportunity to build a career with a high quality research-driven institution. It 
will build on our existing expertise in Economics, Accounting and Finance, E- 
business and Public Sector Management. These areas, together with the new 
investment, will provide a Management School equipped and oriented to meet 
the demands and needs of the UK economy in the 21st century. The School will 
also provide support for internal academic activity of an increasingly entrepre- 





The development of specialist programmes for the new Management School 
and the expansion of our core provision have created a number of exciting 
career opportunities for highly motivated and dynamic academics. 


We are particularly keen to hear from individuals who share our vision of a 
truly entrepreneurial Management School providing relevant and high quality 
education and training, and who have a commitment to leading edge research. 


Lecturer posts will be filled by candidates with relevant teaching interests. 
They must hold, or be about to complete, a PhD in an appropriate area and 
demonstrate achievement or potential to contribute to the national and inter- 
national research profile of the School. 





neurial nature. 


In this first phase we are seeking additional staff in the following areas: 


DIRECTOR OF THE MANAGEMENT SCHOOL 


This is a unique opportunity for a dynamic and innovative individ- 
ual to undertake a key role in shaping a new Management School 
for the 21st century. The University is seeking as the School's 
inaugural Director an outstanding individual who can provide the 
vision and drive to make its ambitious plans a reality. The primary 
role of the Director will be to provide effective leadership and 
management to the developing Management School, ensuring 
that a strategy, policies and procedures are put in place which 
enable the University to meet its objectives, The Director will over- 
see the implementation of a major investment in both staff and 
infrastructure, and ensure a successful launch for the 
Management School in September 2002, as well as its continued 
success thereafter. 


The Director will be an experienced senior manager with an appro- 
priate academic and/or professional background, With entrepre- 
neurial flair, they will be able to identify and progress new and inno- 
vative ideas, and provide clear and decisive leadership. 


DIVISION OF ECONOMICS 


CHAIR AND LECTURER IN ECONOMICS 


For appointment to the Chair, we are seeking a strongly motivat- 
ed individual engaged in high quality research in the mainstream 
of Economics, able to provide strong and inclusive leadership 
within the Economics Division. 


We invite applications for the Lecturer post from candidates with 
research and teaching interests and expertise in the mainstream 
of Economics. Both appointees will join a group of two professors 
and fourteen staff revitalised by seven recent appointments. 





CHAIR AND TWO LECTURERS IN MARKETING 


We are seeking a talented and enterprising individ- 
ual for a new Chair in Marketing, to lead the devel- 
opment of teaching and research in appropriate 
academic areas. We require a highly motivated 
individual capable of leading innovative research. 
Links with business would be an advantage. 


Applications for two Lecturer posts are invited from 
candidates with research and teaching interests 
and expertise in Marketing. 





CHAIR AND LECTURER IN HUMAN RESOURCE 
MANAGEMENT/ LEADERSHIP/ORGANISATIONAL 
BEHAVIOUR 


For appointment to the Chair, we are seeking a 
strongly motivated individual in an area related to 
Human Resource Management, Leadership or 
Organisational Behaviour who has a commitment 
to excellence in research and teaching. 


Applications for the Lecturer post are invited from 
candidates with research and teaching interests 
and expertise in an area related to Human 
Resource Management, Leadership or 
Organisational Behaviour. 


DIVISION OF MANAGEMENT 


CHAIR AND LECTURER IN INTERNATIONAL BUSI- 
NESS 


For this new Chair in International Business, we are 
seeking an individual with the drive and ambition to 
establish this area of activity for the School. They 
must have a commitment to excellence in research 
and teaching, and an ability to strengthen links with 
other parts of the Management School. 


Applications for the Lecturer post are invited from 
individuals who wish to contribute to the develop- 
ment of this new area for the School. 





CHAIR IN ENTREPRENEURSHIP 


We are seeking a highly motivated individual to 
move forward the University’s plans to embed an 
entrepreneurial culture across the Management 
School and more widely, The successful candidate 
must have a strong entrepreneurial background, 
probably gained through working in business, and 
the ability to enthuse and develop others. The vision 
and ability to foster an entrepreneurial culture with- 
in the School and to establish taught programmes in 
the area are of more significance to this role than a 
traditional academic background. The appointee 
will be committed to developing a high-quality envi- 
ronment for research and teaching and learning, 
and to contributing to that environment. 


Please quote ref: A/954/E. Closing date for all applications: 20 July 2001 





Web site at http://www.liv.ac.uk 
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African Development Bank 
The African Development Bank is the premier pan-African development finance institution established in 
1964 to foster economic growth and social progress in Africa. The Bank is owned by 77 member states in 
Africa, Europe, Asia, and the Americas. It is based in Abidjan, Côte d'Ivoire, West Africa. 
Nationals of member countries are invited to apply for the following positions. 





PRINCIPAL GOVERNANCE EXPERT — CENTRAL OPERATIONS DEPARTMENT (VN.ADB/01/047) 
Under the supervision of the Division Manager, the incumbent will: provide guidance, policy analysis and technical expertise to Bank staff in the field 
of governance and institutional reform: assist in the design and development of governance,programs consistent with the Bank Group Policy on Good 
Governance; provide analysis of governance in the context of economic and sector work, including assessments of governance situation in the Regional 
Member Countries (RMCs); assist in the preparation and development of the Country Governance Profiles (CGPs) for RMCs; assist in the development 
of Country Strategy Papers (CSPs) framework which particularly addresses governance issues; assist in the design and development of performance 
monitoring systems to measure RMCs governance performance; provide support on governance intervention to operations departments in the various 
stages of the project cycle; provide advisory technical expertise to the Bank staff as well as RMCs on issues of governance; develop collaborative 
relationships with other donors and partners in the governance area. Qualifications: At least a Ph.D degree in Economics, Political Economy, 
Government or related fields. At least 6 years relevant experience in Africa in a development institution or as an economist/political scientist working 
on public sector management, research institution, university or similar institution. 



















PRINCIPAL AGRICULTURAL ECONOMIST — CENTRAL OPERATIONS DEPARTMENT (VN. ADB/01/048) 


Under the supervision of the Division Manager; the incumbent will: have thorough knowledge and understanding of project cycle on agriculture and 
rural development projects; provide guidance to operational staff on how to handle complex agricultural policy issues raised in appraisal reports; 
review operations documents on agriculture sector and make recommendations which ensure that the documents conform to existing policies and 
procedures of the Bank Group: coordinate the Bank Group's involvement in major multilateral initiatives and aid coordination; supervise the 
implementation of Action Plans for projects under implementation to ensure their likelihood of success; when necessary participate in appraisal 
missions and play a leadership role in discussing agricultural policy issues with Government officials; participate in Inter-departmental working group 
meetings: provide professional guidance on the overall design of appraisal reports. project costs, the financing plan and policy issues relevant to the 
Bank and the borrower country; participate in institutional arrangements and conditions subject to management approval, sustainability (financial, 
environmental, economic) issues including costs recovery of goods and services provided under a project within the context of the overall budgetary 
situation of the borrower; provide guidance to operations staff in areas such as agriculture sector development policies, national agricultural pricing, 
pricing and marketing trends of agricultural commodities; participate in agriculture sector studies for a country or group of countries; contribute to 
the agriculture sections of Country Strategy Papers (CSPs); guide operational staff in the the assessment of markets, export possibilities, competition 
and drafting of Terms of Reference for agricultural studies; coordinate Bank’s agricultural program and its operational experience of the agriculture 
sector; provide guidance to the Regional Member Countries professionals on rules and procedures for procurement of goods and services. 
Qualifications: At least a Ph.D degree in Agricultural Economics and/or related fields; at least 6 years of relevant experience in the practical 
application of the principles, theories of agricultural science including field experience in preparation and management of agricultural and rural 
development projects; a minimum of 5 years experience in operations work (appraisal, supervision and portfolio management); computer skills in 
world processing and spreadsheet package. 


























PRINCIPAL FINANCIAL ECONOMIST - CENTRAL OPERATIONS DEPARTMENT (VN. ADB/01/049) 


Under the supervision of the Division Manager, the incumbent will: co-ordinate financial sector development and integration policy formulation and 
implementation with other multilateral financial and development institutions such as the IMF, World Bank, UNDP and also regional institutions such 
as the UN-ECA. OAU/AED and other agencies; co-ordinate the development of and draft financial policies strategies and guidelines that will be used 
in the preparation of Sector Policy Papers, Country Strategy Papers and the design, implementation and evaluation of projects; define and co-ordinate 
Bank Group participation in international and regional financial developments; organise seminars/workshops and/or attend those organised by other 
similar institutions on policy issues; monitor the implementation of Bank Group's financial sector as well as non-sector macroeconomic, monetary 
and financial policies, guidelines and procedures and monitor their implementation in projects; disseminate recent technical knowledge and practical 
tools in the field of finance; review operational documents and ensure they conform to the Bank Group's development strategy; develop training 
programs related to best practices; identify overall issues and problems in the financial sector project/program development and implementation; 
conduct Annual Portfolio Performance Review on the financial sector operations to help improve project/program implementation and development 
effectiveness; review and update the Operations Manual; undertake assignments such as drafting terms of reference for consultants, evaluating 
consultant proposals and drafting certain aspects of various annual reports of the Bank Group. Qualifications: At least a Master's degree in 
Economics/Finance and/or related fields; at least 6 years of relevant experience in a functional area with strong finance sector emphasis; experience 
in policy formulation and in developing, implementing and monitoring projects within financial sector environment. 



















General Requirements: Ability to communicate and write effectively in English and/or French, with good working knowledge of the other language; 
Familiarity with modern software applications. The Bank offers an internationally competitive salary and attractive benefits package. Applications 
with complete curriculum vitae (please indicate date of birth and nationality) in French or English must be sent by 15 July 2001 to the address 
indicated below. 

Women are encouraged to apply. Due to the large number of applications expected, only shortlisted candidates will be acknowledged. 


Division Manager 
Recruitment and Staff Development Division 
African Development Bank 
01 B.P. 1387 ABIDJAN 01 —- COTE D'IVOIRE 
FAX (225) 20.49.43 ADB Homepage: http://www.afdb.org — E-mail: recruit @afdb.org 
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-77 JOB HUNTING INTER NATIONALLY? 
$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 
EuropeeAsiasMiddle EasteU.S.*Affordable/Easy/On Target 


Serving the world’s top executives, EXECUTIVE 


P+! 415.383.6200 F: +1.415.388. 3164 Lo ee LN 








DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and. opportunit ies? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 





: Resume Broadcast International 
Resume &:7 P.O. Box 6930, San Diego, California 92166, USA. 
aoad eee E Tel: 619 224 9257, Fax: 619 224 9268 

Email: 102224.3306 @compuserve.com 
Inernational a eee oroni 





The Department of Economics of the Faculty of Economics, Business 
Administration and Social Sciences announces the openings of 


two Assistant Professorships in Economics 


Applications are solicited in the fields of microeconomics and 
public finance. An empirical background is appreciated. 


The beginning of the appointments is subject to negotiation with 


four years and can be prolonged upon evaluation by the faculty for 
another two years. The positions involve a teaching load of four 
hours a week for 28 weeks a year both at the undergraduate and 
the graduate level. Teaching can be either in German or English. 


Knowledge of German language skills is not a prerequisite. The | 
gross salary is determined according to the regulations of the | 
Kanton of Berne for assistant professors and is in the range of | 
CHF 90'000 to 125000 per year, depending on past performance | 
and previous positions. 

H 


Candidates should hold a Ph.D. and have demonstrated strong 
research potential. Applications must inciude a curriculum vitae 
with references, a full list of publications, a brief description of 
research in progress, one or more research papers, and information 
an teaching experience. 


Applications should be sent by August 31* 2001 to Prof. Dr. Klaus 
Dellmann, Dean of the Faculty of Economics, Business 
Administration and Social Sciences, Hochschulstrasse 4, CH-3012 
Bern, Switzerland. 


| 
| 
| 
| 
| 
| 
| 
| 
earliest starting date October 1*, 2001. The appointments are for 
i 
| 
i 


Further information can be obtained from Prof. Dr. Klaus Neusser, 
Head of the Department of Economics (© +41-31-631 4776 or 
klaus.neusser@vwi.unibe.ch) and from our web site 
Wwiw-vwi.unibe.ch, 


The University of Berne is an Equal Opportunity Employer. 


| 
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JOB HUNTING INTERNATIONALLY? 












Executive $75K-500K+. Care », within or out of — 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath. co.uk 





Fax: Email: 
USA/Canada +1 202 4781698  cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 








Asia / M. East / Aus +66 2 2674688 cpasiagobkk. loxinfo.co.th 


The University of Hong Kong is a leading international 


comprehensive research university in the Asia-Pacific region, with 
more than 100 teaching departments and sub-divisions of studies and 
learning, and more than 60 research institutes and centres. There is 
currently an enrolment of more than 17,000 students (6,500 at — 
postgraduate level). Research students are from more than 48 
countries. The medium of instruction is English. The University is 
committed to its vision of globalisation, together with excellence in 
scholarship and research. 


Associate Director in E-Business 
Technology Institute 


Applications are invited for appointment as Associate Director in E- 
Business Technology Institute (RF-2000/2001-460), tenable from 1 
September 2001. Appointment will initially be made on a two-year 
fixed-term basis, with a possibility of renewal. 


E-Business Technology Institute (ETI, established in September 
1999, is an independently funded research and development institute 
within the University. [ts mission is to promote an environment where 
industrial, academic, and government colleagues can work together 
to conduct research, develop applications, provide training, and 
create and transfer technologies to end users in the area of 
information technology, particularly those relating to e-business. 
Information on the Institute can be accessed at 
http://www.eti hku.hk. 


Applicants should have a PhD degree in computer 
science/electrical engineering, or equivalent; at least 7 years’ 
research and development experience to be supported by good track 
record in product and system development, consultancy, patent 
development, or publication; and extensive working experience in 
international research and development organizations in the area 
of information/computer technology. 


The appointee will assist the Director in all aspects of the 
establishment and operations of the ETI and supervision of 
subordinated staff; provide support in the funding acquisition, 
planning, development and management of research and development. 
projects, customer engagement projects and academic activities of 
the ETL 


Annual salaries [attracting 15% (taxable) termina! gratuity] is on a 9- 
point scale, with starting salary depending on qualifications and 
experience: HK$861,180 - HK$1,156,860 (approx. £79,889 - £107,282 
Sterling equivalents as at 7 June 2001). 


At current rates, salaries tax will not exceed 15% of gross income. 
The appointment carries leave, medical and denta] benefits, and 
allowance for children’s education in Hong Kong, and, where 
appropriate, a financial subsidy under the Home Financing Scheme 
for reimbursing either the actual rental payment or the mortgage 
repayment up to the relevant maximum entitlement may be provided, 


Further particulars and application forms can be obtained at 
http://www.hku.hk/apptunit/; or from the Appointments Unit (Senior), 
Registry, The University of Hong Kong, Hong Kong (Fax (852) 2540 6735 
or 2559 2058; e-mail: apptunit@reg. hku.hk). Closes 13 duly 2001. 
The Uniwersity is an equal opportunity employer and 
enjoya a amoke-free environment 











ADAM SMITH 
INSTITUTE 


INTERNATIONAL ADVISERS AND LECTURERS 


The Adam Smith Institute's International Division provides high- 
level advice and capacity building support on a range of reform 
issues to governments of developing and transitional economies. 


Our continued expansion has created opportunities for the Institute 
to develop further its scope and depth of expertise, through the 
addition of both permanent staff and associate consultants and 
lecturers, who may include ex-practitioners, advisers, and academics 
in the following topics: 


e Governance Reform 

* Utility Reform and Regulation 

* Trade Reform including WTO accession 
e Enterprise Reform and Privatisation. 


We also invite CVs from senior academics with expertise in the areas. 
listed above, but also including education policy & reform, 
environment policy, security sector reform, agriculture sector reform, 
health sector reform and Cabinet government and leadership. 
SST a na ROAR Ten TERS Ses CONTE en ST 
Please send your CV and a covering letter outlining those areas you 
have expertise in to CVs@adamsmithinstitute.com or by post to 
John Morgan, Adam Smith Institute, 3 Albert Embankment, 
London SE1 7SP. 





(CTA 


£38, 000 - pr 000 

This i is an ER TT for a proactive and highly motivated individual to 
joina ‘dynamic international organisation at the cutting edge of children’s 
welfare and human rights. Save the Children works for children 
everywhere. With organisations in 32 countries, programmes in over 100 
and a budget of some £260m, Save the Children works for a world which 


respects and values each child, which listens to children and learns, and 


where all children have hope and opportunity. 


You will coordinate and develop the programme activities of the Alliance 
and its individual Members, and help to improve cooperation. You will 
actively support Members in jointly developing programme policies. You 
will work closely and liaise with the other Coordinators at the 
Secretariat, especially in the fields of Advocacy and Emergencies. 
Facilitation, communication and negotiation skills are important 
requirements, as well as international programme and field experience. 
You should be fluent in English, and knowledge of Spanish or French 

is. desirable. 


The closing date for applications is 16 July 2001 (5:00pm). interviews — 
will be held in London during week commencing 23 July 2001. 


To apply, please send your C.V., together with an accompanying 
statement explaining why you would like this post and what qualities, 
skills and experience you would bring to it, by writing to: International 
Save the Children Alliance, 275 - 281 King Street, London W6 9LZ. 
Tel: +44 (0) 20 8748 2554, Fax: + 44 (0) 20 8237 8000, 

Email: siivia@save-children-alliance.org 





yor Technical Centre for Agricultural and Rural Co-operation 


Vacancy 


TRAINING PROGRAMMES MANAGER 
IN AGRICULTURAL INFORMATION AND COMMUNICATION 





The Technical Centre for Agricultural and Rural Co-operation (CTA), an international raai, based in Wageningen, The Netherlands, invites applicants: fot the post 
of Training Programmes Manager in agricultural information and communication. The programmes will cover the development of management information systems, the 
design of Web pages, networks management and the role of information in the analysis of the agricultural sectors for the benefit of the ACP (African, Caribbean and Pacific). 
countries, signatories to the Partnership Agreement (Cotonou) of June 2000. These programmes have to be developed in response to periodic evaluations, the needs of 








stakeholders and technological opportunities. 


Duties 

The successful applicant will be responsible for managing training programmes 
and, more specifically, will be required to: 

* design training programmes 

* prepare and run training sessions, including budget management 


* monitor and assess training activities and sessions, including the updating of a 


database, manage and develop educational tools and the publication of guides 
and training manuals 

* set up a virtual library of training-related resources which will include the 
development of the appropriate distance-learning strategy 

* promote the Centre's partnership with other training institutes, including the 
support programme for other types of training 


Profile 
* Masters Degree in computer and/or communication sciences, science, human 
or social sciences, and/or organisation and management 


Employment package 


At least 5 years of operational experience in management of training 
programmes at a senior level 

Expertise in the use of new information technologies {including distance- 
learning), and more specifically of computer programmes (Word, Excel, 
Access, Powerpoint, HTML) 


* Ability to work well with multicultural teams 


Availability for overseas travel 
Knowledge of agricultural institutions (einall-farmer organisations, 
public institutions, private sector) in developing countrie ye 
Good communication skills, ability to formulate and presen “public 
Capacity to analysing and ability to negotiate and sense : 
Fluent written and spoken knowledge of either French or r English 3 and ability 
to work in the other language : sy 
National of a European Union Member State or ate one cof th 
Caribbean or Pacific countries es 


: NGOs, 











+ Monthly salary in the range of 4.500 euros with excellent working conditions 
CTA welcomes applications by female candidates. 
Applications for the post must be submitted to CTA by 15 August 2001 at the latest. 
Letters of application with a comprehensive curriculum vitae and 3 references, are to be addressed to: 
Mr J-C. Burguet, Head of Administration, Finance and Personnel Department, CTA, Ref: PROG. FORM. 
PO Box 380, 6700 AJ WAGENINGEN, The Netherlands 
Fax: +31 317 467 178, e-mail: ‘burgset@cta.nl 









$ Cambridge Kew Research Associates (CERA); isa 
“F leading global research and consulting. firm specializing in energy 
“markets, trends and strategies - serving energy executives in the oil, 
natural gas and electric power industries. CERA's Web-based services on ail 
energy markets are delivered globally at www.cera.com. CERA’s 
professionals work in offices located in Cambridge, Massachusetts; 
Washington, DC; Oakland, California; Calgary; Mexico City; Paris; Oslo; 
Moscow; Sao Paulo; Beijing; Seoul; and Bangkok. 


CERA is looking for an Associate Director for their Southern Cone Power 
and Gas Service. This position will be based in Sao Paulo. The successful 
candidate will concentrate on issues relating to the gas sector in the 
Southern Cone, and must have broad knowledge about the gas industry 
in the region. Activities include: identifying and analyzing evolving trends 
in gas markets, authoring research papers, developing new ideas on the 
future of the industry and presenting to senior management of our 
extensive client base. The candidate needs to have a proven track record 
in generating high-quality research and analysis. In addition, their 
background must consist of: consulting experience, good communication 
and interpersonal skills, public speaking and experience with project 
management. Candidates for the position should possess at least 5 years 
of experience analyzing the gas industry, an undergraduate degree and 
fluency in English and Spanish (Portuguese is desirable). 

Please submit all inquiries and resume submissions to Amy Green, 
Employment Manager, at: careers@cera.corm. If you choose to send a hard 
copy, submit to: Amy Green, Employment Manager, Cambridge Energy 
Research Associates, 20 University Road, 7th Floor, Cambridge, MA 02138. 





; Santos peace RAON MM A adn A EKAI VEDA ASAA Fo yeally KA AE REAM RE P pt KO AAIE DAADA ARYEL DANAEA Cac 













in the Faculty of Economics the recently established Chair of Environmental 
Technologies in Water Resources Management and Environmental Management. 
for Small and Medium Enterprises is inviting applications for the posts of n 


two research assistants/ 
assistant lecturers 


in the fields of environmental technology and environmental resources management, 
Both vacancies will be available immediately for a maximum of five years, subject 
to satisfactory completion of a 6 month probationary period. ee 
Remuneration will be on the German BAT Ila-O scale fapprox. 75,000 DM J 
p. a. depending on age}. The successful candidates will conduct research projects. 
and students' courses and will be expected to qualify for a PhD. 


















Applicants should have prior experience of working in an interdisciplinary context 
and have a degree in hydrology, sanitary or chemical engineering, resources: 
management, economy or related fields. Both candidates should be able to work: 
in German and English, a command of any additional languages will be an 
advantage. ; 


Letters of application together with full CVs and references should be sent to he a 
following address, by July 31 2001: : 


Dekan der Wirtschaftswissenschaftlichen Fakultät 
Marschnerstraße 31, D-04109 Leipzig, Germany 


The University of Leipzig is an equal opportunity employer, encouraging applications : 
from women. Preference will be given to handicapped persons if suitably qualified 


BLACK SEA TRADE AND DEVELOPMENT BANK 









ASSOCIATE BANKERS 

* University degree from a leading university in the country of education 

* 5 years of work experience in a major merchant or investment commercial or 
developent bank or in a corporation having a BSTDB sector specialty 
(manufacturing, tourism, transportation, financial, infrastructure, energy, 
telecom and hi-tech) as its principal activity, or corporate/project finance group 
of a major international organization. 

* Strong analytical and financial background with an experience in financial 
modeling, structuring financing proposals and fully capable of working 
throughout the whole life cycle of projects 

* Business maturity to look beyond the data and make and justify key decisions 
based on rigorous analysis of company financial information that is often less 
than perfect 

* Strong marketing and negotiation skills 


TRADE FINANCE ASSISTANT MANAGERS 

* University degree in Economics, Finance or related fields 

* 4 years experience working in an international trade finance operations unit for 
an export credit agency or commercial bank 

« Experience in administering bank to bank loans/structured loans for inter- 
national trade finance 

* Experience in structuring and marketing trade finance products 

» Extensive knowledge and experience in UCP, payment terms, delivery terms 
and documentary credit operations 


Candidates interested in working in an International Financial Institution with a competitive compensation package and 
fringe benefits should send only the Standard Application Form (SAF) available on our web site: http://www.bstdb.org 
with a daytime telephone number, to reach our address or faxes, not later than 15 July 2001. Positions applied must be 
indicated (no more than two positions). All applications will be treated as strictly confidential. No applications will be 


accepted through e-mail. 


Applicants whose surname starts with the following letters should send their SAF only to the corresponding fax numbers. 
Fax numbers: 3031 290420 A-J (incl.)/3031 290482 K-Q (incl./3031 286590 R-Z (incl) 
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Black Sea Trade & Development Bank (BSTDB} is an [International Financial Institution established with the participation of eleven countries in the Black Sea 
Region to promote intra-regional trade, to finance projects and to promote investment in the member states. BSTDB is looking for professionals of the highest level 
of competency and integrity fo join its team in its Headquarters in Thessaloniki, Greece. 

Prerequisites for all positions are: Excellent knowledge of spoken and written English, excellent analytical skills, computer literacy. 

Successful candidates must also possess the following minimum qualifications for the corresponding positions: 





bahia shoe ANALYST 
* University degree in Finance, Accounting, Business Administration or related field 

* 3 years working experience in risk analysis of financial institutions, mainly 
banks, and non-financial entities as a financial analyst in financial institutions, 
or similar Lat in auditing firms or rating agencies 

* Financial analysis skilis and knowledge of forecasting techniques 


PRO JECT ADMINISTRATION OFFICER 
* University degree in Business Administration, Finance, Economics or related field 
e 5 years of experience in similar duties 
* Knowledge of legal documents and banking procedures 
* Basie knowledge of accounting principles and credit analysis 
* Understanding of trade finance 


CORPORATE PLANNING & BUDGETING OFFICER 

* University degree in Finance or Economics 

* Minimum 3 years of experience in corporate planning, budgeting and control with 
a reputable company, experience with a bank or an international financial 
institution 

e Knowledge of accounting programs 


RISK OFFICER 

* University degree in Accounting, Economics, Finance or Mathe matics 

* 3 years of experience in the credit department of a major IFI ECA, international 
bank or local bank 

°- 1-3 years experience in the region 


| ADDRESS 


Black Sea Trade & Development Bank f 
Attn: Human Resources Department 


1, Komninon Street 
54624, Thessaloniki 
| Greece 





Application on Official Form only, to, 
Personnel Office, Institute of Development 
Studies, Universityof Sussex, Brighton 
| BNI ORE. Confidential Fax/Answerphone: 

Rath es ee (01273) 674553 (intl +44 1273); 

coe a E-mail: personnel@ids.ac.uk 

be “ke Further particulars are also available on 
the IDS web site at: 





http://www.ids.ac.uk/ids/recruit/ 
index.html 





to be carried out in Zambia. 
We strongly encourage applications from ail 


You will have a good economics degree at masters level, proven econometrics sections of the community regordless of race, sex, : 
skills and an interest in development. You should ideally combine competence disability, HIV/AIDS, sexuality and age. 

in economics modeling with an awareness of See 

non-economic approaches. 





IDS is an equal opportunity employer. 







IDS is a registered charity. 







Experience in survey and analysis would be an advantage. The position 
offers the opportunity to pursue a PhD in parallel with the project... 

Closing date: 5 July 2001. oo 4 an J9 \ 
Interview date: 11 July 2001. ee ae institute of Development Studies 











maa The United Nations Office for Project Services (UNOPS), a major service provider of project management and im plementation services H 
ew. es to.the United Nations System and developing countries, seeks qualified applications for the following position: ae | 
: ; k 8 










Project Number : RAF/98/006 - “Programme for Co-ordination and Assistance for Security and Development (PCASED)” 


| Post Director of PCASED 
Duty station i Bamako, Mali 
Duration : 1 year (Renewable) 

Closing date : 5 July 2001 















Project Background 3 

The endemic conflicts and rebels’ movements in West Africa have plunged the ECOWAS sub-region in political unrest and growing insecurity. As a result, there is an excessive 
accumulation of and easy access to small arms and light weapons which are used illicitly in activities such as drag trafficking, armed robbery, and in organized political designs 
such as mercenary missions and insurgency operations. This state of affairs has given rise to the phenomenon of child soldiers and constitutes a serious threat to development activ- 
ities and sustainable human development. p 








In their efforts to curb the illicit trafficking and circulation of small arms and light weapons, the 16 Heads of State of ECOWAS declared and signed, on 31 October 1998, a 
three-year Moratorium on the Import, Export and Manufacture of Light Weapons in West Africa. i 





In order to facilitate the implementation of the Moratorium, the United Nations Development Programme (UNDP) established a five-year regional Programme for 
Coordinanion and Assistance for Security and Development (PCASED) for which the United Nations Office for Project Services (UNOPS) is the Executing Agency. This pro- 
gramme is aimed at providing support to the ECOWAS Member States in their efforts to curb and stop the illicit trafficking in small arms in order to create an enabling enwi- 
ronment conducive to sustainable development. . 







Description of Services : Oe ; i 
The Director of PCASED has the overall mandate for the oversight of the political and the strategic orientation of the programme and co-ordination of the activities. The Director 
will specifically: . 







¢ Deal with the political questions linked to the programme in a manner to ensure the coherence between the activities of PCASED and the Moratorium which is a polit- 
ical act of the member states; Bey Pte 

* Play a leading role in resource mobilization for PCASED activities; . mae : 

e Prepare and propose to UNOPS in collaboration with the Deputy Project Director and Finance Officer of PCASED an annual work plan and corresponding budget 
based on the programme framework and the provisions of the programme document that would be subject to a midterm review; 

* Maintain close collaboration with ECOWAS Secretariat in a manner to ensure PCASED’s full support for the implementation of the Moratorium; maintain close con- 
tacts with governments of member states, with a view to ensuring their effective support and engagements towards the programme and the Moratorium regime; 
equally maintain close contacts with the member states of the WASSENAAR arrangements with respect to their commitment to support the programme and the 
Moratorium: l i 

* Coordinate the work of the Advisory Group; 

° The PCASED Director, with the support of the Deputy Director and the Finance Officer, ensures that the programme resources are managed in a transparent manner 
in accordance with UNDP/UNOPS rules and regulations. 











Qualifications 
1} Advanced degree in political, economic and social sciences. 
2) 15 years of cumulative experience in senior managerial position involving high level consultations. 
3) Experience in large programme co-ordination is essential 
4) Knowledge of West African socio-political, cultural and economic environment. 
5) Knowledge of disarmament and related peace building issues is an asset, 
6) Excellent interpersonal and communication skills. 
7) Fully bilingual in English and French. 
8) Knowledge of the UN system is an asset. 












PLEASE SEND YOUR APPLICATIONS TO: 
MR. YAHYA KANE, PORTFOLIO MANAGER, UNITED NATIONS OFFICE FOR PROJECT SERVICES (UNOPS), DIVISION I FOR APRICA 





405 LEXINGTON AVENUE, NEW YORK, N.Y. 10174. FAX: 212-457-4040 ` 
DEADLINE FOR APPLICATIONS : 5 JULY 2001 ONLY THOSE CANDIDATES THAT ARE SHORTLISTED FOR INTERVIEWS WILL BE NOTIFIED. 
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Research Fellow 
£23,256 — £30,967 per annum 


LECTURER/STATISTICIAN 
Statistical Institute for Asia and the Pacific (SIAP) 
Chiba, Japan 


The United Nations Economic and Social Commission for Asia and the Pacific (ESC AP) invites 
applications for the above post from persons with academic qualifications in statistics 
Duties involve conducting professional training on statistics, sampling applications, 
statistical and survey methods, national accounts and economic statistics through 
lectures, workshops and practical sessions for official statisticians in the 
Asia/Pacific region; undertaking training missions to member countries; and 
preparing and updating training materials and handouts including practical 
exercise and case studies for courses organized by the Institute. (Please see full text 
of the vacancy announcement in the ESCAP Website <www.unescap.org>.) 
Requirements: Advanced university degree in statistics/mathematics and/or economics with 
at least ten years of practical experience relating to professional work in official statistics and 
particularly in the areas of sample design, survey methodology, micro and macro economic 
Statistics and data management. Expenence and/or knowledge of economic and social 
development problems and the use of statistics in policy analysis and formulation in the 
developing countries of the Asia and Pacific region is highly desirable. Exposure to problems 
and needs of LDCs, island developing countries and countries with disadvantaged economies 
in transition is also preferred. Ability and experience in teaching and conducting training 
sessions and familiarity with statistical software packages will be an advantage 
Remuneration: Depending on professional background and experience, the post carries a 
minimum remuneration (npa) of US$78,260 (without dependants) or US$83.839 (with 
dependants) plus other benefits and allowances. Initial one-year appointment with 
possibility of extension 
Qualified women are encouraged to apply. 
Applicants are requested to complete a United Nations Personal History Form (P.11), 
available at the UN ESCAP internet website <http:/Awww.unescap.ora/jobs/P 1 | .doc>, 
of to send a detailed curriculum vitae. (Please refer to 
<http:/Awww..un.org/Depts/OHRM/quidenew. htm> for guidelines for preparation of CV) 
All applications should be sent to: Chief, Personnel Services Section, 
Division of Administrative Services, ESCAP, United Nations Building, Rajdamnern Avenue, 
Bangkok 10200, Thailand, Fax : (66 2) 288 1045 or 288 1000 
internet address:<escap_personnel_services@un,org> 
Due to volume of applications, only candidates under positive consideration will be 
informed of the outcome 
Closing date for receipt of applications: 20 July 2001. 


Required for THE INSTITUTE OF APPLIED HEALTH SCIENCES 
(\AHS), You will be responsible for the development of a programme 
of research in International Health that maps on to one or more of 
existing strengths within the |AHS in maternal health, infection, renal 
disease, mental health, and cardiovascular disease in developing 
and transitional countries. You will strengthen the existing network 
for international research across the LAHS and wider Faculty, and be 
responsible for postgraduate training in international health. You will 
be a graduate in a health or related area with a relevant higher 
degree. You should have track record in health services, 
epidemiological, health policy or health systems research in 
collaboration with developing and transitional countries and with 
international agencies. Clinical applicants may be considered for 
appointment on a part time basis. 


Informal enquiries would be welcome, please contact Professor 
WCS Smith, Institute of Applied Health Sciences, Medical School, 
Foresterhill, Aberdeen AB25 22D, Telephone 01224 553803 (Email: 
w.c.s.smith@abdn.ac.uk) or Professor Wendy Graham (01224 
553621, Email: ogy111@abdn.ac.uk) 


UNIVERSITY 
OF ABERDEEN 


Application forms and further particulars are available from 
Human Resources, University of Aberdeen, Regent Walk, 
Aberdeen AB24 3FX, telephone (01224) 272727, quoting 
reference number YHSOO1R. A 24-hour answering service is 
in operation. 

Closing date 2 July 2001. 

An Equal Opportunities Employer 





Science and innovation in saline agriculture Business & Personal 


The International Center for Biosaline Agriculture (ICBA) is an international applied 
research and development institute working to develop and promote sustainable 
agricultural systems based on irrigation with saline water. The Center is located in 
Dubai, UAE and provides an excellent opportunity to work in a science-based, 
development-orientated research organization. The Center is seeking a professional for 
the following post: 


SOTANUCCNONS Specialist/Editor 


Responsible for raising awareness of the activities of the Center. 

Acquinng and managing information on saline irngated agriculture from sources 
around the world and disseminating this information to ICBA's clients and partners 
Writing press releases and preparing exhibition and presentation materials, writing, 
editing, and producing newsletters, annual reports, research reports, proceedings of 
seminars and workshops, fact sheets, posters, training materials, and slide shows. 


Qualifications and experience 


Candidates should have the following: 
A degree in the biological sciences as well as a degree in communications or 
related discipline 
Five years experience in editing and writing scientific publications, preferably in 
an international research or academic environment. 
Experience in developing countries would be a major advantage. 
Outstanding communication and interpersonal skills and excellent written and 
spoken English. 
Knowledge of Arabic would be a major advantage. 


General Information 


The remuneration package and conditions of employment are equivalent to those offered 
by other international research centers. Further information on the position is available 
by facsimile or by email. Applications outlining qualifications and experience, together 
with comprehensive curriculum vitae and names and contact details of three referees, 
should be addressed to: 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE OR SEND YOUR MANUSCRIPT TO. 


MINERVA PRESS 


Te x gaccounts 3 315-317 REGENT ST 
: LONDON W1B 2HS. UK 
wertanine DOn ACCO nonm www.minerva-press.co.uk 


‘tite 
Economist 


TO ADVERTISE 
WITHIN THE CLASSIFIED SECTION CONTACT: 


Will Wilkinson, 
London 
Tel: (44-20) 7830 7000 Fax: (44-20) 7830 7111 
willwilkinson @ economist.com 


Deputy Director General 

International Center for Biosaline Agriculture 
P.O.Box 14660 

Dubai, UAE. 

Fascimile: +971 4 3361155 

Email: a.hariri@ biosaline.org.ae 


Closing date: 31 July 2001. 


Stephen Welch, 
New York 
Tel: (1-212) 5415730 Fax: (1-212) 247 1325 
stephenweich @ economist.com 
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2505 - PROVISION OF MARINE VESSELS FOR 
BONGA AND EA OFFSHORE PROJECTS (CSE-SP) 


PESES cerror INTRODUCTION ©ea TES 
The Shell Petroleum Development Company of Nigeria Lid is planning to issue soon a Cal | for tenders for 
the provision of 3 No. supply vessels. 

vooseeeeesesss-ss---> BRIEF DESCRIPTION OF THE FACILITIES -...-.----- Nees ras 


As part of the oil export process of these two field development projects, a FPSO (Floating Production 
Storage and Offloading) vessel will be stationed at each location an oi! transferred to offtake tankers for 
supply to the world markets. 


The deployment and support of these FPSO’s as well as the maneuvering of the offtake tankers require 
the attendant services of three Field Support Vessels, The services provided by the Field Support Vessels 
wil] include towing assistance for the FPSO's and the offtake tankers, the handling of anchors, the 
carriage and supply of deck and underdeck cargo including fuel oil and methanol. 


i pea ents ees DESCRIPTION OF WORKS Pianeta Se eae are ee ee AAEE a ats 


Vessels bid for this work shall have a main propulsion unit of approximately 8400 BHP (Brake Horse- 
Power) and a continuous bollard pull of at least 90 rons, Vessels shall be fitted with Poscon electronic 
control system joystick, integrated to main propellers, main engines, rudders, side -thrusters and 
interfaced to gyrocompass. Power redundancy shall be sufficient to operate concurrently, wet and dry bulk 
discharge systems. In addition one of the Field Support Vessels will have the ability to deploy Remote 
Operated Vehicles (ROV's) and therefore be fined with a minimum 15 meters by 10 metricton crane, 
as well as full Dynamic Positioning. Vessels shall be newly constructed or less than six years old at 
commencement of contract. Whilst it is preferable to contract the vessels under one contractor and under 
one contract, the option of contracting the vessels under more than one operator/owner under separate 
contracts is not excluded. 


Bach Vessel shall comply fully with SOLAS 74/78 and subsequent amendments, Classification Rules and 
Regulations, International Convention on Loadlines 1966, International Convention on Tonnage 
Measurement, MARPOL, IMO Regulations, in particular IMO 469(X11) "Guidelines for the design and 
construction of offshore supply vessels”, International Convention on Standards of Training, Certification 
and Watch keeping for Seafarers 1978 Convention, and applicable International Maritime Law. Where the 
Vessel is exempted from the minimum requirements of any of the above due to size of tonnage, such 
exemption is not recognised by Charterer and the Vessel must comply with the minimum requirement 
of the legislation as if the Vessel was large enough to come under the legislation. Certified by a suitable 
international Certification body such as Lloyds, ete., 


Where the Vessel is exempted from any of the above mentioned legislation or conventions due to her flag 
state not being a signatory, or by a signatory flag state granting exemption from any of the above, such 
exemption is not recognised by Charterer, and the Vessel must therefore comply with the above 
regardless of her registration. 


Owners and or Vessel Operators will be required to demonstrate that they possess the ability to effectively 
manage safety and other operational issues and that they have in place a Safety Management System 
that complies with the requirements of International Management Code for the Safe Operation of Ships 
and for Pollution Prevention (ISM). Owners must have in place a satisfactory Drugs and Alcohol Policy. In 
the first instance interested contracting parties will be invited to pre-qualify, and, subject to pre- 
qualification will be issued with an Invitation to Tender package. 


dept OR RPA e hE E ates ae COMMENCEMENT -eaea ec ceeecce eee 
initially two Field Support Vessels will commence operations in November 2002. This will coincide with 
the start of the production operations for the EA field FPSO. The third Field Support Vessel will be phased 
in to coincide with the start of FPSO operations for the Bonga field. This will be in April 2004. 


COMPLETION AR AAT eee Sanaa 26a Mergen chats 


The duration of the contract will be for an initial period of five years, with a one - year extension, 
However, contractors will be invited to submit alternative proposals for a longer ten-year initial term 
contract with a two-year extension. 


EE 8 eed Sage Pe PRE-QUALIFICATION DOCUMENTS Sk ORISA: SH Hess e woe ATE 


interested, reputable Offshore Marine Vessels suppliers are required to submit pre-qualification 
documents containing the following: 


1, Contractor's legal status, country of incorporation and country of residence for tax purposes. 

2. Contractor profile including local representation, local agent, Nigerian shareholding and details of any 
formal technical support agreements with foreign contractors. 

3. In case of joint venture, Contractor shall provide the joint venture agreement, interest of each of the 
joint venture partners. 

+. Contractor general structure and organisation, including the branch dedicated to such activities. 

5. Details of Contractor's Health, Safety and Environmental Policy and programme together with 
management system and records for the past three (3) years. 

6. Quality Assurance System certified ISO 9000 or equivalent. 

7. Copy of Department of Petroleum Resources (DPR) Certificate of Registration for the year 2001. 

8. Details of relevant verifiable experience of similar work that pre-qualifier has undertaken as main 
contractor in the last five (5) years. 

9. Description and specification of offices, base, equipment, plant currently owned by contractor together 
with proof of ownership and availability that will be utilised in the execution of the work and safety 
standards. 

10. Qualifiers audited accounts for the past three (3) years and tax clearance certificate. 

H. Details of community Relations policy and strategy to assure a hitch-free project. 

12, Details of proposed subcontractors (if any) with references for specific areas of expertise, not available 
within Contractors organisation. 

13. Al relevant information (contacts, telephone, fax, e-mail, address) of the local representation. 

14. Preferably membership of International Supply Operators Association (SOA). 


Failure to provide any of the listed documents will automatically disqualify the contractor. Notwithstand- 
ing the submission of this documentation, SPDC is neither committed nor obliged to include any 
contractor on the tender list or award any form of contract to nay contractor and/or associated companies, 
subcontractor or agents. 

Applications not delivered by Friday 6 July 2001, or received after the date shown above, or received with- 

out payment of a non-refundable fee of N250,000 in bank draft fee will be disregarded. 


The pre-qualification documents should be sealed and marked E-12505 - 'Pre-qualification for Provision of 
Marine Vessels for Bonga and EA Offshore Projects’ and delivered either by hand or by registered mail to 
reach the address given below not later than Friday 6 July, 2001, at 03:00pm. 













































-New Zealand 


invitation for Expressions of Interest to __ 
Finance, Design, Construct, Operate and Maintain 
Weiti Toll Road 


The Rodney District Council (RDC) is a Local Authority just north of Auckland, New Zealand. 
it offers the private sector the opportunity to provide a new two lane limited access road of 
approximately 7 kilometres linking the Whangaparaoa Peninsula to State Highway 1, 
including a 540 metre long three lane bridge over the Weiti River. 5 


This project presents and exciting opportunity tor the private sector to deliver a toll road 
project and operate and maintain it under a concession contract. 


Expressions of interest (EO!) are invited from suitably qualified private sector contractors 
or consortia to: 


a finance w design æ construct and commission = operate and maintain 


the Weiti Toll Road for a concession period to be negotiated, but approximately 30 years. 


The design and construction of approximately 1 kilometre of associated widening of 


Whangaparaoa Road between Brightside Road and Arklow Lane may also be included 
as a separate contract. 


The EO! will be available from 2 July 2001. Electronic copies of the EOI documents 
{excluding the supporting Appendices) may be obtained via email. However compiete 
sets of documents in hard copy can only be obtained from RDC's offices on payment of a 
non-refundabie fee of $500.00 (GST inclusive). Documents can be ordered from: 


The Chief Executive 
Rodney District Council 
Private Bag 500 
Orewa 

New Zealand 


Phone: 64-(9)-426 5169 
Fax: 64-(9)-426 0219 
Email: penlink @ rodney.govt.nz 
Cheques are to be made payable to Rodney District Council. 


Expressions of interest must be lodged at RDC’s Orewa offices by 2.00pm local time on 
Thursday 6 September 2001. 
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Equity Interest in 
Shell Gas Lanka Limited 


The Government of Sri Lanka (GOSL) wishes to divest its 49% stake in Shell Gas 
Lanka Limited (SGLL) which is majority owned by the Shell Group. 


SGLL provides liquefied petroleum gas (LPG) to over one million domestic, 
commercial and industrial customers in Sri Lanka. 


The demand for LPG in Sri Lanka has increased sharply during recent years and 
the sales of SGLL has increased by over 100% in the last four years. Last year, 
SGLL sold 145,000 MT of LPG in the country. Currently, around 20% of 
households in Sri Lanka use LPG for their cooking needs. 


An affiliate company of SGLL opened an import and storage terminal last year, 
which has a capacity of 8,000 MT of LPG, quadrupling the country's storage 
capacity, 


In 2000, SGLL had assets of over US$ 50 million and a turnover of around US$ 60 
million. 


A 51% stake of SGLL is held by the Shell Group, which owns and manages 
integrated petroleum companies around the world and are leading international 
LPG marketers operating over 200 filling plants and storage terminals in 60 
countries. 


Interested parties need to submit Expressions of Interest to the office of the 
Public Enterprises Reform Commission of Sri Lanka (PERC) by 4.30 p.m. on 
12” of July 2001. "Guidelines for Parties Expressing Interest" along with 
General Information on SGLL will be available at. PERC. and on 


www. perc.goy. tk from 12” June 2001. 


Director General 2 
Public Enterprises Reform Commission of Sri Lanka 
Level 11, West Tower, World Trade Centre, 

Colombo 1, Sri Lanka. 

Telephone: 00 941 338756/ 346831 

Facsimile 00 941 326116/ 342544 

E mail: dg@perc.gov.lk 
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Q & E Advertising 





Travel 






EUROPE'S LEADING LIGHT 


Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 
network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


££ CROSSAIR 










For further information contact your local travel agent 
or, +44 845 607 3000, www.crossair.com 
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Electronic Financial Services Limited 
Green Dragon House 

64 High Street 

Croydon CRO 9XN 


@ For incorporations contact: 
tel: +44-208-405-7100 or 
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Publications 


CHOICES, 
VALUES, 
AND FRAMES 


Daniel Kahneman and 
Amos Tversky, Editors 


At better bookstores 


HE CAMBRIDGE 


UNIVERSITY PRESS 


www.cambridge.org 


The Economist June 23rd 2001 


0-521-62172-0 Hb 


ffshore 








“Daniel Kahneman and 
the late Amos Tversky have 


started a new perspective 


on the traditional economic 
categories of choice, decision, 
and value. A series of experi- 
mental and empirical studies 
by them and others have 


rejected traditional economic 


assumptions of rationality. 


Even more importantly, these 
scholars have developed alter- 


native generalizations with 


significant predictive power 
and have found empirical 


verification for them. This 
outstanding collection of 
studies will make these new 
: results widely accessible.” 


—Kenneth J. Arrow, 


, l Nobel Memorial Laureate in 


Economic Science, 


Stanford University 


‘Copublished with the 
Russell Sage Foundation 
$110.00 


0-521-62749-4 Pb $39.95 


visit http://www.e-offshore.net 


@ For fiduciary & tax consultancy: 
Tel: +44-208-405-7080 





Businesses For Sale 


INTERNATIONAL 
CONSULTANCY 
FOR SALE 


We are a well renowned, small German consulting firm 
with long lasting experience with international donor 
funded projects specialising in private sector development. 


We have been working for the German Government, the 
European Commission’s Tacis, Phare, Obnova and MEDA 
External Aid Programmes, the World Bank Group and 
private clients mainly in Central and Eastern European 
countries since the early 1990s. 


Our excellent reputation with the Contracting Authorities 
made for continuous awards of large Technical Assistance 
contracts. We are currently involved into projects of all 
donors mentioned above. 


As the core share holder is intending to withdraw for 
personal reasons, the shares are for sale with the possible 
percentage for a new owner ranging from 51 to 100 per cent. 


If you are interested in receiving more detailed 
information, please contact our legal advisors: Hogan & 
Hartson Raue, L.L.P., Attn. Peter Raue, Potsdamer Platz 1, 
D - 10785 Berlin, Germany, praue@hhlaw.com 
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CANADA.. 


ust one click away 






LO Offshdre 


& US companies 
www.com-exp:com 

High quality service 
& cost-effective prices 





Free online consu ae 24 hours per day, 7 daya per week 
Abrams & Krochak 
Canadian Immigration Lawyers 










United Kingdom 

Teli+44.(0) 20 76369618 Fax: +44 (0) 20 76369617 

e-mail: econ @c¢om-exp.com 

oana — Sth Floor, Marley House 

2 er Oe n7. 314-522 Regent Sümer, 
e+ = ai* Or 

pails) (302) 498.4467 London WIR SAG 


e-mail: econ-del@ 





CONDUCT BUSINESS IN INDIA. 
WITHOUT BUMPING 
INTO THE LOCAL TRAFFIC. 


The Taj Group has over 50 properties across India. Ideal 
for both business and leisure travel. All Taj city hotels are 
conveniently located in or around the business districts. With 
internet connectivity in all rooms, luxurious suites, round 
the clock business facilities and restaurants best described as 
legendary. Select hotels even offer Taj Club / Executive Floor 
benefits like complimentary breakfast, cocktail hour and 
airport limousine transfers. To ensure you arrive in good shape. 


OFFSHORE 
PAX-FRE E 


Companies world-wide 






COM,-@xp.com 









Formation and administration of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 

U.K. - LONDON 
LAVECO Ltd. [ ] 
Tel.: +44-207-556-0900 
Fax: +44-207-556-0910 
E-mail: london@laveco.com [ ] 


HUNGARY 

Tel.: +36-1-217-96-81 [J 
Fax: +36-1-217-44-14 

E-mail: hungary@ laveco.com 


Company QE) Express 















OFFSHORE 
COMPANIES 


* Ready made companies 
* Full corporate administration 
* Trade services (L/C, shipping) 

































MUMBAI (BOMBAY) 
The Taj Mahal Hotel * 







Superior Room (Sel) US$ 160 
Taj President 
Standard Room (Sgl) US$ 115 







NEW DELHI 
The Taj Mahal Hotel * 






Superior Room (Sgl) US$ 150 
Taj Palace Hotel * 
Superior Room (Sgl) US$ 130 







BANGALORE 
The Taj West End, * 










Superior Room (Sel) US$ 130 

Taj Residency, Bangalore 

Standard Room (Sgl) US$ 90 
CHENNAI (MADRAS) 

Taj Coromandel * 

Superior Room (Sgl) US$ 120 

Taj Connemara 

Standard Room (Sgl) US$ 85 







CALCUTTA 






Taj Bengal * 


Superior Room (Sgl) US$ 120 






* Members of The Leading Hotels of the World 






FOR RESERVATIONS ask for ‘Taj Summer Bonanza’ at 
www.tajhotels.com or The Taj Reservation Network, India. 
Fax: (91-22) 287 2719, Email: trn@tajhotels.com ga 
© Taj toll free reservation lines: UK: (0800) 282 699, 

France: (0800) 908 338, Germany: (0800) 1852 615. 
© Your local travel agent / planner (access code T) 
on the GDS.) © Call Utell or The Leading Hotels 
of the World reservation offices. 









Hotels Resorts 
and Palaces 






services & company brochure 


NACS LTD 
Room 1108, Albion Plaza, 2-6 
Granville Road, T.S.T., Kowloon, 
Hong Kong 
E-mail:nacs@nacs.com.hk 
Tel: (852) 2724 1223 
Fax: (852) 2722 4373 










inn : , , ROMANIA 
Banking/Accounting services TeL: +40-92-326-329 
SPECIAL RATES * China business development Fax: +40-1-313-7177 r] 
E-mail: ia@ laveco.c 
PER NIGHT TILL 30°" SEPTEMBER 2001 SEIViKeS | cramer 
(ALL RATES INCLUDE DREARE AS?) Contact Stella Ho for immediate CYPRUS [J 


Tel.: +357-4-636-919 
Fax: +357-4-636-920 
E-mail; cyprus@laveco.com 





www.laveco.com 


Manage your own 
broker account ! 
stock. laveco.com 






DEAL BAGS DOUBLE AS LAPTOP BAGS 


Milled black, textured walnut, milled walnut, or natural leather 
17x12x5,17x12x7" $750. 
Free catalog. Toll free 800.234.1075. 


(GLASER DESIGNS f% 


TRAVEL Goops MAKERS 





32 OTIS ST. SAN FRANCISCO, CA 94103 PHONE 415.552.3188 
FAX 415.431.3999 ECON@GLASERDESIGNS.COM 
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o OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


šor OFFSHORE & UK COMPANIES @ the best prices contact us toda 


naa re LONDON: For immediate, friendly advice, please contact: 

sit our f ne Recomm ende d interactive websi ) 90-100 Svdnev St. Chelsea 8 INA: NRA N ORY EEES Y -EN EEEE P EET Y E T ee pe - 
LICENSED CO. N h’ or a FREE ren ye FR EF de ails and much eas go >) iiit age Air hy i Helen Harper LL. B (Hons), hea Law, AO! Janson Lotery B.Sc (Hons) 

& TRUST MANAGEMENT PIN A SOLE -mail: helen@sctgroup.c E-mail: janson@sctgroup. cor 
t musr manacement MM) Aww scfgroup.com/ec/ / ARERI Ea Charles Baker M.A (Hons) 


E-mail: chares@sctoroup.ci 























OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS, INSURANCE COMPANIES 


Ship & Yacht Registrations, Bank A/c's, US Public Shells for Sale for Reverse Mergers to “Go Public” in the US 
Fully-Comprehensive Packages - ALL OFFSHORE JURISDICTIONS - Tax Planning Schemes 
Innovative and cost-effective solutions to PROTECT your ASSETS and MINIMISE your TAXES 
Best Prices Available Worldwide - Special Offers 
http://www.global-money.com, http://www.flagsofconvenience.com 

gmc @global-money.com Faxes: +1-416-3525168, +3120-5241407 
GLOBAL MONEY CONSULTANTS S.A. - FLAGS OF CONVENIENCE S.A. 


Establishegd in 1985 











Eo" euusiiiiai D NEN ALPACAS 
TCS à Direct from Chile 
www. {© com orrswone Q)IEIEEEE Wholesale Prices 


—_—— Top Quality Only 


a ò a PROTECTING ASSETS « SAPEGAUBOING WEALTH Email Geoff Scott gscott @ roc Ci 
The offshore professionals since 1977 www.offshore4business.com or Fax: +562 - 2187283 


www.abqalpacas.com 














AND TRUSTS EXPERTLY FORMED AND ADM] 


COMPANIES NISTERED 


LONDON,UK IRELAND USA & CANADA 
Peyman Zia, Director Eilish Murphy Jerry Bakerjian BBA, Director 
INTERNATIONAL COMPANY INTERNATIONAL COMPANY INTERNATIONAL COMPANY 

SERVICES (UR) LTD, SERVICES (IRELAND) LTD. SERVICES (USA) INC. 


Tel: +44 20 7493 4244 Tel: +353 1 661 8490 Tel: +1 954 943 1498 FROM THE WORLDS No 1 PROVIDER 


Fax: +44 20 7491 0605 Fax: +353 1 661 8493 Fax: +1 954 943 1499 
Email: uk@ICSL.com Email: irl@1CSL.com Email: usa@ICSL.com aces LONDON - Richard Cook 


P rvi 
www, ICSL.com is a registered business name of International Company Services Limited ration se 3 1 Tel; +44 20 7317 0600 
1 Fax: +44 20 7317 0610 


LUXEMBOURG - Eveline Karls 





Tel; +352 224 286 
Fax: +352 224 287 


Since 1987 The Sovereign Group have been i FINLAND - Till Sahigren usc (eon 
ESSE T ie? i i , Tel: +358 9 6969 2569 

assisting individuals and companies to achieve SOVERE saini , Fax: +358 9 6969 2565 

savings in tax. We provide a full range of onshore ——— inee dmi HUNGARY - Laszlo Kiss exc deus 


and offshore services designed to save tax for _ VISIT OUR WEBSITE ent i Gai Tol: +36 1 351 9959 
SovereignGroup.com € and a Fax: +36 1 351 9958 


f CYPRUS 

be pleased to show you how our services , Anastasia Yiannakou wes 
: Tel: +357 2 673 211 

Fax: +357 2 673 463 


MADEIRA - 0 Fiske De Gouveia 


FOR OUR 110 PAGE COLOUR BROCHURE Bae, San srh os 700 
‘ E 4 


= 
business & personal § | “°° ee See 2 
PALL MAJOR“ 
— CREDIT CARDS nos 
tax solutions § WS “aT ee 
Aono ti Fax: +65 535 3991 


Grosvenor Court, i ` HONG KONG 

isle of Man, IMS 1JA, Gre: Raymond Chol msa 
HONG KONG ISLE of MAN UNITED KINGDOM U.S.A gy k Tei: +852 2522 0172 
Stuart Stobie Paul Brennock Simon Denton William H. Byrnes TEL: +44 1624 815544 Fax: +852 2521 1190 
wi +852 2542 1177 te +44 1624 699000 wi +44 (020 7478 7070 tet +1 (305) 474 2468 FAX: +44 1624 817080 


fax +852 2545 0550 Fas +44 1624 699801 Fas +44 (0)20 7439 4436 Faa +1 (305) 474 2469 =a. ` 26 Offices Worldwide 
hk@SovereignGroup.com lom@SovereignGroup.com uk@SovereignGroup.com usa@SovereignGroup.com E-mail: economist@ocra.com 


1509002 94 Certificated + A member of the Estate and General Group established in 1935 


you and/or your company. Call us and we will 


can save you money and maximise the 
value of your assets. @ 
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112 Economic and financial indicators 


Overview 


America is fretting about the return of stag- 
flation, as consumer-price inflation jumped 
even as the economy continued to flag. Con- 
sumer prices rose by 0.5% in May, faster than 
expected. This pushed up inflation to 3.6%, 
from 3.3% in the year to April; excluding 
food and energy, the rate was 2.5%. Mean- 
while, industrial output fellin May forthe 
eighth successive month, dropping to a level 
2.8% lower than a year earlier. 


The euro area also looked increasingly sickly. 
Consumer-price inflation in the year to May 
jumped to an eight-year high of 3.4%. The 
increase from 2.9% in April was bigger than 
the markets had expected. However, indus- 
trial production dropped in April by 0.5%, 
cutting the annual rate of growth to just 
1.6%, the slowest for almost two years. 
These figures increase the risk of an indus- 
trial recession—two successive quarters of 
declining output—in the euro area. 


The euro area's growth difficulties remain 
worst in Germany. The country’s economics 
minister gave warning that the economy 
might not grow at allin the second quarter. 
The Kiel-based Institute of World Economics 
cut its forecast for this year to 1.3%, consid- 
erably lower than the German government's 
projection of 2%. 


Britain is once again a two-speed economy. 
Domestic demand is bubbling away even as 
exporters wilt from the strong pound and the 
slowdown in world trade. Consumers have 
been ona shopping spree: retail sales rose by 
6.4% in the year to May. But exports fellin 
value by 1.6% in April. The trade gap in 
goods and services swelled to £5.6 billion in 
the three months to April, the highest since 
the third quarter of 1989. 


The Japanese stockmarket fell by 1.2%. Sen- 
timent about the economic outlook, already 
gloomy, was further depressed when the 
Bank of Japan downgraded its assessment of 
the economy. 


Commodities 

The global slowdown is taking the sparkle out 
of diamonds. De Beers, which controls two- 
thirds of the world’s trade in uncut stones, 
says that sales of rough diamonds have so far 
been worth $2.6 billion this year—a quarter 
lower than in the first half of 2000. The de- 
cline in sales was strongly influenced by 
America, which accounts for nearly half of 
world demand for diamond jewellery. 


Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 


% change at annual rate 

































































The Economist poll Industrial Retail sales Unemployment 
GOP GDP forecasts production (volume) % rate 

1 qtr 1 year 2001 2002 1 year 1 year latest year ago 

Australia +43 FAL OF O21. +39 +31 06° +30 Qi 6.9 May 6.5 

Austria ] +17 +26 04 + 2.1 + 2.4 - 5.0 Mar? = —- 1.1 Feb 3.7 Apr 3.7 
Belgium | 418 +¢24 013. £425 i +2.6 - 4.1 Apr = +52 Mar 10.0 May* 10.1- 
Britain +17 +26 Q +22 +27 -08 Apr +64 May 5.0 Ap 57 — 
Canada +25 +26 mt +22 +31 +0.7 Mar +30 Mar  7.0May 66 

Denmark +4.9 +11 Q4 +41, 8 + 2.2 + 1.7 Apr + 0.2 Apr 5.4 Apr 5.3 

France + 2.0 42.7 01 +24 8 8+25  +£1.9 Ap -0.3 Apr 8.7 Apr 9.9 

Germany _ +15 +16 Q1 + 1.6 + 2.3 +10 Apr -07 Apr 9.3 May 9.6 
Italy $28 +24 2 421 £23 + 2.6 Ap -0.2 Mar 9.9 Jan 11.2 — 
Japan 0.8 -01 Gr +05 +13 -42 Apr +01 Ap  48Ap 48 

Netherlands +02 +20 Q1 +2.6 + 2.9 + 0.2 Apr =- 3.1 Feb 1.9 May 2.8 
Spain +41 £33.01 #¢28 + 3.0 + 0.2 Apr na 13.1 Apr 14.4 
Sweden +24 +23 Q1 +2.4 + 2.9 + 6.2 Mar +2.3 Apr 3.5 May* 4.1 
Switzerland +7.4 +25 Qi +19 + 2,1 +5.0 Q’ + 2.2 Mar 1.7 May* 1.9- 
United States +13 +25 Q1 +16 +29 - 2.8 May +2.5 Apr 4.4 May 41 

Euro area #2.0 +25 Q1 +22 +2.5 +1.6 Ap + 1.6 Mar 8.3 Apr 9.0 














*Not seasonally adjusted. tNew series. #Feb-Apr: claimant count rate 3.2% in May. SMar-May 


Prices and wages 
% change at annual rate 


The Economist poll 





















































Consumer prices* consumer prices forecast Producer prices” Wages/earnings 

lyear yearago 2001 2002 lyear yearago lyear yearago 
Australia +60 Qi +28 +36 +2.3 +52 M +56 +56 M + 2.9 
Austria } + 3.4 May +18 + 1.9 + 1.4 + 3.1 May + 2.7 + 2.6 Ap + 2.0 
Belgium +31 May +22 +21 +18 +47 Ap +75 +19 M +33 
Britain + 2.1 May +3.1 + 2.0 + 2.3 +0.6 May +25 +52 Apr +5 cg 
Canada e329 Ne KLS £2 #23 +2.7 Ap +57 +13 Mar + 3.0 
Denmark + 2.7 May = + 3,3 + 2.3 + 2.2 +2.9 May + 6.4 +38 046 + 41 
France + 2.3 May +15- + 1.5 + 1.5 + 2.9 Apr +35 +50 @% + 34 
Germany _ +3.5 May + 1.4 + 2.3 +15 +40 May #49 +17 Mr + 21 
Italy +3.0 May +25 +25 +139 +4.3 Ap + 5.4 + 2.6 Apr? + 2.1 
Japan -0.4 Apr -0.8 - 0.4 - 0.3 + 0.9 “May - 0.6 + 0.2 Apr + 2.2 
Netherlands + 4. 9 May +24 +40 +23 #56 Apr + 7.3 + 3.3 Apr + 3.4 
Spain +4, 2 May + DE $33 +26 + 2.8 Ap + 5.7 +2.2 04 + 2.4 
Sweden + 3.0 May + 1.4 + 1.9 + 1,7 + 3.3 Apr + 3.3 + 2.1 Mar’ + 3.4 
Switzerland +18 May + 1.6 +12 8 8+1.2 + 0.4 May + 3.0 + 1.32000 + 0.3 
United States +3.6 May +32 +29 +24 +38 May +37 +43 May + 3.6 
Euro area + 3.4 May + 1.9 + 2.3 + 1.7 +4.1 Apr +47 +2.4 04 + 2.3 





*Not seasonally adjusted. 


I Income by educational attainment 
Education pays off handsomely in higher earnings across the rich world. In some coun- 
tries, prime-age workers who failed to complete their education at secondary schools 
earn little more than half as much as those who did finish it. In turn, those who went on to 
attain a diploma or a degree earn substantially more than those who did not go into 
higher education atall. 


Relative earnings of workers aged 30 to 44 years old with: Mm below upper MM tertiary 
Upper secondary education =100 secondary education education 
200 


MAALIIN: 


MONS Py ys ay 7 Ming Meg Meas hay 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (Jun 20th 2001) _  wehangeon 
% change onyearago  3-mth money market 2-year 10-year gov'tbonds corporate Jun 12th Jun 19th pe 8 
narrow broad latest rago gov't bonds latest year ago bonds Dollar index = 
Australia +13.5 + 7.0 Ap 4.96 6.27 5.10 5.82 6.19 7.39 All items 69.7 69.5 3.2 6.0 
Britain +77 + 7.9 Apr 5.16 6.06 5.42 5.14 5.12 6.63 Food 678 67.9 ry 3 67 
Canada +11.4 +48 Apr 4.22 5.56 4,70 5.71 5.85 7.15 indui : : : ~ 
Denmark +15 - 3.5 Apr 5.05 5.09 4.78 5.24 5.53 7.18 All 12.3 1.7 6.6 5.2 
Japan +7.0 + 2.9 May 0.01 0.03 0.02 1.17 1.65 1.334 Nfa 7 y = 7 0. 3 7 a 0. i 
Sweden + 5.8 ~ 0.3 Apr 4.30 3.96 4.93 5.34 5.06 5.70 - s : : 
Switzerland -1.2 +22 May 3.24 3.45 3.99 3.34 3.96 4.03 Metals 72.9 72.4 58 91 
United States + 1.0 +10.9 May 3.61 6.71 3.95 5,20 6.01 7.08  Sterting index 
Euroareat +41.8 +52 Apr 4.45 4.69 4.24 4.93 5.04 5,62 Allitems 79.8 78.2 1.3 +10 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds.+ New series. Benchmarks: US 30-year Euro index 
5,66%, Japan No.231 1.20%. Central bank rates: US fed funds 4.00%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. All items 108.0 106.6 2i +47 
Sources: Commerzbank, Danske Bank, J.P, Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, Yen index 
Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. All items 90.5 90.8 3.0 +9.4 
Gold 
Stockmarkets $ per oz 269.60 274.45 3.0 4.2 
Market indices West Texas Intermediate 
% change on $ per barrel 29.52 27.32 7.1 17.5 
FR. ee one record Dec 31st 2000 * Provisional. Non-food agriculturals. 
Jun 20th high low week high inlocal  in$ 
currency _ terms 
Australia (All Ordinaries) 3,348.4 3,370.7 3,094.3 + 0.7 - 0.7 +61 - 1.0 


Austria (ATX) 1,232.2 1,244.9 1,052.2 - 1.0 -29.1 +148 + 4.2 
2,841.6 3,030.4 2,591.6 - 0.5 -22.8 - 60 -14.7 











Britain (FTSE 100) 5,699.6 6,334.5 5,314.8 - 2.1 -17.8 - 8.4 -14.4 
Canada (Toronto Composite) 7,675.7 9,348.4 7,415.5 =- 4.2 -32.6 -14.1 -15.7 
Denmark (Copenhagen SE) 905.9** 1,002.1 818.3 - 0.3 -12.8 - 0.1 -92 
France (SBF 250) 3,317.4 3,820.2 3,107.9 - 3.5 -24.4 -12.0 -20.2 


5,170.5 5,998.5 4,824.8 - 3.4 -25.3 -12.8 -20.8 



















Germany (Xetra DAX) 5,876.0 6,795.1 5,388.0 - 3:9 -21.1 - 8.7 -17.1 
I 1,609.5 1,948.4 1,609.5 - 5.1 -26.2 -16.0 -23.8 
Ja 12,674.6 14,529.4 11,819.7 - 1.2 -67.4 - 8.1 -148 













(Topix) 1,257.1 1,441.0 1,162.0 - 1.2 -56.4 -21 <=-9.3 
Netherlands (AEX) 552.0 642.3 518.3 - 43 -21.3 -13.4 -21.4 
Spain (Madrid SE) 870.7 963.9 818.6 - 47 -24,0 - 1.1 -10.3 
Sweden (Affarsvariden Gen) 228.4 292.7 217.2 - 49 -42.9 -17.6 -27.5 


Switzerland (Swiss Market) 7,218.3 8,135.4 6,574.0 - 3.4 -14.2 -11.3 -19.6 
United States (DJIA 10,647.3 11,337.9 9,389.5 - 2.1 - 9.2 -13 = 13 


1,223.1 1,373.7. 1,103.3 =- 1.5 -19.9 - 74 -74 
















































Nasdaq Comp) 2,031.2 2,859.2 1,638.8 - 43 -59.8 -17.8 -17.8 

1,380.4 1,545.5 1,279.0 - 3.0 -19.0 -10.0 -18.3 

Euro area (FTSE Ebloc 100) * 1,222.4 1,404.1 1,143.9 - 39 -21.2 -12.2 -20.3 
World 1,081.7 1,249.2 1,014.6 - 2.0 -25.3 na -11.4 






427.3 447.8 425.0 nil - 7.1 na - 3.8 


*In euro terms. 'Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
tSalomon Smith Barney World Government Bond Index, total return, in dollar terms. **June 14th. 














Trade, exchange rates and budgets 

Trade balance*, $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted per per per per balance 

months latest 12 mths % of GDP, forecast Jun 20th year ago $ £ euro ¥100 % of GDP 

2001 2002 Jun 20th yeara 20014 
Australia - 2.6 Apr - 12.9 Q1 - 24 - 2.5 73.7 78.0 1.93 1.66 2.69 1.64 1.56 0.1 
Austria - 5.5 Mar - 4.2 Mar - 2.5 - 24 99.8 100.1 16.2 14.5 22.5 13.8 13.1 -0.6 
+ 12.5 Apr + 11.6 Dec +41 + 43 98.2 99.0 47.4 42.6 66.1 40.3 38.4 0.7 
Britain - 44.2 Apr -245 % -20 -21 106.4 104.2 0.72 0.67 - 0.61 0.58 1.2 
Canada + 40.4 Màr +222 M +15 + 1.1 79.0 80.3 1.53 1.47 2.14 1.30 1.24 2.6 
Denmark + 6.1 Apr + 3.9 Apr +14 + 1.5 101.0 100.8 8.75 7.88 122. #45 - T19 2.9 
France + 0.5 Apr + 21.3 Apr + 1.8 +18 100.7 101.8 7.70 6.93 10.7 6.56 6.24 -0.5 
Germany + 54.4 Apr — 21.3 Apr - 1.2 - 0.9 97.5 98.5 2.30 2.07 3.20 1.96 1.86 -1.7 


nil 71.9 72.6 2,273 2,047 3,171 





1,936 1,843 -1.3 









Japan + 98.9 Apr +106.4 Ap +22 +22 139.2 155.4 123 106 172 105 - -6.3 
Netherlands + 16.5 Mar +160 01 +37 +38 97.0 97.9 259 2,33 3.61 220 2.10 1.3 
Spain - 39.1 Mar =167 War  -29 -26 73.6 74.2 195 176 272 166 158 nil 
Sweden + 11.0 Mar + 5.5 Ap +22 +22 75.6 85.2 10.72 872 15.0 9.13 8.69 3.6 
Switzerland - 0.1 May aot A HS MiA 107.1 106.2 179 1.64 250 152 145 na 
United States -454.6 Mar -434.9 04 -42 -40 121.0 109.2 - - 140 085 0.81 2.1 
Euro area - 6.8 Apr -32.6 Mar -03 -0.2 76.7 79.8 1.17 t DA - 095 -0.6 


"Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990=100, Bank of England. OECD estimate. 


aaa Emerging-market indicators 


Overview 


Domingo Cavallo, Argentina’s economy min- 
ister, has introduced what amounts to a dual 
exchange rate. The currency board remains 
in place, but by offering exporters a subsidy 
and importers a tariff, the peso has in effect 
been devalued by around 7%. The measure 
was applauded at home, but nervous foreign 
investors were less impressed, pushing up 
yields on Argentina’s debt. Share prices 
closed 5.9% down over the week. 


Thailand's Gop growth slowed to 1.8% inthe 
year to the first quarter, its slowest for two 
years. Poland’s industrial production fell by 
1.0% in year to May. India’s rose by 2.7% in 
the year to April. 


Share prices in Moscow jumped to a new high 
for the year, after a management shake-up at 
Gazprom. The market has gained 53% since 
the start of 2001. Jakarta rose by 3.7% after 
relations between the government and the 
IMF improved. 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves” 
production prices balance account $bn, latest 
China +81 M +10.2 May + 1.7 May +21.1 May +20.5 2000 178.0 Feb 
Hong Kong +2.5 Qi -0.2 0% — 1.4 Apr -11.9 Ap +88 0% 114.7 May 
India +57 B + 2.7 Apr + 2.3 Apr -5.7 Apr -54 Q 39.9 Apr 
Indonesia +40 +45 04 +10.8 May +26.1 Ap +55 03 22.1 Apr 
Malaysia +3.2 i -0.3 Apr + 1.6 May +15.6 Apr +84 04 26.8 Mar 
Philippines +25 a - 2.0 Mar + 6.5 May + 6.7 Ap +95 Feb 12.8 Mar 
Singapore +45 a1 ~ 0.8 Ap + 2.0 Apr +49 May +218 a 77.6 Mar 
South Korea +37 a + 5.7 Apr + 5.4 May +14.9 May +14.0 Apr 93.4 May 
Taiwan +11 @ -5.9 Apr - 0.2 May +11.4 May +12.0 i 110.6 Mar 
Thailand +18 Q + 0.7 Apr + 2.8 May + 3.1 Apr + 6.9 Apr 31.5 Apr 
ntina -2.1 M + 8.6 Apr + 0.2 May + 1.6 Apr -9.4 04 20.5 Apr 
Brazil +3.8 a1 + 6.1 Apr +7.7 May +34.7 Apr -26.6 Apr 34.1 Mar 
Chile +33 a + 3.1 Apr + 3.7 May + 1.5 Apr -14 1 14.3 Apr 
Colombia +18 a + 4.0 Apr +7.9 May +0.6 Mar -01 04 9.7 Apr 
Mexico +19 ai -3.2 Apr + 7.0 May -9.5 Ap -178 m 40.3 Apr 
Peru - 0.9 Apr - 6.3 Mar + 2.6 May -0.4 Ap -17 06 8.2 Mar 
Venezuela +3.5 M na +12.6 May +17.5 No +12.5 a1 11.5 Apr 
Egypt + 6.5 2000! + 9.4 2000f + 2.4 Mar -10.4 04 -0.8 Mm 12.9 Feb 
Israel +18 Qi - 1.0 Mar + 0.7 May -7.5 Ma -07 Q3 22.2 May 
South Africa +27 ai + 7.3 Apr + 6.4 May + 3.7 Apr -0.5 Q 6.1 Apr 
Tu +83 04 -10.5 Apr +52.4 May -26.3 Mar -8.1 Mar 18.5 Apr 
Czech Republic +3.9 04 +11.4 Apr + 5.0 May -3.6 Ap -27 M 12.6 May 
Hungary +44 Qi + 9.4 Apr +10.8 May -2.3 Apr - 1.7 Apr 11.3 Apr 
Poland +2.4 04 =- 1.0 May + 6.9 May -10.0 Apr - 8.8 Apr 27.1 Mar 
Russia +68 04 + 5.2 Apr +25.0 May +60.5 Apr 445.9 a1 25.9 Mar 





* Excluding gold, except Singapore; IMF definition, tYear ending June. 





Financial markets 

Currency units Interest rates  Stockmarkets % change on 

per $ per£ short-term Jun 20th Dec 31st 2000 

Jun 20th yearago Jun 20th % p.a. one in local in $ 
week currency terms 

China 8.28 8.28 11.5 na 2,256.5 -3.5 +2.9 +2.9 
Hong Kong 7.80 7.79 10.9 3.68 12,918.7 -4.5 -14.4 -14.4 
India 47.0 44.7 65.5 7.37 3,406.1 -2.7 -14.3 -14.8 
Indonesia 11,290 8,670 15,752 16.77 432.3 +3.7 +3.8 -11.0 
Ma a 3.80 3.80 5.30 3.30 586.1 -2.1 -13.8 -13.8 
Philippines 52.3 42.8 72.9 10.81 1,449.5 -0.9 -3.0 -7.2 
Singapore 1.82 1.73 2.54 2.25 1,684.8 -0.7 -12.6 -16.7 
South Korea 1,304 1,119 1,819 5.60 595.7 -3.0 +18.1 +14.5 
Taiwan 34.4 30.8 48.1 4.10 5,029.6 -3.5 +6.0 +1.8 
Thailand 45.3 39.2 63.1 4.00 318.5 -2.0 +18.3 +13.4 


Argentina 1.00 1.00 1.39 10.44 419.6 -5,9 +0.6 +0.5 


Brazil 2.48 1.81 3.46 16.65 14,571.2 -5.8 -6.6 -26.6 
Chile 623 533 869 3.43** 5,384.4 -1.3 +10.6 +1.8 





Colombia 2,305 2,137 3,215 12.64 873.6 nil +22.6 +18.9 
Mexico 9.08 9.87 12.7 8.91 6,455.2 -5.1 +14.2 +20.8 
Peru 3.52 3.49 4.9 9.56 1,350.3 -2.2 +11.7 +12.0 
Venezuela 718 680 1,001 11.67 7,329.8 -1.8 +7.9 +5.2 
E 3.87 3.47 5.41 9.07 6,074.4 -3.4 -20.7 -20.4 
Israel 4.15 4.11 5.79 4.99 400.0 -2.6 -19.1 -21.2 
South Africa 8.10 6.93 11.3 9.63 9,169.1 -1.0 +10.1 +2.9 
1,268,500 618,690 1,769,811 10,822.4 -4.1 +14.7 
Hungary 289 275 404 10.91 6,671.3 -1.2 -15.0 -17.1 
Poland 3.99 4.40 5.57 17.01 13,920.5 -4.3 -22.0 -19,3 
Russia 29.1 28.2 40.7 25.00 219.41 +4.4 +55.8 +53.1 
EMF (mon 1.00 1.00 1.40 na 319.3 -3.5 na -4,3 
EMBI+ 1.00 1.00 1.40 na 214.7 -1.4 na +6.3 


**Inflation adjusted. tin dollar terms. tEmerging Markets Free. §3.P, Morgan Chase's Emerging Markets Bond Index Plus. 
Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 


J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 





d 
’ 


IF you want to see multiple asset classes, multiple providers and global 
research based on asset ows — all on a single trading network — you might 


want to look at things from our perspective. More choices. More insight. š obal'ink 
Greater flexibility. Not to mention the ability to make smarter decisions. 
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Source: sap.com 
That’s why SAP customers 
choose Oracle over IBM 10 to 1. 


Interesting. 


ORACLE 


SOFTWARE POWERS THE INTERNET ™ 





oracle.com 







- 


> 
: 




















. Z 


f 


UUEYA:; 
£ a. > 
` 
ay ; Y 
7 | ye? 


26 
a ee 
' € | Fiji i US$4.50 Korea Won 5,2 New Zealand........ NZ$9.00 Sehuants -tno i 
, 5 Hong Kong... HKS45 Macau HK$ Pakistana- cit R100 Tai iadi JOTON 
i 5 India Rs95 Malaysia..... RM10 Papua New Guine 0 Thailand. ...0s..... 
7 1 4 8 6 026 74 = s a K > Indonesia Rp20,000 Mongolia USS4.5 AUTO Tonga o? 





Scan 


=~ 
= 


) lapan ¥920( 4 t4 Y876) Nepal NRi40T Singadöre... $59 50 (inc 6SM Vietnam. 


BRG: 


=- = 





To build a network of excellence, 
speak with someone 
whos already logged on. 


Relationships—they give you access to information and people 








critical to success. Opportunities unfold when clients call on Goldman 
Sachs. By tapping into our global network, clients leverage insight, 
professional experience and executional expertise. So wherever your 


company may be in the business life cycle, talk with Goldman Sachs. Goldman 
odcns 


www.gs.com 


Issued by Goldman Sachs International, requiated by the Securities and Futures Authority. ©Goldman Sache & Ca 2NA1 All rinhte recérvuart 





The world this week 


The Economist Juni 





The 
June 30th 2001 


F 
LES 





Trouble in the Balkans 





Boris Trajkovski, Macedonia’s 
president, said his country 
was on the brink of civil war, 
after fellow Slav Macedonians 
rioted in protest against the 
evacuation of armed ethnic- 
Albanian rebels from a village 
near the capital, Skopje, under 
escort by NATO troops. 


Colin Powell, the American 
secretary of state, flew to 
Egypt, then to Israel after 
meeting Ariel Sharon, the Is- 
raeli prime minister, in Wash- 
ington, DC. He hoped to help 
strengthen the ceasefire and 
bring both sides back to talks. 
Since the ceasefire was ap- 
proved on June 13th, eight Pal- 
estinians and six Israelis have 
been killed. 
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America’s Federal Reserve 
cut interest rates by a quarter 
point to 3.75% in a further at- 
tempt to boost the flagging 
economy. The National Bu- 
reau of Economic Research 
said that it was possible that 
the country was already in re- 
cession. But America’s con- 
sumers seemed less gloomy 
about the future: consumer 


confidence rose for the second 
consecutive month. 


Yugoslavia’s constitutional 
court suspended a decree that 
would let its former president, 
Slobodan Milosevic, be ex- 
tradited to face charges at the 
UN’s war-crimes tribunal in 
The Hague. Yugoslavia hoped 
the decree would open wal- 
lets at an aid meeting in Brus- 
sels on June 29th. 


World leaders, gathered in 
New York to discuss AIDS, 
heard that it had killed 22m 
people. Western countries 
bowed to Islamic objections 
and dropped from the closing 
resolution all references to es- 
pecially vulnerable groups of 
people, such as homosexuals, 
drug-takers and prostitutes. 


Keep the change? 





Magistrates said they wanted 
to question France’s president, 
Jacques Chirac, as well as his 
wife and daughter, over cash 
payments for trips made 
when he was mayor of Paris. 


Albania’s Socialist Party, led 
by Ilir Meta, won a general 
election, but there will be run- 
off contests for many seats. 


Turkey's Constitutional Court 
banned the Islamist opposi- 
tion party, Virtue, on the 
ground that it had flouted the 
country’s secular order. 


Silvio Berlusconi, Italy’s prime 
minister, said he would re- 
solve conflicts of interest be- 
tween his public duties and 


private business without sell- 
ing any part of his holding 
company, Fininvest. Sepa- 
rately, Mr Berlusconi was ac- 
quitted in one of five cases of 
financial misdoing still in pro- 
cess. 


Russia said its troops had 
killed Arbi Baraev, a rebel 
commander in Chechnya. 


Romania repealed a law ban- 
ning homosexual acts. 


West African disputes 

A plan for the disputed terri- 
tory of Western Sahara, pro- 
posed by a UN special envoy, 
James Baker, and backed by 
the secretary-general, Kofi An- 
nan, would make it an auton- 
omous region of Morocco for 
the next four years. Rejecting 


the idea, the Polisario Front in- 


dependence movement ac- 
cused the UN of taking 
Morocco’s side. 


The killing of a traditional 
ruler of the Azara people of 
central Nigeria sparked off 
fighting between them and 
the neighbouring Tivs. Tens, 
possibly hundreds, were 
killed and some 70,000 peo- 
ple, mainly Tivs, were forced 
to leave their homes. 


A spy returns 





Vladimiro Montesinos, Peru’s 
former spy chief, was arrested 
in Venezuela and deported to 
Lima to face charges of arms- 
and drug-dealing, embezzle- 
ment, directing death-squads 
and money-laundering. Mr 


Montesinos was the éminence 
grise behind President Alberto 
Fujimori, who was forced to 
resign last year. 


An earthquake hit the cities of 
Arequipa and Moquegua in 
southern Peru, killing more 
than 100 people and making 
over 46,000 homeless. 


Seven soldiers and 14 separat- 
ist guerrillas died in gun bat- 
tles in Indian-administered 
Kashmir, casting a shadow 
over a summit between Pak- 
istan and India planned to 
start on July 14th. 


The American way 

The United States Supreme 
Court upheld strict limits on 
the amount of money politi- 
cal parties may spend on cam- 
paigns promoting congres- 
sional candidates. It rejected a 
claim that the restrictions in- 
fringed free speech and sug- 
gested that high spending 
could lead to corruption. 





The New York State Assembly 
approved a law banning the 
use of handheld mobile tele- 
phones while driving. Motor- 
ists could be fined $100 if 
caught chatting on their mo- 
biles, although drivers making 
emergency calls will be ex- 
empt from the new legislation. 


The United States decided not 
to oppose China's bid to hold 
the 2008 Olympic Games. 
Some members of Congress 
had demanded a more robust 
attitude given China’s woeful 
record on human rights. 


>> 


4 The world this week 


> Popular choice 





The popularity of Japan's new 
prime minister, Junichiro Koi- 
zumi, appeared to be con- 
firmed when his Liberal 
Democratic Party increased its 
share of the vote in Tokyo’s 
municipal elections. 


Soldiers opened fire on a 
group protesting against IMF 
reforms, killing three people in 
Port Moresby, the capital of 
Papua New Guinea. Objec- 
tors to the reforms fear job 
losses if state-run enterprises 
are privatised. 


Indonesian naval forces recap- 
tured the Selayang, a Singapor- 
ean oil tanker seized by 
pirates off Borneo. About a 
third of the 68 attacks on ships 
reported around the world in 
the first three months of this 
year took place in Indonesian 
waters. 


Money markets 

Merrill Lynch, America’s larg- 
est stockbroker, became the 
latest victim of Wall Street's 
waning fortunes. It warned 
that profits would be down by 
50% in the latest quarter, com- 
pared with a year earlier, and 
admitted it had shed 3,300 
staff so far this year, 5% of the 
total workforce. Merrill 
Lynch's reliance on equity 
trading has made it particu- 
larly vulnerable to the falling 
stockmarket. 


The Washington, DC, appeals 
court issued its ruling in the 
Microsoft case. The court re- 
jected the proposal by Judge 
Thomas Penfield Jackson to 
break Microsoft in two. It also 
criticised the judge for his “ap- 
pearance of partiality”. But the 
court accepted the finding that 
Microsoft was a monopoly, 
and has sent the case to a new 
judge to find a fresh remedy. 
See also The Global Agenda 
on Www.economist.com. 


Japan's Financial Services 
Agency is toughening up its fi- 
nancial-market regulation. It 
banned Goldman Sachs from 
the covered-warrant market 
for two weeks, after Goldman 
had posted an erroneous 
price. The FSA also barred 
France’s Société Générale from 
equity broking for three days. 


Gold fingered 





Barrick Gold, a Canadian 
mining company, offered 
shares worth some $2.3 billion 
to buy Homestake Mining, 
an American rival. The com- 
bined outfit would be the 
world’s second-largest gold 
producer, but the deal is likely 
to raise Barrick’s production 
costs in a slow-moving gold 
market. 


In a last-minute bid to win 
European Union approval for 
its takeover of Honeywell, 
GE offered to sell a stake in its 
aircraft-financing arm. But the 
EU’s deadline looms: it has to 
approve or block the deal by 
July 12th. 


KPN, a debt-laden Dutch tele- 
coms company, said that it 
was no longer considering a 
rights issue; speculation that 
new equity would be offered 
had driven its share price 
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down too far. Rumours circu- 
lated that KPN would opt in- 
stead to look for a merger 
partner, possibly Belgacom, 
Belgium's state-controlled tele- 
coms company. 


Ryanair, a low-cost European 
airline, maintained its lofty al- 
titude. Pre-tax profits for the 
year to March exceeded the 
expectations of even the most 
optimistic of analysts, rising 
37% to €123m ($112m). Ryanair 
has cut costs and boosted mar- 
gins through increasing In- 
ternet bookings, even as fuel 
prices have risen. 


The Bush administration had 
been expected to show a more 
relaxed attitude to antitrust 
than its predecessor. But it is 
to appeal against a judge's de- 
cision that American Airlines 
had not used predatory tactics 
to exclude low-cost airlines 
from its Dallas-Fort Worth 
hub. President George Bush 
also said he would intervene 
to block a strike by cabin staff 
at the airline. 


All systems go 

Compaq, until recently the 
world’s biggest pc maker, re- 
acted to a drop-off in com- 
puter hardware sales by 
announcing a shift to software 
provision and services, and a 
round of cost-cutting mea- 
sures. Compaq hopes to in- 
crease its share of revenue 
from software from a fifth to a 
third over the next four years. 


Sony plans to become one of 
the world’s top-ten chip mak- 
ers over the next four years. 
In-house sales are assured; 
chips are increasingly com- 
monplace in the electronic de- 
vices the Japanese company 
produces. Demand elsewhere 
seems less certain. 


Misys, a British software com- 
pany, said it would buy Sun- 
quest, an American 
healthcare-software firm, for 
$404m. Misys will add Sun- 
quest’s services to those of 
Medic Computer Systems, a 
complementary American 
medical-software outfit. 


Other economic data and news 
can be found on pages 96-98 
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Welcome to the world of i-mode. 
imagine instant access to tens of thousands of sites with the press 
of a button on your compact cellular phone. This is exactly what 
NTT DoCoMo — Japan's leading mobile communications operator 
"I A O with over 36 million subscribers — 

| x provides 23 million i-mode users 
in Japan. By popular demand, 
NTT DoCoMo is now striving to 
bring everyone, everywhere the 
same opportunity. 

imoders can take 
advantage of specialized 
services that range 


nil jl 


from e-mail, online 

Sweet ew eee | Shopping and 
-modes meteorit nse continues unabated By ticket reservations 
the end of April, the service had attracted over 

23 million Japanese subscribers to news updates, 
database access, entertainment and banking trans- 
actions. These services are attracting people of all 
ages, and being utilized by government, business and 
social organizations. 

Users also appreciate i-mode'’s reasonable fees, 
which encourage longer, more relaxed browsing and more 
frequent visits: over 90% of i-mode subscribers access an 
average of 11 sites per day. 

Extremely user-friendly, i-mode is a proven formula for 
practical wireless services that could bring a new level of 
freedom to people around the globe. 








A solid foundation for continuous growth. 
Wide-ranging services and reasonable fees attract new 
i-mode subscribers by the tens of thousands every day. 
The key to i-mode's success, however, lies in the 
practicality of its underlying technology. 

i-mode is empowered by an advanced packet 
transmission system that handles 
data communications with reliability and speed. 
This system allows fees to be charged by volume of 
data received, rather than time spent online. 

in addition, i-mode content is based on a subset 
j of HTML, making conversion from Internet content a 
remarkably simple process. This advantage in tandem with i-mode’s 
huge user base encourages more and more companies to create 
dynamic new content, which in turn attracts more and more users. 





Business is reaching for i-mode. 

Many companies throughout Japan have adopted i-mode as a tool 
for raising business productivity. American Family Life Assurance 
Company (AFLAC), for example, makes extensive use of i-mode in its 
daily dealings with prospective clients. 





For a borderless world. 














At homes, offices or wherever they meet, agents can quickly 
retrieve the latest information on wide-ranging insurance policies 
from a company database and show it to clients on their handset 
screens. This fast, efficient approach to providing information has 
reduced the daily workload and increased customer satisfaction. 

American Family Life Assurance Company (AFLAC) has been so 
impressed with the advantages of its wireless Web solution, that it 
plans to implement the system in 80% of its 9,000 agencies within 
the year. 


Powerful support for Java and e-commerce. 
In cooperation with Sun Microsystems, NTT DoCoMo 
launched a Java-based i-mode service this January that 
allows downloading of applets and other advanced 
content that can be utilized at anytime without 
reconnecting. 

Users can download games for network gameplay 
or maps to assist them in reaching their destination. 
They can quickly display charts of daily stock price 
fluctuations or use agent applications to receive 

automatic updates on stock g im 
charts, weather, traffic or meeting 
room availability. 

The Secure Sockets Layer protocol 
(40-bit and 128-bit) adds a high level of 
security for transmission of company 
data and personal information such as 
credit card numbers. These benefits 
are expected to fuel a dramatic surge — ODL direct SFG Secunties inc 
in i-mode based e-commerce. randy DIGN 
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En route to a borderless world. 

i-mode has the potential to bring everyone, 
everywhere the freedom and convenience of 
borderless mobile multimedia communications. One 
major landmark en route to this dream was the May 

30th debut of FOMA as an introductory phase — NTT DoCoMo’s first 

step in a rollout of wide-ranging IMT-2000 broadband services — 

which brings the power of 3G to 4,500 individual and corporate users 

who met necessary criteria in the Tokyo area. 

Through technological innovation and strategic international 
alliances, NTT DoCoMo is well on the way to spreading i-mode 
around the world. Sooner than you ever thought possible, the door 
of opportunity could be opening for you. 
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mode is the name used in Japan for NTT DoCoMo’s mobile internet service 
FOMA (Freedom Of Mobile multimedia Access) is the name used in Japan for NTT DoCoMo W-CDMA services 


NTT DoCoMo, Inc. 
www .nttdocomo.com 
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E-strategy brief 

In the last of our seven 
e-strategy briefs we look at 
how Enron’s Internet effort 
has reinforced, but not 
transformed, its existing 
business, pages 71-72. The 
greatest impact of the net 
looks like being found in old 
firms, not new ones: leader, 
page 10 





Books and arts 

Artificial intelligence 

As Steven Spielberg's latest 
blockbuster, “AI”, goes on 
general release we review it, 
but also ask: can intelligence 
and consciousness be 
explored properly on film, or 
even in books? Pages 77-79 





The world economy 

Alan Greenspan has again cut 
America’s interest rates, page 
32. But why haven't his five 
previous cuts this year 
revived his country’s 
economy? page 70. Gloom 
over Germany, page 45. But 
the euro is undershooting: 
leader, page 11 
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As China changes 


The Communist Party must change withit, or perish 


HE party of Mao Zedong 

seems destined, as the old 
Chinese curse has it, to live in 
interesting times. Born out of 
occupation and civil war, like its 
comrade parties that once ruled 
from Warsaw to Vladivostok, 
the Chinese Communist Party 
has broushi down some curses of its own too: the famine of 
Mao's Great Leap Forward, the violence of the Cultural Revo- 
lution, the enduring repression of the laogai, China’s gulag. Yet 
over the past 20 years or more, for all its obvious faults, the 
world’s biggest Communist Party has also conspired to in- 
crease the GNP of the world’s most populous country more 
than seven-fold, lifting many millions of Chinese out of pov- 
erty. Now, on its 80th birthday, after more than 50 years in 
power, China’s party faces an economic and political chal- 
lenge as heroic as, and far more complex than, any that has 
gone before (see page 21). As China opens up more widely to 
the outside world and its development picks up speed, will 
the Communists be able to hang on? 

By one measure, they are already clinging to power on bor- 
rowed time. Just about everywhere else, bar Vietnam, North 
Korea and Cuba, Marx’s irresistible force, the toiling classes, 
has collided with Lenin’s immovable object, the communist 
party, and won. In China that collision has been avoided be- 
cause of the party’s economic success; it ditched Marx and 
Mao long ago. But its very success has changed China in ways 
that make it harder to reassert party control. And from here the 
economic—and thus the political—going gets a lot harder. 





Competitive winds 
When China joins the World Trade Organisation, probably 
later this year, even its better-run companies will start to feel 
the chill wind of greater foreign competition. Many weaker 
ones will be blown to the wall. The state will find it has fewer 
direct controls over the economy just when it is struggling to 
cope with rising urban unemployment, increasing rural un- 
rest and the task of inventing a rational tax regime and pen- 
sion system for a modern, working economy, while also con- 
structing a social safety-net for those tossed out of work. 
These days, of course, China’s leaders debate these issues, 
rather than scrap to the death over them. The economy, mean- 
while, is growing at a healthy-seeming 7-8% a year. At its cen- 
tre, the party may have lost many of its old powers of coercion 
and patronage, but the army and the security forces retain 
their party-dictated punch—witness the thousands of suppor- 
ters of the Falun Gong sect who have been incarcerated over 
the past two years. A party card, though no longer the all-pur- 
pose pass to power it once was, is still a useful insurance pol- 
icy. And the party of Mao’s workers and peasants is at least 
trying to show it can befriend China’s new entrepreneurs too. 
Can it all last? The crackdown on the Falun Gong was 
prompted not by its goofy ideas, but out of fear of the non- 
party space it occupies, and should be seen more as a measure 
of the party’s rising alarm than as a yardstick of its success. 


Economic growth—properly productive, not imaginatively in- 
vented—needs to average about 6% a year just to keep up with 
the numbers of new job-seekers. Meanwhile resentment sim- 
mers at factory closures and at the glaring corruption of some 
party officials. To many Chinese, rural or urban, taxation has 
long meant the arbitrary confiscation of their hard-earned 
wages and profits. Plans to rationalise the official tax take have 
thus had to be put on hold: China’s central government re- 
ceives a paltry 13.6% of GDP in taxes, nowhere near enough for 
the reforms of education, pensions and welfare it plans. 


From Mao to modernity 

What is the party to do? Its leaders know they cannot delay 
difficult reforms indefinitely, but they are fearful of a popular 
backlash. Part of the answer is to break the reform-blocking 
power of local and provincial party barons. In order to wrest 
control of lending from the provincial bank branches, which 
saw their job as propping up their local failing state enter- 
prises, the banking system was recently reorganised on re- 
gional lines that cut across China’s provincial boundaries, re- 
duced the protectionist powers of their party cliques and 
returned control of monetary policy to the centre. Something 
similar could be tried for the new welfare system or in the de- 
volution of power necessary for future political reform. 

More than that, though, China’s Communists need a new 
compact with the people. Some argue that the party should 
change its name to the Socialist Party, allow other parties to of- 
fer a bit more real competition, and simply have done with the 
old Leninist notion of monopolising power. The trouble is that 
most top Communists are at heart not so much socialists as 
conservatives: they want to hold on to the powers they have. 

An alternative would be to extend experiments in local de- 
mocracy, which in recent years have allowed people to elect 
their own village representatives, to township level and be- 
yond. Some party thinkers recognise the need for new chan- 
nels to air frustrations—better representation in return for tax- 
ation—if the discontentis not to explode into violence, as it has 
done recently in some areas. But party leaders have again got 
cold feet, seeking instead to reimpose limits on what village 
representatives can decide or do. 

Indeed, onits owna bit more democracy, though welcome, 
would not guarantee an end to the corruption that is under- 
mining China’s reforms and eating away at party authority. 
For that China also needs stronger civil institutions, from local 
citizens’ groups and other bodies, to courts that are more inde- 
pendent and can hold even the Communist Party accountable 
for its follies. Such changes look improbable. 

China’s Communists face a choice: to loosen their political 
grip deliberately in the name of reform, or see their authority 
increasingly challenged, as others have done before them, by 
the workers, peasants and now entrepreneurs on whom pros- 
perity depends. The party’s hold on power is not guaranteed. 
Indeed, whether by design or by accident—-some sudden 
flare-up of social unrest, an economic upset in the wider 
world to which China is opening up, a confrontation over Tai- 
wan-—its grip seems set to become ever more fragile. m 
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The greatest impact of the Internet looks like being found in old firms, not new ones 


HE spectacular bursting of 

the Internet bubble has led 
some to question the very im- 
portance of the net. Eighteen 
months ago, it was said that this 
was the greatest change since 
the Industrial Revolution two 
centuries ago, and thus that it 
would have a greater effect on productivity and management 
than did electricity and the telephone in the first quarter of the 
20th century. Executives queued up to attend e-business con- 
ferences in order to learn how to bring the magic of the web to 
their companies, and speakers vied to produce the best sound- 
bites. “E-business or out of business” was one of the favour- 
ites. And now? “Delete or, insert and” would seem the right 
adjustment to that slogan. 

Not so fast. Just as the hype in 1999 and early 2000 was 
hugely exaggerated, so is the gloom of today, with its increas- 
ingly common, peremptory dismissal of the Internet. The les- 
son of the boom and bust is that the Internet and associated 
new technologies do not magically bring eternal and rapid 
productivity growth. Nor was the sheer weight of venture cap- 
ital and equity investment sufficient to change the behaviour 
of customers overnight, either in retail (“B2c” in the ghastly 
shorthand) or in wholesale (B2B) markets. People change 
rather more slowly than computers and telecoms might like 
them to; and they are less good at dreaming up new business 
models than venture capitalists might wish them to be. 

But the lesson does not stop there. Where e-business has 
had a genuine and sometimes powerful effect is in the trans- 
formation of established companies. Even as the headlines 
have blared about the bust of first B2c and then B2B firms, 
these older giants have been quietly taking to new technology 
and the Internet with a new purpose. 





Cut costs, demolish barriers 

Over the past few weeks, we have been running a series of e- 
strategy briefs or case-studies that have examined how several 
large, older companies have responded. The spread has been 
broad: from America (GE and, this week, Enron—see page 71) to 
Japan (Seven-Eleven), from manufacturing (Valeo) to financial 
services (Merrill Lynch), from emerging markets (Cemex) to 
rich ones (Siemens). Lessons from these companies’ use of the 
net have been equally varied: squeezing suppliers at GE, 
knowledge-sharing across a big conglomerate at Siemens, go- 
ing international at Cemex, responding to an outside threat at 
Merrill Lynch, building your own electronic network at Seven- 
Eleven, reaching a wider group of customers at Valeo and ex- 
ploiting the net’s trading power at Enron. 

Yet there are also some common threads that can be picked 
out from the experience of these companies. The most imme- 
diately important—and relevant, in these increasingly strin- 
gent economic times—is the huge scope for cost-cutting that 
the Internet offers. GE now does more business on its own 
private online marketplace than do all the public B2B ex- 
changes put together. Siemens hopes to cut its annual costs in 


the medium term by 3-5%. The room for more is evident. One 
estimate suggests that, for routine office purchases, e-procure- 
ment costs only a tenth as much per order as does physical pro- 
curement. Low-cost airlines such as Ryanair have chopped 
their costs hugely by using the Internet to cut out travel agents 
and dispense with ticketing. And many companies have 
barely scratched the surface. A survey earlier this year by the 
National Association of Manufacturers found that only one- 
third of American manufacturers were using the Internet to 
sell or to procure products or services. 

Asecond pointis that, contrary to one of its early myths, the 
Internet does not seem to offer huge “first-mover” advantages. 
Most of the companies that we have studied took to the In- 
ternet relatively late and with some caution. Yet they do not 
seem to have suffered; indeed they may have gained from be- 
ing able to avoid both the mistakes and the huge spending of 
the pioneers. The sad fate of many “pure-play” Internet retail- 
ers confirms that established companies seem able to catch up 
relatively easily: and it also suggests that the Internet may be 
lowering not raising barriers to entry. The contrast between 
this week’s news that Britain’s biggest supermarket chain, 
Tesco, is selling its e-buying system to America’s Safeway and 
the troubles of the most ambitious and best-capitalised online 
grocery chain, Webvan (see page 60), is telling. 

Third is the more intensified competition that the Internet 
is everywhere bringing. GE's Jack Welch famously took to the 
Internet after seeing his family do the Christmas shopping on- 
line in 1999; he then coined the address “destroyyourbusi- 
ness.com” as a graphic instruction to his divisions to embrace 
the Internet or risk being eaten up by competitors. That may 
have reflected some of the hype of the time, but there can be 
no doubt that in the coming months the pressure on costs, 
margins and prices will be intense in many markets. Valeo and 
Cemex illustrate well the effect of being able to extend a com- 
pany’s competitive reach globally thanks to the Internet, 
spreading their costs over a widening market. 


The winning consumer 

Does all this mean that business will, after all, be the main 
beneficiary of both the Internet and new technology more 
broadly? Maybe not. For although there seems to be plenty of 
scope for cost-cutting and even for productivity improve- 
ments, neither may end up feeding through into greater pro- 
fits. Rather, greater competition, more transparency and lower 
barriers to entry suggest that the biggest beneficiaries may ulti- 
mately be consumers. 

In this, as in so many other ways, the Internet may indeed 
resemble such earlier revolutions as electricity, the car and the 
telephone. It took companies some time to work out how best 
to use these new technologies; when they did so, the transfor- 
mation of work habits and business structures was profound, 
especially in old companies; but the biggest winners were 
surely consumers, whose standard of living was hugely in- 
creased. That remains the promise that new technology and 
the Internet hold out today. It is a promise that it is well worth 
striving to deliver. m 





Child murderers 
Unoriginal sin 


A notorious British murder case exposes mixed-up ideas about children and evil 


AST week Britain’s parole 
board approved the release 
on licence of two of the coun- 
try’s most hated murderers. Un- 
like most killers, their notoriety 
lies not so much in the scale or 
brutality of their crime, but in 
à their age when they committed 
it: ten. The frenzy that their offence, and now release, have 
aroused is symptomatic of a contradictory attitude to children 
and their crimes, which confuses people and policies. 

In 1993, Jon Venables and Robert Thompson tortured and 
killed James Bulger, who was two. Circumstances have con- 
spired to maintain the exceptional profile of the case. The ac- 
tivism of the murdered child’s parents has raised questions 
about the rights of victims. Rulings from the European Court 
of Human Rights on the judicial treatment of juveniles have 
sharpened anxieties about the independence of British jus- 
tice, both from Europe and from British politicians. Before 
these subsidiary controversies, though, the immortality of the 
case had been secured by an iconic image, captured by a secu- 
rity camera: a very small boy is led by the hand from a shop- 
ping mall by a larger one—to his death. 

The murder of children by strangers, though rare, always 
and understandably provokes passions. Yet the distinguishing 
feature of this crime was not the youth of the victim, but that 
of the perpetrators. Britain’s tabloids seem to believe that as 
well as being exotically rare, murder by a child is uniquely 
wicked. So many people are so revolted by this crime that the 
perpetrators have had to be protected by a special injunction 
and given new identities, a privilege usually reserved for su- 
pergrasses in danger from criminal gangs. And it isn’t only the 





mob: senior politicians have talked about “unparalleled evil”. 
It is not disrespectful to say that this belief is strange. 

At least in the West, children experience a vast array of in- 
dulgences and deprivations that adults do not. They are not 
trusted to drink alcohol, cross busy roads by themselves or 
vote. They are generally permitted to be noisier, dirtier and la- 
zier than are grown-ups. In England, the justice system is rela- 
tively hard on them: the age of criminal responsibility—ten, 
just old enough to catch Mr Thompson and Mr Venables—is 
low compared with most European countries. The country is 
also unusual in Europe in trying some children in adult courts, 
as sometimes happens in America. But the general rule of spe- 
cial treatment still holds, since the sentences and care received 
by child-criminals are kinder than is the case with adults. 

All of which implies that society regards children as educa- 
ble but needing protection, including from themselves, be- 
cause of their inferior powers of reasoning. Rationally, it 
ought to be much less disturbing for a ten-year-old to commit 
murder than for an adult. So why the especial and protracted 
outcry over the Bulger case? 

Because there is a contradiction in the way adults think of 
children. While adults understand that children are not fully 
responsible for themselves, they also cling to the idea of child- 
hood innocence. Children are expected to be better, as well as 
worse, than adults. If a child could so violate the adult ideal of 
infant innocence as to murder another child, the thinking 
goes, he must be preternaturally and irredeemably evil. 

This fuzzy thinking rejects the possibility of rehabilitation, 
which, especially for the very young, is one of the penal sys- 
tem’s main functions. It also ignores and excuses the failings of 
the various adults whose job it is to try to prevent such egre- 
gious behaviour in the first place. = 





European economies 


Euro trouble, dollar bubble 


Investors are being too gloomy about Europe’s economy and its currency 


eee 66 AFTER irrational exuber- 

RNE P ance, a rude awakening: 
new-wave and old-style enter- 
prises alike are suffering from 
stunted growth,” proclaims 
Time magazine. A comment on 
how America’s economic boom 
has turned to bust? Far from it: 
the article is about how Europe’s economies are in big trouble. 
Recent weeks have seen a spate of such stories. At the start of 
the year, as the American economy sputtered, European poli- 
ticians were crowing about their region’s strength and pros- 
pects, so one cannot blame Americans for jumping so quickly 
on news of Europe’s slowdown. But Europe’s economic out- 
look remains less bad than America’s; and itis certainly not so 





dire as to justify the current weakness of the euro. 

That said, European policymakers do seem to have been 
too complacent. Business confidence has plunged in Ger- 
many; some economists fret that the economy is on the brink 
of recession. In the rest of the euro area, growth has slowed 
more than expected. This has triggered renewed talk of euro- 
sclerosis. Foreign investors expect returns to remain higher in 
America than in Europe—so they keep buying dollars. 

Yet if the economies of the euro area are in trouble, Amer- 
ica’s situation looks far worse. Industrial production in the 
euro zone is still 1.6% higher than a year ago; America’s has 
fallen by 2.8%. Europe may, however, be less immune to a 
downturn in America than many had thought: one reason 
why Germany’s economy has stumbled is that it is more ex- 
posed to America, through trade and foreign direct invest- »» 
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> ment, than are other countries in the euro zone. 

Germany cannot blame all its woes on America’s down- 
turn, though, since most are clearly home-grown. Gerhard 
Schréder’s government has increased the burden of labour- 
market regulations. Small firms face tighter restrictions on fir- 
ing workers; rules on the employment of part-time workers 
and those on fixed-term contracts have been made stricter; 
and the role of workers’ councils in the management of com- 
panies has been expanded. This has cramped the growth of 
jobs and incomes. It is, even so, wrong to see German troubles 
as proof that the euro area is returning to its sclerotic ways. 
Even in Germany recent tax reforms promise to boost future 
growth, and many other euro countries have made their la- 
bour markets more flexible. This is the main reason why em- 
ployment in France has risen almost twice as fast as in Ger- 
many over the past three years. In the euro area as a whole, 
GDP growth has held up more strongly than in Germany. 


Better landing in Europe 
The likelihood of slower growth than in America for years to 
come remains the main reason offered to explain why inves- 
tors prefer the dollar to the euro. But canny investors should 
not write off the euro area in this way, for unlike the United 
States the euro economies are free of the economic imbal- 
ances, such as debt and overinvestment, that risk turning 
America’s slowdown into a nasty recession. 

America’s superior performance in recent years has also 


been exaggerated. Over the past five years (including forecasts 
for 2001), America’s growth has averaged almost 4%, com- 
pared with only 2.7% in the euro area. But taking GDP per head, 
a better measure of comparative performance in raising living 
standards, the gap narrows: 3% annual growth in America, 
against 2.6% in the euro area. Some economists reckon that 
America’s growth may be further overstated, compared with 
Europe’s, thanks to differing statistical methods. If so, growth 
rates in GDP per head in America and in the euro area may not 
have been that different after all. Similarly, for all the talk 
about America’s productivity miracle, productivity growth in 
manufacturing has been almost as fast over the past decade in 
the euro area as it has in America. 

Looking ahead, productivity growth is likely to slow in 
America as investment in information technology (1T) slows 
down. In contrast, there is huge potential for Europe to boost 
its productivity by copying America’s 1T successes and by 
learning from its mistakes. To the extent that America’s pro- 
ductivity gains come from investing in IT, there is no reason 
why other economies cannot reap similar gains—if (a big if) 
governments continue to make their markets more flexible so 
as to make possible the necessary shift of resources. 

If the gap between America and Europe narrows, this 
should surely favour the euro. So why has the dollar risen to a 
15-year high in trade-weighted terms, despite the sharp deteri- 
oration in its economy? The obvious conclusion is that the dol- 
lar is overshooting—and is heading for a fall. m 





Ex-Yugoslavia 
War in Macedonia? 


The good news from Serbia should strengthen the West’s resolve to hold Macedonia back 


HESE are confusing times in 

ex-Yugoslavia. On the one 
hand, justice seems at last to be 
catching up with Slobodan Mil- 
osevic, Serbia’s disgraced des- 
pot, who may well soon find 
himself in The Hague to face 
war-crimes charges. The ensu- 
ing trial will, with luck, make everyone in the Balkans, includ- 
ing ordinary Serbs, face up to the horrors perpetrated in four 
dreadful wars. On the other hand, it is plain that these horrors 
are not at an end. Indeed, the spectre of more ethnic slaughter 
looms ever larger in Macedonia. Outsiders may well wonder 
whether it is worth persevering with their efforts to bring 
peace and prosperity to the benighted Balkans when, despite 
their best efforts, so many people there seem determined to 
kill each other. This, however, is not the time to give up. 

The West can certainly not be accused of standing by in 
Macedonia. Yet its efforts to mediate between the country’s 
majority Slavs and their ethnic-Albanian compatriots remain 
far from success. The ethnic-Albanian rebels look stronger 
than ever, and the Slavs—to judge by the fury of the mob that 
rampaged through Skopje this week—are in a mood of hatred 
nastily reminiscent of earlier Balkan bloodbaths. 

How can this be, when the man presented as the principal 
source of evil in the Balkans—Mr Milosevic—has at last been 
neutralised? The sad fact is that, although Mr Milosevic can 





claim to have reintroduced to south-eastern Europe the poli- 
tics of hatred, backed up by ruthless force, he had no monop- 
oly on its practice. And his departure from the scene, welcome 
as itis, willin certain ways make the business of peace-making 
more complicated, though not less necessary. 

To put it cynically, the western world’s intervention in the 
Balkans was at its most successful when it mustered local co- 
alitions to fight Mr Milosevic, and then drove home its advan- 
tage by making hard-nosed deals with the Serb despot. In 
1994, for example, the United States persuaded Bosnia’s 
Croats and Muslims to stop fighting each other and prepare for 
war against the Serbs—which was duly waged the following 
year and reduced the Serb-controlled portion of Bosnia to an 
“acceptable” size. This formed the basis of a peace deal. 

In 1999, during NATO’s air war against Serbia, the alliance 
readily engaged in tactical co-operation with the Kosovo Liber- 
ation Army. Because Mr Milosevic was so dreadful, western 
officials feltno compunction about fostering coalitions against 
him. And they could overlook the misdeeds of his enemies, 
such as the brutality of the Croats who stormed through Serb- 
held territory in 1995, or the KLA’s links with the drug trade. 


Inept, not inevitable 

But in Macedonia now—inconveniently enough—there is no 
side that is self-evidently demonic or heroic. The Slavs can 
claim to be waging a legitimate war to defend a state in which 
various ethnic groups have rubbed along reasonably peace- »» 
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> fully. But they have discredited their cause by beating and tor- 
turing Albanian civilians and, last week, by mounting a furi- 
ous offensive at a time when delicate peace talks were under 
way. As for the rebels, they have done what most anti-state 
guerrillas hope to do: they have acquired a degree of popular 
support as a result of their foes’ heavy-handedness. 

Western governments are in a bind—caught between an 
armed Albanian movement, whose cousins in Kosovo they 
have been cultivating, and a Macedonian government that 
wants friendship with the West. All the West can do is use the 
tools at its disposal to knock heads together. These include 
well-calibrated economic aid, and NATO help with demilitar- 
isation and the enforcement of ceasefire lines—to which 
should be added the threat that government and rebels alike 
will get no assistance at all if they act irresponsibly. 


So far, the outsiders’ efforts have failed to produce an ideal 
outcome—a new regime for multi-ethnic coexistence in Mac- 
edonia—but they have at least managed to stave off the worst: 
Macedonia has not, as yet, suffered any horrible massacres. As 
any politician knows, it is easier to justify intervention after 
atrocities have been perpetrated than before. But if the worst 
can be avoided in Macedonia, then the court of history will 
deliver a kinder verdict on the hard-pressed peace-brokers 
now at work there than it will on any party, local or external, 
which bore responsibility for the Balkans during the 1990s. 

After ten years of bloodshed, dither and well-intentioned 
but belated action, the West must do all it can to prevent Mac- 
edonia going the way of so many other parts of ex-Yugoslavia. 
Then, a decade or two hence, when tempers have calmed, a 
peaceful redrawing of borders can perhaps be attempted. m 





Turkey 


Virtue banned, repression triumphant 


Turkey seems determined to make it harder for Europe to embrace it 


HE decision by Turkey's 
highest court to ban the 
country’s third-largest political 
party on the ground that its Is- 
lamic flavour flouts the secular 
constitution is yet another in- 
= stance of Turkey’s judges and 
“me"—- generals failing to realise that 
tolerance rather than repression should be their nation's route 
to harmony and prosperity. In the short run, the ruling is likely 
to weaken the government, already feeble, and perhaps also 
the economy, even more listless (see page 49). It certainly re- 
duces Turkey’s already dimming hopes of joining the Euro- 
pean Union at all soon. All the same, neither Turkey’s reform- 
ers nor its western friends should give up trying to reverse the 
trend. Despite the recent setbacks, the cause is not hopeless. 

The latest omens, however, are undeniably inauspicious. 
Since last autumn, Turkey’s economic and political course has 
been one of wobble, crash and wobble. Last November the 
IMF stepped in to prevent a banking crisis, but in February a 
row between the prime minister and the president over cor- 
ruption produced another unforeseen lurch. The value of the 
Turkish lira fell by nearly half against the dollar, a bevy of 
banks went under, and only a much bigger intervention by the 
Fund prevented wholesale meltdown. 

On the human-rights front, a string of new horrors has blot- 
ted a record that had been improving, albeit patchily. In De- 
cember a police operation to quell a prison revolt left 32 people 
dead. New cases of torture committed by policemen have 
been exposed, with the culprits rarely being brought to book. 
And now, once again, the impression is gaining strength 
abroad that Turkish politics remains in thrall to the whims of 
reactionary generals who still exercise far too much influence 
in a nominally democratic country, and who still think they 
should suppress the opinions of those, even in parliament, 
who promote views they disagree with. One suchis, for exam- 
ple, the suggestion that women should be allowed to wear 
headscarves in state institutions, as some Muslims wish. 

Even where Turkey has most to offer the West, namely as a 





valued member of NATO, things are askew. An EU plan fora 
rapid-reaction force that would be able on occasion to use 
NATO assets without other members’ involvement has rattled 
the Turks, since it raises the prospect of their being cut out of 
decisions that affect their interests. In addition, several EU 
countries, and not just Turkey’s old rival Greece, blame the 
Turks for failing to nudge their cousins in Cyprus into co-op- 
erating with the Ev in its efforts to find a settlement to let 
Greeks and Turks live together on their now divided island: 
without such a deal, Greece has threatened to block the Eu’s 
effort to take in new members from ex-communist Europe. 
And without an understanding with Turkey over the EU’s 
rapid-reaction force, NATO itself could be undermined. 

Still, hope for Turkish reform springs eternal. More and 
more Turks accept that political and economic liberalism is the 
way to success. Turkey’s courageous president, Ahmet Necdet 
Sezer, battles gamely against corruption and for human rights. 
A newish economy minister, Kemal Dervis, is trying to do the 
right things. And though the country’s many disaffected Kurds 
still seek wider rights, for instance to be educated (at least pri- 
vately) in their own language, a truce in their south-eastern re- 
gion where civil strife long raged is more or less holding. 


The risks of tolerance, the certainties of suppression 
Moreover, handling Islamists—whether in Turkey or else- 
where-is not easy. It is not certain, for one thing, that all the Is- 
lamist politicians whose party has been banned would re- 
spect Turkey’s pluralist traditions if they came to power. The 
evidence, however, suggests they are a mild bunch by the stan- 
dards of the region, and suppressing them will surely not de- 
stroy their movement or make their adherents less extreme. 
Turkey’s constitution, whose core dates back to the ardent 
secularism of Kemal Ataturk trying in the 1920s to wrench the 
country out of habits ingrained under the Ottoman sultans, is 
itself a problem: plainly its limits to freedom of expression go 
against the liberal ethos of clubs such as the Ev. In an ideal 
world it would be changed. At the least, the country’s judges 
and generals should interpret it elastically. Otherwise, Turkey 
will sink into a sulk that can only harm Europe—and itself. = 





Helping the poor _ 














SIR - Helping nations by pro- 
- viding capital remains central 
: to our mandate at the Com- 
monwealth Development 
Corporation (“Two fingers to 
the poor”, June 16th). The case 
for bringing international 
management skills, technol- 
ogy and capital to promising 
companies in poorer countries 
is compelling. Reliable energy 
supplies, efficient communica- 
-= > tion systems, accessible health 
~ — care and successful transport 
-~ -© are key prerequisites for any 
~~ country that wants to leave 
- “least developed” status. 
_ These are big areas for invest- 
ment by the coc. 

You focus on Africa. So do 
we. Over the last year we have 
committed $20m to the 
- health-care sector in southern 
_ Africa, mainly directed to- 

_ wards extending affordable 

_ care. We have invested $35m 
in mining, with $20m of that 
sum going to Zambia’s copper 
belt. The cpc has invested in 
independent power supplies, 
most recently spending $18m 
in Kenya. We also provide 

_ equity to local banks in Africa 
_ that understand the local 
economy and are better posi- 
_ tioned to allocate funds. 
Whether aid or this type of 
development will do more in 
the long run for the world’s 
poor is open to debate. Our 
commitment to progress 
through private-equity invest- 
ment is unequivocal. We do 
not point fingers at Africa’s 
poor but instead point our 
capital (and that of other in- 
vestors who will follow us) to 
make a difference there. 

SIMON CAIRNS 

Chairman 

CDC 

London 


SIR ~ It is ironic that a ministry 
=. devoted to poverty alleviation 
-=> should have set conditions on 

_ the cpc that led it to turn its 

= back on the agricultural sector 

_ because such investments do 
not yield high enough returns 
to attract the private-equity 
fund investors that the CDC is 
now required to bring in as 
majority owners. The loser is 

- agricultural modernisation in 
poor countries where the cpc 





has an unrivalled record of 
promoting smallholder de- 
velopment as well as large- 
scale operations, often linked 
together. There is no one to 
take its place in this area. 
Before it is too late, the gov- 
ernment should call a halt to 
the privatisation and rededi- 
cate the CDC to its core mis- 
sion of assisting small, poor 
countries to achieve better use 
of their resources, especially 
modernisation of their rural 
sectors. If Claire Short, Brit- 
ain’s secretary of state for in- 
ternational development, is 
unprepared to find any room 
for the cpc in the enlarged 
aid budget it only remains for 
the chancellor of the exche- 
quer to remove the theological 
ban that prevents the CDC, as 
a public corporation, from 
raising debt in the market. 
SIR MICHAEL MCWILLIAM 
London 


The first Americans 


SIR ~ Your article on Tiger 
Woods (Lexington, June 16th) 
displays a singularly ignorant 
and revisionist view of the 
plight of Native Americans. 
No fair-minded person would 
deny that blacks have suffered 
a tragic and “awful history”, 
but itis reasonably safe and 
sane to regard the enslave- 
ment and subsequent segrega- 
tion of blacks as less 
harrowing than the state- 
sponsored genocide inflicted 
upon our native peoples. 
Estimates of the number of 
indigenous people living in 
America before the arrival of 
Europeans are as high as 10m. 
By the end of the great plains 
wars in the 1890s our num- 
bers were reduced to 250,000. 
The systematic elimination of 
a race through conventional 
and biological warfare, mass 
murder, hybridisation and dis- 
possession of land continues 
to cast a very dark shadow 
over the prospects for Native 
Americans. African-Ameri- 
cans on the other hand have 
been “allowed” to journey 
much further from their subju- 
gated roots and are well repre- 
sented in all aspects of the 
mainstream American govern- 
ment, culture and economy. 


Where is our Colin Powell, 
Oprah Winfrey or Eddie Mur- 
phy? Where is our Tiger 
Woods? 

JASMINE CLOUD 

Seneca Nation of Indians 

New York 


SIR - It is not true that “people 
of colour are well represented 
in every big American sport— 
except golf”. Ice hockey has an 
extremely low proportion of 
African-American partici- 
pants; over 95% of National 
Hockey League players are 
Caucasian. The usual explana- 
tion is that hockey is an ex- 
pensive sport to play and 
stage. The costs of equipment 
and arenas are exorbitant 
compared with basketball and 
baseball. Owing to the socio- 
economic disparities between 
blacks and whites in North 
America, the number of black 
NHL players is low, and is 
likely to remain so. 

ALBERT KIM 

Beaconsfield, Canada 


Iran opens up 


SIR ~ You are right to highlight 
the positive changes in Iran 
under President Muhammad 
Khatami’s first term, not least 
Iran’s reintegration into the 
world (“Make haste slowly”, 
June 16th). A key aspect of this 
change is Iran’s increasing in- 
teraction with the inter- 
national economic system. 
Since the start of the year, Iran 
has awarded contracts or 
gained loans from interna- 
tional institutions worth at 
least $6.8 billion. European 
and Asian companies are the 
main beneficiaries. Mr Kha- 
tami’s conservative opponents 
have done little to resist such 
investment, even though 
much is in the strategic oil and 
gas industries. This reflects a 
growing realisation in Iran 
that the country’s prosperity | 
depends on building bridges 


_ with the international busi- 


ness community. Iran hopes 
to strengthen such ties with 
wTO membership and in July 
it will formally apply to join 
the organisation. 

There are signs that the 
Bush administration is re- 
thinking America’s policy to- 





wards Iran. The attitude to the 
WTO application could pro- 
vide the first tangible evidence 
of a softer stance. George Bush 
is under pressure from key 
supporters to allow American 
companies to get a piece of the 
action, 

MICHAEL BARRON 

Glasgow 


No from the Irish 


SIR ~ As an Irish voter I would 
like to explain why I voted no 
in the recent Nice treaty ref- 
erendum (“Ahem, Ahern, a 
horlicks”, June 16th). I have no 
objections to losing three 
euro-MPs; it would mean 
three fewer greedy Irish politi- 
cians on the gravy train. Nor 
have I any objections to 
greater powers for EU institu- 
tions; it would provide less 
opportunity for corruption in 
Irish ones. And as for enlarge- 
ment, I have no objections to 
the farming cake being spread 
around as this would princi- 
pally affect corrupt Irish farm- 
ers who have never 
contributed to the public ser- 
vices they extract from the tax- 
payer. 

I voted no as a protest at 
unfettered, uncontrollable and 
unpunishable corruption by 
Irish politicians at both local 
and national level. No other 
reason. 

BERNARD NEARY 
Dublin 


Greasy-spoon v silver-spoon 


SIR ~ Itis not right to compare 
bad service in a restaurant 
with that at “any greasy- 
spoon in Barnsley, circa 1972” 
(“In cod we trust”, June 9th). 
Has your columnist ever vis- 
ited Barnsley? If sneering ref- 
erences are needed in future, 
you might make use of Brigh- 
ton, Basingstoke or Basildon 
instead. 


S.PARKIN 
Rotherham, South Yorkshire w 





<- The Economist June 30th 2001 _ 





The IMF's 
INDEPENDENT EVALUATION C 





is seeking: 
Economist/Senior Economist/Advisor 


The IMF invites applicants for the positions of 
Economist, Senior Economist, and Advisor in the 
newly established Independent Evaluation Office 
(EVO). The Executive Board has established EVO to 
support the Executive Board's institutional oversight 
responsibilities, to strengthen the Fund's credibility 
and promote improvements in the work of the Fund 
through learning from past experience. EVO will be 
independent of Fund management and staff, and 


3 _ will operate at arm's length from the Fund's 
Ẹ Executive Board. 


- Qualifications: 


The selected candidates will contribute to the imple- 
mentation of EVO’s work program, including their 

own research and contributions to papers and reports 
prepared by others in the Office. The selected candi- 
dates, who may come from any of the Fund’s member 
countries, must have work experience in the manage- 
ment and/or evaluation of economic policy. The 
selected candidates should be highly respected by 
peers, and should have completed a graduate degree 





in economics with a minimum of seven years of pro- 
fessional experience as an economist. The selected 
candidate should possess outstanding analytical and 
interpretive skills; an established command of eco- 
nomics; familiarity with the Fund's mandate and 
operations; and outstanding oral and written communi- 
cations skills. Proficiency in English, which is the 
working language of the Fund, is required. Knowledge 
of other languages is desirable. Ideal candidates are 
those who have worked in a national administration, 
academic institution, or international organization 
involved in the analysis, evaluation, and/or establish- 
ment of economic policy. 


To Apply: 

The selected candidates must be available to take up 
the positions by Fall 2001. Interested candidates are 
invited to apply by July 25, 2001, making explicit 
reference to Vacancy No. R0O1280B. 

Candidates meeting the qualifications are invited to apply 
online, at www.imf.org/recruitment, making explicit 
reference to Vacancy No.R01280B. 


International Monetary Fund 
Recruitment Division, IS9-100 - 700 19th Street, N.W. « Washington, D.C. 20431 - USA 


Further details about the role and function 
of the IMF are provided on its Web site: 


http://www.imt.org 















Executive Focus 





United Nations Educational, Scientific and Cultural Organization 
UNESCO is seeking qualified candidates for the following positions of 


Consultant at its Headquarters, Paris, France and in the Field for its activities 
under the Iraq "Oil for Food" Programme 





The successful candidate will manage the activities of the Iraq procurement 
unit by: 


* Coordinating procurement, logistics and related financial activities 
between Headquarters and the UNESCO team in the Field; 
* Monitoring and assessing staffing, procedures and support systems; 
* Ensuring that the quality of all deliverables is properly monitored 
and maintained. f 
Qualifications and experience required 
Advanced university degree in a technical area (engineering, natural sciences) 
with a demonstrated command of advanced technical procurement and 
contracting. 
Ten years proven ability to direct large-scale procurement and logistics 
operations. 





The successful candidate will assure professional purchasing and delivery 
requirements in the Iraq Procurement Unit by: 


* Implementing equipment procurement for the Programme; 

* Advising on cost estimations, specifications, training service and 
spare parts for procurement equipment; 

* Fnitiating and implementing all aspects of the bidding and 
evaluation process: 

* Preparing justifications and contracts and ensuring compliance 
with regulatory procedures. 

Qualifications and experience required 

Advanced university degree in a technical area (engineering, natural sciences) 

with a proven track record in professional procurement. 

At least 5 years relevant UN agency or NGO experience. 





The successful candidate will support UNESCO procurement in Northern Iraq. 
In particular he/she will be responsible for: 


* Identifying requirement for equipment to be purchased under 

the Programme; 
* Maintaining related database systems, training personnel 

in specification preparation and ensuring that specifications 

conform to UNESCO standards. 
Qualifications and experience required 
Advanced university degree in a technical area (engineering, natural sciences). 
Candidates should have worked in a technical procurement service and have 
relevant UN agency or NGO experience 





The successful candidate will provide the necessary administrative and 
financial support to UNESCO's activities in the Field by: 


* Managing the budgetary and administrative aspects of the Programme 
in Iraq as well as ensuring compliance with UNESCO's rules and 
regulations; 

* Preparing financial and administrative statements and reports, and 
maintaining accurate financial recordings, 

Qualifications and experience required 

10 years administrative experience within the UN system or an international 

organization; field project management a definite asset. 














320 East 43rd Street, Box 757 
New York, NY 10017 


Program Officer: Higher Education & Scholarship and Arts & 
Culture, India (based in New Delhi) 

Responsible for developing, monitoring and evaluating program 
activities in higher education and scholarship as well as arts and 
culture in South Asia. Will build on current efforts to develop folklore 
studies and practices, improve access in pursuit of equity and diversity 
in higher education, support women’s studies, and promote respect and 
tolerance for diverse expressions of identity and cultural heritage. Will 
also assess the status of higher education & scholarship and arts & 
culture in South Asia; develop grant-making strategies; identify 
prospective grantees; solicit, review and respond to grant proposals and 
prepare recommendations for Foundation funding. 


The portfolio will support higher education reform, including curricular 
reform and efforts to link teaching, research and policy; access to higher 
education and scholarship for marginalized groups, especially women; 
and arts and culture studies programs and institutions. 


Qualifications: Experience at increasing levels of responsibility in 
higher education and deep knowledge of cultural issues. Advanced 
degree in the social sciences or humanities with specialization in South 
Asia, Also desirable, fluency in one or more South Asian languages, 
prior working experience in the region, and previous grant-making 
experience, 

To apply, please send resume, cover letter, and brief writing sample (5- 
20 pages of original work) to Ms. D. Gandolfo preferably by email 
(resumes@fordfound.org) or to the above address by August 10, 2001. 
Please include “Position #757” in the subject line of your message. 


Equal employment opportunity and having a diverse staff are 
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United Nations Joint Staff Pension Fund 
investment Management Service 
Systems Analyst, P-4, New York 
The Investment Management Service of the United Nations Joint Staff Pension 
Fund is seeking to recruit a Systems Analyst for the Investment Management 
Service. The incumbent is responsible for the design, implementation and 
maintenance of Windows NT & UNIX LAN, designed for investment and 
financial services. In addition, newer services are being added to the System 
that includes internet, Intranet, and Security and Access Systems issues. The 
incumbent would prepare technical and user documentation for IMS systems 
and interdependent applications, as well as planning and co-ordinating training 
materials and conducting training courses for IMS Staff Members. The 
incumbent will be responsible for Technical Support and Operations of Marker 
Data Services running on Windows NT, Microsoft SQL Servers running IBM 

DB2 Engines, UNIX, Bloomberg-on-the-PC zame aera Data, SQL 
DataStream, and additional Market Data Services that include DTC, Mellon 
EWB, & newer technologies as they affect the IMS. AISAN of SWIFT & 
FIX would be useful. The incumbent will also assist the Senior Systems Analyst 
in the ement of common services and planning including technical 
patches and upgrades, training of IMS Operations and Investment staff. 


The ideal candidate would have an Advanced degree in a technology-related 
field such as Information management, computer science, mathematics, physics, 
statistics or the relevant disciplines. MBA w/major in Finance is an asset. A 
minimum of 8 years of experience in the field is required. 

Fluency in English with a working knowledge of other UN language is desirable. 
Qualified women are encouraged to apply. 


The United Nations offers a competitive benefit package. (Please refer 
to our homepage, www.un.org for further information.) 

Deadline for applications: | | August 2001 

Detailed curriculum vitae oe date of birth and nationality should: be sent to: 
VA #01-D-JSP-001953-E-NY, Staffing Support Section, Office of 
Human Resources Management, Room 2475C, United Nations, 
New York, NY 10017 

Fax No: 212-963-3134 E-mail Address: os un.or 

Due to the volume of appear oni all internal candi mies and only those 
external candidates under serious consideration will be acknowledged. 
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e Office of ; 
Telecommunications 


London c.£50,000 + benefits | 





Oftel is the regulator for the rapidly expanding UK telecoms sector - a dynamic market undergoing increasing 

convergence with other electronics communications sectors such as broadcasting and IT. We aim to secure the best 

deal for the consumer in terms of quality. choice and value for money, primarily by promoting competition. Inevitably. this 
objective calls for the fullest information on - and analysis of - all relevant market developments and key-player strategies. 


Working within a multi-disciplinary strategy, research and analysis team, you will be responsible for advising the Director General 
on key industry and financial market developments, evaluating and presenting your findings to key personnel within Oftel. Collecting 

and analysing a wide range of economic and financial data. you will build and communicate a clear picture of the major players’ business 
strategies. investment records. financial profiles and commercial prospects, liaising extensively with key figures across the industry. You will also 
contribute to the development of Oftel's strategy, which will need to take into account the impending merger with broadcasting and radio 
spectrum regulators to form the Office of Communications (Ofcom). 


We are looking for an enthusiastic, analytical individual whose proven skills in handling financial and economic data will enable them to generate 
market assessments of consistently high quality. With senior-level experience allied to strong academic/professional qualifications, you will 
demonstrate the financial acumen and business insight to build a convincing picture of market movements and competitor initiatives, and will be 
capable of communicating these effectively to all interested parties. An important aspect of the post is to be able to put together high quality 
briefings at very short notice and advise colleagues in project teams. 


This post is offered on a permanent basis. Excellent benefits include pension scheme, 30 days’ annual leave (from 1 August}, subsidised 
restaurant and gym. A higher salary may be available for an outstanding candidate. 


For further information and an application form (to be returned by 19 July 2001). please contact Capita RAS, Innovation Court, New Street, 
Basingstoke, Hampshire RG21 7JB, or telephone 01325 745170 (24 hours), 
or fax 01256 383790. Internet: www.rasnet.co.uk Please quote reference: B5785. © i 
Oftei is an equal opportunities employer. S C A P I TA S 
INVESTOR IN PEGPESR 


ELATIONS (SOER) 
o PRA au for deepening ASEAN’s relations, develop strategic political and developmental papers formulating policy initiatives wath respect to assigned dialogue partners, international organisations, foundations ard . 
@ Design, formulation and overall management of development co-operation programmes and projects: 


eas 





Bread Statement of Functions : 






@ Manage, co-ordinate and provide the required support for the implementation and monitoring progre 
fe pers a 


@ Provide full support to meetings, conferences, workshops etc in terms of drafting agend 
Qualification : 


@ Advanced degree in international relations. political science, public policy or develo 
@ At least 5 - 8 years experience in international relations, strategic research, polisy 
institutions: extensive experience in program management including programi iste 
research methods, a 


pyplopment co-operation with the respective Dialogue Partner; 
olloweyp.to decisions taken. 










MMAPECONOMUCS, — ; 
farmulation and coordination in either of the folie 


‘oP y dina her of th } government, D) intergovernmental or international organizations, or c) research: 
lation, appraisal, monitoring, coordination, implemér 


nd impact assessment, extensive experience in policy and strategic analysis and | 










Broad Statement of Functions : es 

@ Manage. co-ordinate and provide the required support for activities-felated to customs 3 

@ Assist in other areas of trade facilitation such as e-commerce, = o i S e is ae 

@ Review, design and formulate project proposals and coordinate with.gonar countries and agel Erodi and financial supp 
in the relevant areas, f j 

@ Provide full support to meetings, conferences, workshops, gt 
















Hand ensure effective implementation of ASEAN cooperation programs |. y 
iting reports, and following-up on decisions taken. 






Qualification : y 
@ Advanced degree in business, commerce, economies, or other: related disciplines; A , : i : , l 
@ Atleast 5 years work experience, preferably relevant to the functions mentioned above (i.e., trade, custd two years of which should be at managerial level in government, private sector or other international 


e a keen interest in current regional and gic 





organizations, Project management and cóngulfing experience wouid be an added advantage; 
@ Abie to demonstra irs. 







Broad Statement of Functions : E , 

@ Manage, co-ordinate and provide the required support for activites related to environme 

@ Review, design and formulate project proposals and coordinate with.donor countries ant 
environmental issues: oe 

© Provide full support to meetings, conferences, workshops ete in fens 


| ensure effective implementation of programs related to 
nd follow-up to decisions taken. 


Qualification : 

@ Masters or higher degree in Environmental Policy/Management and/ar other related disciplines; ; 

@ At least 5 years of experience with proven track record of accomplistitnert.and exposure dealing with a wide range of environmental issues, pr 
level in government, private sector and/or other organizations. EG, Sy ; 


General Requirement: — ae Aa a 
@ Sensitivity to relationships in a multi-cultural and multi-disciptinary environ? 
@ Sound knowledge of computer skills and data analysis. 
@ Fluent in both spoken and written English, including drafting skills. 
@ Good communication and public relations / inter-personal skills, 
@ Good project development and strategic planning skills. 

@ Ability to work in a team, with creativity and imagination. 


TERMS AND CONDITIONS : 


The successful candidate shall be required for immediate employment and shail initially be offered a three-year term contract. The contract my a4 extended, subject to satisfactory ee for another three years. The basic | 
aaay is US$ 2,887 per month {ree of Indonesian Government fax for non-indonesian nationals). Benefits will Include housing subsidy up to US$ 1,100 per month, children education (855), medical (100%), elactricity subsidy |. 
(50%), installation, shipment of personal effects, gratuity, health and annual leave. 4 


Please send your completed application to The Secretary-General of ASEAN, ASEAN Secretariat, 70A Jalan Sisingamangaraja, Jakarta 12011, Indonesia, else a recent photograph and a CV, getting educational Í 
background work experience, names of two referees, copy of two recent written works, and other relevant information. Or email the documents to: ikg@aseansee. 09. Application should be received at the ASEAN Secretariat by i 
Jilly, 9001. Please indicate the code for the position on the envelope or email to facilitate processing. Only shortlisted candidates will be notified. Please see details on http./Avww.aseansec.org. 
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Th World Bank, the leading multilateral financial organization 
in global economic development, is seeking Professionals with 
- Accounting and Finance/Treasury experience for the 

~ Accounting Department at its headquarters in Washington, DC. 
a There are several positions available, covering a broad range of 
= duties including risk analytics, financial modeling, and 

. manageri ial and financial reporting. 




























"For i its s headquarters in Washington, D D. c. (Usa), i: as 
the International Monetary Fund (IMF) is ‘seeking: 
Press Officer 


The candidate will serve as the IMF media relations contact for the Baltic 
countries, Russia, and other countries of the former Soviet Union. The posi- 
tion will involve some travel to this region. in addition, the candidate will 

carry out other duties in the Media Relations Division including working on 
strategy, and handling media contacts on other issues. 


The Press Officer will report to the Chief of Media Relations on This 
division responds to questions and requests from the press, and also 
proactively provides information to editors, journalists, and other media 
professionals on issues in the news that concern or involve the IMF. The 
division also produces video materials and is responsible for monitoring 
and disseminating news within the Fund. 


- Qualifications: 

| An advanced university degree in journalism, economics, or another relevant 
. discipline, as well as a minimum of four years of on-the-job media experi- 

_ ence with the countries of the former Soviet Union. Good command of 

© spoken and written Russian and English, in addition to strong interpersonal 

- and diplomatic skills, 


- To Apply: 
. Candidates meeting the qualifications are invited to apply 

- online only, at www.imf.org/recruitment, making explicit 
- reference to Vacancy No. R01277B. 









Qualified candidates should have a related degree; hold a CPA, 
CA or equivalent certification; a minimum of 6 years of related 
experience (experience with a major public accounting firm a 
plus); knowledge of financial institutions; and excellent 
analytical, interpersonal, and communication skills. 








The World Bank offers an internationally competitive 
compensation package as well as salary commensurate with 
experience. Interested candidates should send a detailed resume 
and salary history to: The World Bank, Attn: Accounting 
Department, MSN MC 6-602, 1818 H Street, NW, - 






















Further details about the role and function Washingto n, DC 
of the IMF are provided on its Web site: A ; 
hipi inkorg 20433, USA. Fax: N Th e 
N (202) 477-7118. 3 
EOE, M/F/D/V. World Bank 
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Delivering excellent Public Services 
rm Experienced Advisors — Economic and Projects Group 


Advising major public sector clients, their private sector partners and key funding agencies, our multi- 
disciplinary team is working to shape the future economic development agenda. Working on a range of 
innovative projects, initiatives and programmes, the expanding Economic and Projects Group offers 
practical and results oriented advice to affect the way regeneration is funded and delivered. 


Joining our national team of surveyors, economists, labour market specialists and accountants, successful 
applicants will work with an extensive client list to undertake detailed needs assessments, major feasibility 
studies, lead and advise on establishing public/private partnerships, develop innovative funding techniques 
and asset management solutions. 


Applications are invited from individuals who have led or advised on major initiatives influencing the 
economic development agenda and can demonstrate the ability to steer projects to secure private sector 
investment and/or grant funding. Either from a consulting background or strategic post within the public 
sector, you will possess the ambition and skills necessary to enable your career to flourish in response to 
this stimulating, creative and challenging environment. 






Birmingham, London, Manchester 


For an informal discussion on this exciting opportunity, please telephone Sharon Burns or Heather Clarke on 
0121 633 4383. Application is by CV to Hays Executive, St Philips Gate, 3-6 Waterloo Street, Birmingham, 
B2 5PG, E-mail: angela.quinn@hays-hps.com Fax: 01279 642016. 
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©2001 KPMG, the UK member firm of KPMG international, a Swiss association. 
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Executive Focus 


Familiarity is the enemy. 
It slowly turns everything 
to wallpaper. Travel 
makes you a stranger. 

It puts you at odds. It robs 
you of your prejudices. 


Gary Hamel 
Author, “Leading the Revolution’ 
Chairman, Strategos 


STRATEGOS 
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To find out more about career opportunities 
with Strategos please visit our website. 
www.strategos.com 


MANAGER PLANNING AND 
BUSINESS DEVELOPMENT 


= AENT REMUNERATION PACKAGE 


Manufacturing some of the most widely recognised brands, our dient is one of 
the world’s leading consumer goods companies and a market leader in their 
sector. This is a dynamic company in a highly competitive market committed 
to growth through continued investment in their brands and through the 
modernisation and improvement of global manufacturing and distribution. 
This key role in Planning and Business Development is based at the Regional 
HQ in Switzerland, covering Central Europe, The Middle East, and Africa. 
The role is critical in the strategic development of the Region's business as well 
as in the management of its key business projects. 


As Manager Planning and Business Development - utilising internal and 
external resources you will gather and analyse key business data, with a strong 


90e 


financial element, presenting your conclusions and recommendations to senior 
management. You will also play a vital role in the annual strategic planning and 
budget process for the allocated countries. 


Candidates will have a minimum of five years post-graduate experience, 
preferably within a leading international fast moving consumer goods company. 
An MBA, adding the strategic and conceptual thinking critical in this role, 
would be a distinct advantage. Fluency in English is a pre-requisite, a second 
language advantageous. You must be highly analytical, numerate and have a 
sound understanding of financial analysis and modelling techniques. 
Ambitious and internationally mobile, with a potential for further 
development, you must be eager to work in a multi-cultural environment. 


Managers Planning & Business Development often follow a general management career path, either 
immediately after this position or following a further development role. We are therefore seeking 


candidates of the highest calibre who have a broad set of business skills, keen to commit to an International 
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career in this leading organisation. If you meet our criteria please send your CV to The Nichols 
Consultancy at info@nicholsconsultancy.com or by fax to 00 44 (0)1628 810829. 





ND PRIVATE 


You'd notice if we weren't there. 





We are the world's leading provider of currency services to banks. travel agencies and other financial institutions. And because we've 
acquired Thomas Cook Global and Financial Services, we're now the world's largest foreign exchange specialist. www.travelex.com 





Travelex 


Special report Politics in China 


Intimations of mortality 


BEIJING AND XINGTAI 


As China’s Communist Party celebrates its 80th birthday, the country is changing 


too fast for its rulers to keep up 


HE industrial city of Xingtai, in the 

parched North China Plain, is the kind 
of place where you would expect to hear 
complaints about the way the Communist 
Party is running the country. Many of its 
state-owned factories are bankrupt. Un- 
employment is rising. Corruption and 
crime are rampant. Last year a deputy 
mayor and more than 30 other officials 
were arrested for their alleged roles in a 
multi-million-dollar bribery case. Early 
this year the authorities announced the ar- 
rest of 18 members of a gang of unem- 
ployed youths allegedly responsible for 
more than 130 incidents of mugging and 
highway robbery in and around the city 
over the past couple of years. 

On the edge of town, one of Xingtai’s 
biggest state-owned enterprises, the Jing; 
niu Group, believes it has found a cure for 
this economic and moral decay: Mao Ze- 
dong Thought. In a country where Mao- 
ism is now rarely mentioned and most 
public images of the late chairman have 
long since been removed, Jingniu’s ap- 
proach is unusual, to say the least. Three 
years ago the company erected a statue of 
Mao in front of its window-pane factory in 
the suburbs. Then, late last year, it decided 
to spread the word more widely by setting 
up a Mao Zedong Thought website (http:// 
www.mzdthought.com). The company’s 


manager, Wang Changlin, who is also its 
Communist Party chief, says the website 
received 400,000 hits in its first five 
months. “During this process of globalisa- 
tion, Mao Zedong Thought will become 
even more important,” says Mr Wang. 

If only the answer were that simple. As 
it prepares to celebrate its 80th birthday on 
July 1st, the Chinese Communist Party is 
suffering crises of faith, identity and legiti- 
macy. A few members, like Mr Wang, 
clutch at the past, more out of nostalgia for 
the supposed clean-living and hard-work- 
ing spirit of the Maoist era than from any 
desire for a return to totalitarianism. Not 
even the party sounds very convinced by 
communism any more. At the last party 
congress, in 1997, delegates approved a 
declaration that achieving communism 
might take several tens of generations—in 
non-Chinese-speak, hundreds of years. 

Two forthcoming events are con- 
centrating minds. The first is next year’s 
16th Communist Party Congress, at which 
sweeping leadership changes will be un- 
veiled. To consolidate their power, the 
country’s new rulers will need fresh ideas 
for coping with systemic corruption. They 
will need to tackle fast-growing crime and 
social unrest fuelled by economic disloca- 
tion and the growth of a disenfranchised 
underclass. In particular, they will need to 
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satisfy the aspirations of a burgeoning 
class of people in private business—the 
“exploiters”, whom the party once ruth- 
lessly suppressed. In 1991 China had about 
107,000 private businesses (defined as 
those with more than eight workers), em- 
ploying 1.8m people. Today more than 
24m people work in such businesses, and 
perhaps another 30m run smaller, or 
individual, concerns. Yet private business- 
men are still officially barred from joining 
the party, even if their money-making is 
now given more encouragement. 

The other event is China’s accession to 
the World Trade Organisation (WTO), 
which could happen before the end of the 
year. This will exacerbate unemployment 
in some parts of the country. It will also 
bind China to international rules that will 
further diminish the role of governmentin 
the economy. As that role weakens, so too 
does the party’s ability to intimidate and 
control ordinary citizens. Workers are leav- 
ing state-owned enterprises, with their 
once all-powerful party branches, in 
droves. Increasingly, itis market forces and 
personal skills, rather than party cells, that 
decide who gets jobs, who gets promoted 
and who gets the best housing. More op- 
timistic Chinese intellectuals believe that 
economic globalisation will, over time, 
transform China politically as well. 


What’s Chinese for “reform”? 

In order to cope with these challenges, the 
party urgently needs to undertake political 
reform. But there are huge divisions, both 
within the party and outside it, over how 
best to allow the people to take partin poli- 
tics without causing China to collapse as 
the Soviet Union did. Whichever way it 
turns, the party sees trouble ahead. 


> 
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At the end of last year, China’s Acad- 
emy of Social Sciences conducted a survey 
of mid-ranking officials attending the Cen- 
tral Party School, the training centre for 
China’s ruling elite. It found that political 
reform had displaced reform of state enter- 
prises as their foremost concern. By “politi- 
cal reform”, many Chinese officials mean 
little more than streamlining the bureau- 
cracy. But the academy’s report said the in- 
terest shown in this subject reflected “new 
contradictions and problems” in Chinese 
society—the euphemism for corruption, 
unemployment and unrest. “If there are 
no channels for letting off steam, the re- 
pressed discontent of individuals could 
well up into large-scale social instability,” 
concluded a report published in May by 
the party’s Organisation Department. 

What is the party doing about this? So 
far, very little. President Jiang Zemin has at 
least sent a hint that he perceives a pro- 
blem. Early last year he rolled out a new 
theory called the “Three Representatives”. 
According to this, the party stands for “ad- 
vanced productive forces, advanced Chi- 
nese culture and the fundamental interests 
of the majority.” In Chinese terms, this is a 
breakthrough: Mr Jiang appeared to be re- 
defining the party as everyone’s best 
friend, not just the proletariat's. It could be 
the best friend of the private sector, too. 

Despite the objections of a few diehard 
Maoists, the “three representatives” idea 
will probably be written into the party 
charter at next year’s congress. But the 
party still cannot decide whether to let 
private businessmen join the ranks of its 
65m members (about 5% of the total popu- 
lation). In fact, nearly a fifth of the more 
than 1.5m owners of private companies 
are party members anyway, reflecting the 
massive flow of party and other officials 
into business as well as lax vetting of new 
members, especially in the countryside. 
But formal recognition of these ideologi- 
cally suspect people is another matter. 


Arural experiment 

When foreigners ask about political re- 
form, party officials point proudly to 
changes in the countryside. Since the late 
1980s they have gradually introduced a 
system whereby villagers choose their 
leaders without party inteference, by se- 
cret ballot. Western governments and non- 
governmental organisations have poured 
money and expertise into helping China to 
perfect the new system, hoping that this 
germ of democracy might one day spread 
more widely into the body politic. The re- 
sults have not been encouraging. 

The party's main motive in allowing 
these elections was to strengthen its con- 
trol over the countryside. It was acutely 
aware that village party officials often do 
not have much public support. Many lack 
the expertise to make important economic 
decisions and are seen as agents of hated 
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policies, such as China’s birth-control pro- 
gramme. If villagers could take control of 
bread-and-butter issues, they might sup- 
port the party in other areas. 

But it is clear that peasants do not feel 
more empowered. The Organisation De- 
partment’s report said confrontations be- 
tween villagers and officials were becom- 
ing bigger and more violent. These, it said, 
could cause “chain reactions” leading to 
social disorder across wider areas. There 
are several causes of this mounting discon- 
tent, ranging from stagnating incomes to 
the illegal fees exacted from villagers by lo- 
cal officials. But one large cause is the elec- 
tion system itself, which has created rival 
centres of power in many villages. 

Not surprisingly, elected village chiefs 
often felt they had more authority to repre- 
sent their communities than village party 
secretaries, who are chosen by party or- 
gans at a higher level. The party, fearful of 
losing its grip entirely, decided to back its 
village representatives. Cheng Tongshun, a 
political scientist at Nankai University in 
Tianjin, said in a book published last year 
that most villages were still led by party 
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secretaries who took on most, if not all, of 
the duties which the elected chiefs are sup- 
posed to carry out. 

China’s experience of rural elections 
has demonstrated the difficulty of intro- 
ducing even a modicum of democracy 
without also allowing the formation of 
non-party political groups. Thanks to the 
party’s jealously guarded monopoly of 
power, the only other forces now capable 
of exerting their interests collectively are 
generally undesirable: criminal gangs, 
clans and the self-interested rich. Mr 
Cheng writes that vote-buying and -sell- 
ing, stuffing ballot boxes and violence 
have had a “considerable impact” on rural 
elections. The Chinese media also speak 
of frequent, sometimes successful, at- 
tempts by wealthy businessmen to buy of- 
ficial positions or seats in local legislatures. 

Despite these setbacks, some reformers 
would like to see the village democracy 
system extended. But one cautious at- 
tempt to do so has faltered. In 1998 Buyun 
township in Sichuan province caused astir 
by conducting, without the central leader- 
ship's permission, China’s first-ever direct 
elections to the post of township chief. 
The party turned a blind eye, but in De- 
cember this year when fresh elections are 
due to be held, it is expected that Buyun 
will end the experiment. This time it will 
allow voters to choose the candidates, but 
the winner will be picked by the (party- 
dominated) township people’s congress. 
Even at this level, the party still considers 
direct elections too threatening to its 
power. Not surprisingly, a suggestion 
made three years ago by Zhu Rongji, the 
prime minister, that direct elections might 
one day be considered for China’s top 
leadership posts has gone nowhere at all. 


The ghosts of other parties 
Only a few people, most of them little 
known and ineffectual dissidents, call for 
the overthrow of the Communist Party 
and the rapid introduction of a western- 
style democracy. The experience of post- 
communist societies in Eastern Europe 
and the former Soviet Union—as well as 
the violent suppression of China’s anti- 
government protests in 1989—has been a 
sobering one for many of China’s intellec- 
tuals. The mainstream view is that change 
should be gradual and confined within 
current political structures. The more cor- 
rupt and socially turbulent China be- 
comes, the more this view is reinforced. 
But this sense of caution does not mean 
there is anything like a consensus on how 
China should proceed. Liberals vie with 
old-guard Maoists. Neo-leftists contend 
with free-market capitalists. Each camp 
uses journals or Internet websites to wage 
these theoretical battles. There may have 
been little progress with political reform, 
but at least the party’s grip on the publish- 
ing industry has been weakened by mar- »» 
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> ket forces. Books and magazines air a far 
wider range of opinion than would have 
been possible a decade ago, though prais- 
ing multi-party democracy is still banned, 
as is the formation of any organised politi- 
cal group. Activists who three years ago 
formed the China Democracy Party—the 
country’s first nationwide opposition 
organisation—remain in jail. 

One of the more radical advocates of 
political reform is Cao Siyuan, who runs a 
consultancy in Beijing offering advice on 
bankruptcy and mergers. Mr Cao enjoys a 
certain stature in China, since he helped to 
draft the country’s bankruptcy law in the 
1980s. In the May issue of an influential 
journal published by the State Statistics 
Bureau, China's National Conditions and 
Strength, Mr Cao argued that there should 
be competitive elections for party posts. 
And he added a provocative thought: “A 
precondition for competitiveness within a 
party is that a country allows political par- 
ties to compete with each other.” 

Mr Cao did not go as far as suggesting 
that the ban on opposition parties should 
be lifted. But he said that China’s eight au- 
thorised “democratic parties”—the cowed 
remnants of pro-communist organisations 
formed before the communist victory in 
1949-should be encouraged to become 
more independent of the Communist 
Party. The Soviet Communist Party, he 
pointed out, collapsed because it failed to 
allow internal competition. 

In an essay in March, this time for a re- 
stricted-circulation journal published by a 
Beijing think-tank, Mr Cao made an even 
bolder suggestion. The party should 
change its name to the Socialist Party, 
thereby making itself more alluring to the 
private sector and allowing it to cast off the 
baggage of the past, such as the Cultural 
Revolution. He diplomatically avoided 
mentioning the party’s biggest historical 
burden, the suppression of the 1989 unrest 
in Tiananmen Square, which also landed 
him in jail for a year. 

A change of name is inconceivable for 
the present—and for the foreseeable future, 
too. Mr Jiang’s designated successor, Hu 
Jintao, who is likely to take over as party 
chief next year and as president in 2003, 
was born only seven years before the 
Communist takeover. During his tenure, 
the ranks of middling officials will swell 
with those who have spent most of their 
lives in post-Mao China. But few expect Mr 
Hu to take the steps that Mr Cao suggests. 
Little is known about him except that, be- 
cause he suffers from altitude sickness, he 
(ruthlessly) carried out his job as party 
secretary for Tibet from a suburb of Beij- 
ing. Besides, Mr Jiang himself will proba- 
bly remain the arbiter of party and state af- 
fairs well into the decade. 

Why not just keep political reform on 
the back-burner as Mr Jiang has done? 
After all, the economy is growing at a 
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strong 7-8% a year. Unrest may be increas- 
ing, but the police and paramilitary forces 
have proved themselves capable of sup- 
pressing demonstrations. In case they can- 
not, there is always the army. Yet China’s 
ability to control unrest depends, precari- 
ously now, on efficient decision-making 
and political unity. Luckily for China’s 
leaders, no major dispute has arisen over 
the handling of protests since Tiananmen 
(although the demonstrations by mem- 
bers of the Falun Gong sect in 1999 sug- 
gested the security forces cannot always be 
relied on). But there is still a risk of the kind 
of policymaking paralysis that nearly shat- 
tered the party 12 years ago. 


Diversifying discontents 
Educated Chinese have much more free- 
dom now to shape their own careers, go 
abroad or pursue their research without 
party interference. But there are far more 
people now with grievances—especially 
the unemployed, farmers and victims of 
official misconduct. The Organisation De- 
partment’s report said that in Sichuan 
province, for example, the increasing mo- 
bility of the population was making it 
more difficult for officials to sense poten- 
tial trouble. It said protests were becoming 
“conspicuously better organised” and 
were increasingly tending to break out in 
different places at the same time, “making 
iteven more difficult to deal with them.” 
The report laid most of the blame for 
this unrest on official corruption and 
abuse of power. Some of this has been oc- 
casionally exposed by the party. In the 
past three years it has sentenced one Polit- 
buro member to 16 years in prison and exe- 
cuted two other top officials. A vice-minis- 
ter is awaiting trial for allegedly accepting 
bribes from smugglers. But the party is un- 
willing to set up truly independent anti- 
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corruption commissions, for fear they 
would cut swathes through the upper ech- 
elons of the party. The leadership’s han- 
dling of a colossal smuggling case in the 
port city of Xiamen, involving hundreds 
of local officials, clearly illustrates the 
party’s dilemma. While it looks deter- 
mined to stamp out corruption, it will not 
follow trails that lead to the top of the hi- 
erarchy. Mr Zhu suggested last month that 
the multi-storey vice-den in Xiamen 
where many of the officials used to enter- 
tain lavishly and cavort with prostitutes 
should be turned into an anti-corruption 
museum. That would satisfy public curios- 
ity, but do little to deal with the problem. 

The party could try to reinforce its legiti- 
macy by waving the banner of national- 
ism more vigorously. But the current lead- 
ership is anxious, not least for economic 
reasons, to preserve stable relations with 
America, Taiwan and Japan—the top three 
abominations in the eyes of ultra-nation- 
alists. A growing body of intellectuals who 
call themselves “neo-leftists” (as opposed 
to “liberals” like Mr Cao) would like to see 
the party reverting to its role as the cham- 
pion of the working class. But this would 
involve slowing down privatisation and 
staying out of the wTo, unless the terms 
of accession were drastically revised. 
Again, party leaders believe that this 
would cause economic damage. 

As the 16th Congress approaches, de- 
bate about political reform will intensify. 
The “fourth generation” of leaders who 
will take over at the congress will encour- 
age the think-tanks close to them to ex- 
plore new ideas. Liberals, neo-leftists, gra- 
dual reformists and Maoists will jockey for 
attention. But do not expect the increas- 
ingly feeble and disoriented 80-year-old 
party to be rejuvenated. The world around 
itis changing too fast for it to getin step. W 
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How are leading companies 





managing 


their risks? 





A: they grapple with increasingly complex market condi- 
tions, a growing number of leading companies are 
protecting their bottom lines by practicing enterprise risk 
management (ERM). This involves standardising risk manage- 
ment practices across the organisation and applying them to 
strategic, operational, financial and hazard risks. It also often 
involves organisational and cultural change. 

A new report written by the Economist Intelligence Unit in 
co-operation with MMC Enterprise Risk, an operating entity 
of Marsh & McLennan Companies (MMC), reviews the cur- 
rent state of ERM and suggests ways in which companies can 
reshape their risk management practices. 


Case studies highlight best practices in ERM: 


è Danone: Mapping @ BAT: Exploringthe © SAirGroup: 
risks in a global upside of risk Mitigating partner 
company management risk 
Koch Industries; © UBS: Structuring 
The benetits of the risk function 
tying risks 
together 


Pioneer: Using 
risk profiles to 
measure risk 
impacts and 


tolerance 


To order, complete this form and send it to the Economist Intelligence Unit. 





[L] Please send me copies of Enterprise risk management: 
Implementing new solutions at US$395 each. 


Name Job title 

Company Department 
eT ee) ae a 
City Country Postal code 

Telephone Facsimile E-mail ress 

Nature of business 


J 1 am paying by telegraphic transfer to: The Hongkong and Shanghai 
Banking Corporation Ltd, 1 Queen’s Road Central, Hong Kong 


Account number: 500-050125 
Account name: The Economist Group (Asia/Pacific) Limited. (Please 
enclose a copy of your telegraphic transfer instructions) 


J I enclose a cheque for US$ _ (made payable to The 
Economist Group (Asia/Pacific) Limited). 





Enterprise risk management: Implementing new 
solutions draws on survey responses from 200 senior finance 
and risk management executives and in-depth interviews 
with senior executives at 40 best-practice companies in North 
America, Europe and Asia. 


Benchmark your company against 
others in these key areas: 

Adopting an ERM programme 

Designing a risk identification and mapping programme 
Using financial metrics to measure risk 

Quantifying intangible risks 


Measuring the integrated effects of risk across the 
organisation 


= Devising strategies for risk mitigation and financing 
= Adjusting the organisation to manage risks more effectively 


Integrating ERM with existing business and technological 
processes 


Developing accountability and leadership for ERM 
Linking ERM to shareholder value 


J Please charge US$———___ 
LJ MasterCard 


to my 
J American Express Visa 


Account No Expiry date 


Signature (required on all credit-card orders) 


I Please proforma invoice me (reports to be sent upon receipt of payment). 


| do not wish to receive promotional materials from: 
The Economist Intelligence Unit 
J Other companies 


The Economist Intelligence Unit 
60/F Central Plaza EIN 
18 Harbour Road Wanchai, 
Hong Kong 

Tel: (852) 2802 7288/2585 3888 
Fax: (852) 2802 7638 

E-mail: hongkong@eiu.com 
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Japan 
A world to win for Koizumi 


TOKYO 





The “lionheart” of politics braves the United States 


O THE United States and Europe, then, 

for Junichiro Koizumi. Japan’s new 
prime minister leaves behind him a daz- 
zling victory in Tokyo’s municipal elec- 
tions and an adoring public pining for his 
swift return. The Japanese cannot get 
enough of him. Housewives queue to buy 
his posters. Screaming schoolgirls flock in 
their thousands to hear “Jun-chan’s” latest 
thoughts on structural reform. His reju- 
venated Liberal Democratic Party (LDP) is 
rushing to produce imaginative new lines 
of Koizumi merchandise, among them 
dolls of Mr Koizumi wearing a lion-skin, a 
nod to the first issue of his e-mail maga- 
zine, which begins, straightforwardly, “I 
am Koizumi the lionheart.” 

Britain and France are both to be hon- 
oured with a chance of a closer look at Ja- 
pan’s celebrity leader as he zips around the 
world. But first, and most important, 
comes the United States, where Mr Koi- 
zumi meets President Bush on June 30th. 
Will they be wearing Jun-chan T-shirts at 
Camp David? There is much for America 
to like about Mr Koizumi. The customary 
economic measures he brings for Mr 
Bush’s inspection, rubber-stamped by his 
cabinet on June 26th, look superior to the 
usual dull pp mix of pork-barrel public 
works and vague assurances of reform. 

Privatisation, deregulation and a bud- 
get overhaul are all promised. So is a 
proper fix at last for Japan’s desperately 
weak banks, about which Jim Kelly, assis- 


tant secretary at the State Department and 
a Japan hand, is said to spend most of his 
time worrying. Japan has, of course, made 
plenty of promises before. But Mr Koizumi 
does a good job of making them sound as 
though they come from the heart. Equally 
encouraging is Mr Koizumi’s economic 
brain, Heizo Takenaka, who was a profes- 
sor at Harvard. His trip to Washington ear- 
lier this month helped to banish some old 
prejudices about the competence of Japa- 
nese economic policymakers. 

Warming to this new spirit of mutual 
intellectual respect, Mr Bush and Mr Koi- 
zumi will announce the creation of a bilat- 
eral economic forum, at which great think- 
ers from both countries will exchange 
nuggets of wisdom. This arrangement is 
supposed to help supplant the American 
hectoring of Japan that took place under 
bully-boys such as Larry Summers in Bill 
Clinton’s administration. With this come 
Mr Koizumi's helpful attitudes towards re- 
forming, or at least reinterpreting, Japan's 
war-renouncing constitution. 

Mr Bush puts great store in the future of 
America’s alliance with Japan, whose stra- 
tegic importance as a check against Chi- 
nese expansion figures large in the minds 
of the Republican Party’s China hawks. A 
greater share of the security-alliance “bur- 
den”, a more active role for its self-defence 
forces abroad and a commitment to come 
to the defence of America’s troops in Asia 
if attacked are all demands that the Japa- 
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nese have heard before from Republican 
presidents. In Mr Koizumi, however, the 
Americans at last have a Japanese con- 
stitutional hawk with mass appeal. 

If he finds the right ground on which to 
fight for constitutional reform, Mr Koizumi 
may even make some progress. Reassur- 
ances that Japan shows “understanding” 
for Mr Bush’s missile-defence plans, to- 
gether with a suggestion that it may join 
the United States and abandon the Kyoto 
protocol on climate change, promise a 
warm contrast to Mr Bush's cooler recep- 
tion in Europe. 

These are not the only reasons Mr Bush 
will be going out of his way to cosy up to 
Mr Koizumi. Not surprisingly, the Ameri- 
cans have quickly grown mistrustful of 
Makiko Tanaka, Mr Koizumi’s foreign min- 
ister. They will be hoping to bypass the for- 
eign ministry and instead exploit more di- 
rect routes of communication between the 
White House and the Kantei, Mr Koizumi’s 
official residence. 

Mrs Tanaka’s spirited fight with her 
ministry and her enemies in the LDP has 
put a few stoppers in Japan’s conventional 
diplomatic channels. Visiting Americans 
can find no end of people to tell them that 
Mrs Tanaka is doing an awful job. She her- 
self is threatening legal action against her 
top officials—whom she wants to sack for 
an earlier scandal—for leaking her private 
conversations with the foreign ministers 
of China, Italy, Australia and Germany. 
Whoever did the leaking did a good job, 
editing Mrs Tanaka’s remarks to make the 
most of her pro-Asian, anti-American 
leanings. A generous handshake during 
her recent visit to Washington from Mr 
Bush—who she is reported to have said 
loves his missiles because of the Texan oil 
lobby—has helped to smooth over some of 
the awkwardness. But much remains. 

Other problems loom on the horizon. 
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> With America’s economy still slowing, Ja- 
pan’s many domestic weaknesses appear 
more threatening, especially the troubles 
of its banks, which could tip the economy 
into financial crisis at any time. Mr Koi- 
zumi’s economic measures do offer some 
hope of new thinking in Tokyo (see page 
69). But apart from the odd detail, his plans 
still look vague and undigested. Like To- 
kyo’s foreign bankers, Mr Bush’s economic 
team has begun to lose patience with Ha- 
kuo Yanagisawa, Mr Koizumi’s minister in 
charge of the financial clean-up. Until re- 
cently, Mr Yanagisawa had a reputation as 
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a reformer. But Mr Koizumi's slow progress 
in sorting out the banks has begun to leave 
the impression that Mr Yanagisawa is now 
holding things back. 

A final worry is that Mr Koizumi’s re- 
forms lack any sense of priorities. If he 
tried a bit of everything at once—the most 
likely bet at the moment—Japan’s econ- 
omy would weaken badly. All the Ameri- 
cans want Mr Koizumi to tackle the bad 
loans first. For now, Mr Bush will politely 
keep these urgings private. But if Jun-chan 
does mess up the economy, don’t expect 
the smiles to last. m 


Trouble comes knocking at the door 


BEIJING 


Refugees pose a problem for the Chinese as the Olympics verdict is awaited 


RIENDLY but firm, Chinese guards were 

this week maintaining a diligent watch 
over the Beijing office of the United Na- 
tions High Commissioner for Refugees, the 
UNHCR, to keep unauthorised people 
from coming or going. Those blocked from 
entering included North Korean and South 
Korean diplomats who dropped by for a 
quick look, and a gaggle of foreign journal- 
ists who were hanging about in the lobby 
of the building. Kept inside the building, 
meanwhile, were seven North Koreans 
who on June 26th had presented them- 
selves at the UN office, asking for asylum 
and a safe passage to South Korea. 

UNHCR Officials say they are per- 
suaded that the seven, all members of one 
family headed by 69-year-old Jung Tae- 
jun, would face arrest and persecution if 
they returned to North Korea. They are es- 
pecially concerned about a 17-year-old 
member of the family who has made, and 
has now put on public display, drawings 
that portray famine conditions and police 
brutality in North Korea. For its part, South 
Korea has agreed to take them in. It is used 
to receiving North Koreans. Some 1,400 
have escaped to the South since the Korean 
war ended in 1953. 

The tricky bit will be persuading China 
to let them go. The government insists that 
these seven, together with all the other 
North Koreans who have poured into 
north-eastern China in recent years, are 
economic migrants rather than refugees. 
The distinction is crucial: according to a 
1951 convention signed by China in 1982, 
economic migrants may be shipped back 
home as illegal aliens, while refugees must 
be protected and supported. 

Estimates of how many North Koreans 
have sneaked into China range from 
30,000 to ten times that number. Most of 


them try to blend in with China’s own eth- 
nic Korean communities near the border, 
and find work. Others make their way 
through China, crossing into Russia or 
Mongolia in the hope of getting to South 
Korea. Though China has refrained from 
the sort of extensive round-up it could 
mount if it chose to, the authorities have 
made a practice of returning to North Ko- 
rea any migrants they catch. 

Such homecomings are bound to be 
unpleasant since, under North Korean law, 
unauthorised border crossings are punish- 
able by three years in a “reform institu- 
tion”. Above all, China has insisted that 
none should be considered refugees, a pol- 
icy that has less to do with trying to please 
its neighbour and putative ally in Pyon- 








gyang than it does with keeping interna- 
tional organisations such as the UNHCR 
away from its border region. A statement 
by the UNHCR says China has repri- 
manded it for poking around the area in 
the past, and has been “reluctant to agree” 
to the organisation’s “formal involve- 
ment” with its migrant Korean population. 

That reluctance, says the editor of a Chi- 
nese political journal, is well founded. 
China is concerned not only with the cur- 
rent load of migrants, but also with the 
possibility that a sudden upheaval in 
North Korea could drive many more mi- 
grants into China. Should that happen, the 
government would want to manage things 
in its own way, without the meddling of 
international organisations. It is thus un- 
fortunate for China that the seven well- 
protected guests in Beijing have now 
forced the issue. 

It is simply “unthinkable”, said the 
UNHCR’s representative in China, Colin 
Mitchell, on June 27th, that his office 
would allow the seven to be turned over to 
North Korea. Five members of the family 
appeared at a window of the office, clasp- 
ing their hands over their heads in a vic- 
tory sign. Mr Mitchell said he would make 
the family as comfortable as possible and 
has bought bedding and food for them, 
but the office was not large. 

Foreign diplomats, meanwhile, agree 
that any Chinese effort to try to send the 
family back to North Korea would be 
roundly condemned as cruel and callous. 
Less than two weeks before the Interna- 
tional Olympic Committee votes on 
whether to award the 2008 games to Beij- 
ing, that is hardly an impression China 
wants to convey. China, then, may find it- 
self forced to acknowledge the presence of 
refugees in its midst and, in so doing, set a 
precedent that it will regret. = 
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Sri Lanka 


Getting at the 
president 


COLOMBO 


The opposition seeks a kill 


MAJOR political upheaval is in the off- 

ing in Sri Lanka. The immediate worry 

for President Chandrika Kumaratunga is 

how to thwart a motion before parliament 

of no confidence in her government. The 

motion may be debated any time in the 
next three weeks. 

It has been signed by 97 members of 
the opposition. Parliament has 225 mem- 
bers, so 113 votes are needed to bring down 
the government. Of the signatories, 88 are 
from the United National Party (Une), the 
main opposition group. It is led by Ranil 
Wickremesinghe, a nephew of a former 
president, Junius Jayewardene. The tussle 
is as much between two feudal families as 
between the two political parties that have 
alternately held power in Sri Lanka since 
independence in 1948. If the government 
fell, Mrs Kumaratunga would remain pres- 
ident and head of state: the president is 
elected separately. But she would suffer a 
serious blow to her prestige, and might 
have to endure a prime minister opposed 
to her policies. 

The other nine signatories to the no- 
confidence motion are from three Tamil 
parties that are known to have links with 
the separatist Tamil Tigers, the govern- 
ment’s opponents in the long-running 
civil war. By making common cause with 
them, the une has set itself on a collision 
course with the Sinhala Buddhists who 
make up 75% of the island’s population. 

How will Mr Wickremesinghe gather 
the 16 votes he needs? Some may come 
from the Sri Lanka Muslim Congress 
(SLMC). When news of secret talks be- 
tween the two parties reached Mrs Kuma- 
ratunga, she sacked Rauf Hakeem, the 
Muslim party’s leader, from her governing 
coalition. Of the 11 sLMc members of par- 
liament, only seven have joined the oppo- 
sition, with four continuing to support the 
government. The Muslims, about 7% of the 
population, are scattered throughout Sri 
Lanka. They run most of the retail trade 
and their traditional leaders loathe Mr Ha- 
keem, regarding him as an Islamic funda- 
mentalist in the making. That loathing is 
shared by the Sinhala Buddhists. Mr Wick- 
remesinghe has acquired a difficult ally. 

As things stand, Mrs Kumaratunga’s co- 
alition can muster 109 seats, four votes 
short of a majority. The balance of power 
is in the hands of the Janatha Vimukthi Pe- 
ramuna, the Jvp, once a rebel group but 
now treading the democratic path. It has 
ten seats in parliament, and will decide the 





outcome of the politicial tussle. The Jvp 
has no love for Mr Hakeem. But Mr Wick- 
remesinghe knows that politics is a devi- 
ous game in Sri Lanka. 

Mrs Kumaratunga has another worry 
that could undermine her authority. Par- 
liament has before it a motion to impeach 
Sarath Silva, the chief justice of the Su- 
preme Court. The motion cites “14 acts of 
misbehaviour” on the part of Mr Silva. 
One is that he was “living in adultery” 
with a woman “while his marriage to his 
lawful wife subsisted”. This is unaccept- 
able conduct in Sri Lanka. Mr Silva, a friend 
of Mrs Kumaratunga, was appointed chief 
justice over the heads of several eminent 
judges of the Supreme Court. 

On June 27th Mrs Kumaratunga left on 
what was described as an “overseas tour”. 
The prime minister, Ratnasiri Wickrama- 
nayake, was sworn in to take over her du- 
ties as executive president. Others were 
made caretakers at the defence and finance 
ministries, which Mrs Kumaratunga over- 
sees. In Colombo the speculation was that 
she will be away for a while. @ 





Australia’s asylum-seekers 
Prisoners of the 
outback 


SYDNEY 
Protests over harsh policy 


the conditions they had seen. One man, 
who had been detained for more than two 
years, told them, “I prefer to go back and be 
killed. Every day here I feel I am dying 
slowly.” The committee recommended a 
maximum detention period of 14 weeks, 
after which asylum-seekers should be re- 
leased under the sponsorship of commu- 
nity groups. But Philip Ruddock, the minis- 
ter for immigration, says the parlia- 
mentary report is by people who “haven't 
had what I would regard as sufficient life’s 
experience”. 

The minister’s contempt has not struck 
a chord with many Australians, who are 
troubled by the moral questions involved. 
But there are signs that the government is 
pursuing its policy with a political nod to- 
wards another side of the Australian char- 
acter, one that has long harboured anxiety 
about invasion by hordes from the north. 
In the centenary year of Australia’s federa- 
tion, Helen Irving, a constitutional pundit, 
believes these old anxieties, which bred a 
“white Australia” immigration policy 100 
years ago (abandoned in 1966), have resur- 
faced to the point where Australia “sus- 
tains a refugee policy that is the harshest 
and most hostile of any comparable coun- 
try”. Another riot, or one more death, may 
force Australians to ask if sheis right. @ 
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rived so far this year. 

Australia has six detention centres. 
Three are in cities, Sydney, Melbourne and 
Perth. But the authorities in Canberra have 
responded to the growing number of asy- 
lum-seekers by building centres to isolate 
them in remote places, hoping that the 
vast, inhospitable distances between these 
prisons and civilisation will deter others 
from coming. Besides the one at Woomera, 
two have been opened at Port Hedland 
and Derby on Western Australia’s scorch- 
ing north coast. 

Many detainees have been recognised 
as refugees and released on short-term vi- 
sas. But over a third have had their refugee 
applications rejected, and many are kept 
languishing behind barbed wire for years 
while their appeals drag on. The outback 
detention centres, operated by a subsid- 
iary of an American prison company, 
have become cauldrons of unrest. An in- 
quiry was set up after allegations of child 
sexual abuse at Woomera. According to of- 
ficial figures, there were 232 incidents last 
year of inmates assaulting guards, holding 
hunger strikes or physically damaging 
themselves in protest; in Derby, some 
stitched their lips together. Two refugees 
have died taking part in protests. 

The federal government, led by John 
Howard, allowed journalists to visit the 
Derby centre recently, but not to speak to 
its inmates. A committee of members of 
Parliament was less constrained. After vis- 
iting all six centres, the MPs reported on 
June 18th that they had been “shocked” by 
the conditions they had seen. One man, 
who had been detained for more than two 
years, told them, “I prefer to go back and be 
killed. Every day here I feel I am dying 
slowly.” The committee recommended a 
maximum detention period of 14 weeks, 
after which asylum-seekers should be re- 
leased under the sponsorship of commu- 
nity groups. But Philip Ruddock, the minis- 
ter for immigration, says the parlia- 
mentary report is by people who “haven't 
had what I would regard as sufficient life’s 
experience”. 

The minister’s contempt has not struck 
a chord with many Australians, who are 
troubled by the moral questions involved. 
But there are signs that the government is 
pursuing its policy with a political nod to- 
wards another side of the Australian char- 
acter, one that has long harboured anxiety 
about invasion by hordes from the north. 
In the centenary year of Australia’s federa- 
tion, Helen Irving, a constitutional pundit, 
believes these old anxieties, which bred a 
“white Australia” immigration policy 100 
years ago (abandoned in 1966), have resur- 
faced to the point where Australia “sus- 
tains a refugee policy that is the harshest 
and most hostile of any comparable coun- 
try”. Another riot, or one more death, may 
force Australians to ask if she is right. m 


It’s worrying, this democracy 


DILI 


An election campaign in East Timor is arousing more concern than enthusiasm 


ITH no great enthusiasm, the people 

of East Timor are preparing for an 
election designed to lead them to demo- 
cratic government. They have reason to 
feel wary. The election will be held on Au- 
gust 30th, two years to the day after a ref- 
erendum in which they voted by a huge 
majority for independence from Indone- 
sia. In response, pro-Indonesian factions, 
backed by the Indonesian army, un- 
leashed an orgy of killing and destruction. 
An earlier, short-lived experience of multi- 
party politics was also discouraging. Por- 
tugal’s abandonment of its colony in 1975 
brought a period of rivalry and mistrust 
that led to a short, bloody civil war fol- 
lowed by Indonesia’s invasion. 

“When the parties fight, it is us, the 
‘small people’ that'll suffer,” says Pedro 
Soares, who runs a noodle stall in Dili, and 
like other traders believes earning a living 
is what is important. His wife adds that the 
only thing she wants is enough to eat anda 
safe place to sleep. “Until we have that, we 
don’t want to be bothered with elections.” 

Sergio Vieira de Mello, the chief of the 
UN transitional authority in East Timor, is 
sympathetic about Timorese fears of vio- 
lence. But he believes that if the political 
parties play their part, things will be differ- 
ent this time. Thirteen parties have been 
approved, including the large and popular 
Fretilin, which for most Timorese repre- 
sents the resistance to Indonesia. The UN 
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The brighter side 





will help the parties draft a pact of national 
unity, committing themselves to demo- 
cratic principles. 

In compiling the electoral roll, the UN 
has registered nearly 800,000 people as 
residents, almost all the estimated popula- 
tion. Now it is trying to explain the pur- 
pose of the election. This is not easy. The 
vote on August 30th is to choose 88 mem- 
bers of aconstituent assembly, which then 
has 90 days to draft and adopt a constitu- 
tion, and to decide whether to call more 
elections for a parliament or president, or, 
alternatively, to form a government and 
elect a president itself. When a govern- 
ment is formed, which Mr de Mello ex- 
pects to happen in January 2002, the UN 
will step back and East Timor will become 
independent. But the UN will stay on to 
help build government institutions. 

For many East Timorese, still unclear 
about the election procedure, the main 
question is who their future president will 
be. Many hope it will be Xanana Gusmao, 
the leader of the guerrilla resistance move- 
ment and later president of the CNRT, the 
umbrella organisation of the groups that 
opposed Indonesian rule. But Mr Gusmao 
used the dissolution of the CNRT on June 
gth to step back from political life, and he 
has not publicly aligned himself with a 
party. Nevertheless, many Timorese be- 
lieve that in the end he will be unable to re- 
fuse to accept the presidency. m 





i. the relationship economy, the customer 


is in control. If you do not meet their rising 
expectations, at every step of the way, they 
will find someone who can. How can you 
be sure to make all the right connections? 
Go deeper 

Cap Gemini Ernst & Young understands 
the new customer and can help you relate 
on a more intimate level. We can work with 


you to define the most effective relationship 


management strategies and then help you 
deliver them. Of course, even the best 
strategy will not work unless you have the 
right processes and technology to back it up 
Rest assured, we have you covered 


With over 60,000 people worldwide, 


Cap Gemini Ernst & Young is one of the top 
global management and IT consulting firms 
We are experts at connecting customer 
relationship management to supply chain 
management and world-class user experiences 
in fact, Gartner, a top research and advisory 
firm, lists Cap Gemini Ernst & Young as one 
of the leading providers of CRM services? 

if you want to connect with the new 


customer, talk with. us first 
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The University of Chicago Graduate School of Business is home to Nobel laureates, leading economists, 
market theorists, and business experts. Chicago has produced more Nobel Prize winners than any otheruniver- 


sity. Its faculty members are known for developing and teaching the ideas that shape business tomorrow. 


This is your opportunity to take their classes, not just read their books. Chicago is now offering high impact 
executive education seminars in Europe, Asia, and North America. 


The only business school using the same faculty on three continents. 






Call: (312) 464-8732 Fax: (312) 464-873] 







E-mail: exec.ed@gsb.uchicago.edu 
Log on: http://gsb.uchicago.edu/execed 
Write: Executive Education 


University of Chicago Graduate School of Business 






450 N. Cityfront Plaza Drive Chicago, IL 60611-4316 
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Defence policy 





Cannon to right of him, cannon to left 


WASHINGTON, DC 


In his bid to change America’s defence policy, Donald Rumsfeld is increasingly 


having to fight on two fronts 


pe to fight two medium-sized 
wars at the same time was always an 
awkward idea. As Donald Rumsfeld, the 
defence secretary, sets out to abandon the 
double-conflict strategy as part of his radi- 
cal change of America’s defence policy, he 
has several reasons to reflect on the draw- 
backs of multi-fronted warfare. Having 
managed, for most of his five months in of- 
fice, to dodge the political shells by keeping 
everybody guessing about his intentions, 
he is now under fire from Democrats and 
fellow Republicans alike. 

Right-wingers are dismayed at the 
mere $18.4 billion in extra spending he has 
proposed for the next fiscal year, ending in 
September 2002. Even though it will push 
total military spending to $343.5 billion, 
the highest nominal level since the cold 
war, the add-on was $10 billion less than 
conservatives (and possibly Mr Rumsfeld 
himself) had hoped for. Adjusted for infla- 
tion, defence spending is low by historic 
standards (see chart). Worse, the new 
money is mostly to “keep the show on the 
road” by dealing with immediate short- 
falls in pay, housing and military readi- 
ness. Any real defence revolution will 
have to wait for the 2003 budget, to be pre- 
sented in February. 

The revolution is still entirely possible. 
Over the next few weeks the conclusions 
of 20 or so inquiry groups will be fed into 


the Quadrennial Defence Review. This reg- 
ular Pentagon exercise in self-examination 
is supposed to come up with a fresh view 
of defence by September. By waiting so 
long to lay out guidelines for the gpR—and 
thus compressing the entire exercise into a 
brief, hectic burst of activity—Mr Rumsfeld 
is keeping the Pentagon's old-guard bu- 
reaucrats on their toes. 

Even now, what Mr Rumsfeld supports 
is still less clear than what he opposes. In 
particular, the two-war scenario—under 
which America has shaped its armed 
forces to fight two Gulf-sized conflicts at 
virtually the same time—is plainly “not 
working”, the defence secretary told Con- 
gress on June 21st. By making defence plan- 
ners worry about fighting two nearly- 
simultaneous wars like that against Iraq in 
1991, this rule-of-thumb has made it 
harder to prepare for the much broader 
range of threats which lie ahead. 

Dropping the two-war axiom is re- 
garded as essential by those who want to 
spend more money on “transformational” 
weapons—especially those which can “see 
deep and shoot deep”. Andrew Krepinev- 
ich, a radical defence analyst whose think- 
ing has been endorsed, in part, by Mr 
Rumsfeld, cites several weapon systems 
which deserve higher priority: long-range 
bombers, missiles and unmanned aircraft, 
ships designed for coastal warfare, and 
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submarines which can fire cruise missiles. 
But Steven Kosiak, an associate of Mr 
Krepinevich at the Centre for Strategic and 
Budgetary Assessments, an independent 
think-tank, has calculated that Mr Bush’s 
$1.3 trillion tax cut means that even less 
money will be available for such new 
weapons in 2003, and thereafter, than in 
2002. So any major innovations in the ar- 
senal will require cuts elsewhere—for in- 
stance, by axing one or two of the army’s 
ten divisions, or abandoning plans to 
build a new class of tactical fighter-bom- 
bers. And even with those cuts there may 
not be much spare money to play with. 
The Republicans are in a bind on this. 
Most of them share Mr Rumsfeld’s enthu- 
siasm for expensive new projects such as 
anti-missile defences and the command of 
space. A few of them may even be willing 
to grasp the nettle and make some big 
changes in conventional defence spend- 
ing. But they have also agreed to a tax cut 
which leaves scant room for manoeuvre; 
and any further moves to raise defence 
spending will tempt the Democrats to call 
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for more spending in other areas. 

Already the Democrats, relishing their 
freshly won control of the Senate, are tak- 
ing the defence secretary to task for being 
in too much of a hurry to abandon the 
Anti-Ballistic Missile (ABM) treaty. This So- 
viet-American pledge to hold back from 
missile-interception systems is either a cor- 
nerstone of diplomacy or a pointless cold- 
war relic, depending on where you stand. 

During Mr Rumsfeld’s appearances in 
the Senate, the Democrats fretted that cur- 
rent policy might lead to the worst of all 
possible worlds. It might make the Rus- 
sians try to expand their missile arsenal—if 
they can afford it—before America has 
found out whether it can, in fact, intercept 
incoming rockets. Why, they wanted to 
know, was Mr Rumsfeld talking of his will- 
ingness to conduct tests outside the treaty 
when General Ronald Kadish, the man in 
charge of America’s anti-missile defences, 
had said there would be no violation of 
the ABM treaty under the tests planned for 
next year? A little embarrassed, the de- 
fence secretary professed ignorance of 
what the general had said, but confirmed 
that he wanted tests to be freed from the 
ABM’s Shackles soon. 

Behind this point-scoring lies an un- 
comfortable new political fact. In the clos- 
ing years of the Clinton era, there was 
something close to a consensus on the 
need to develop an anti-missile shield, al- 
though there were disagreements aboutits 
scope. Now Democratic scepticism about 
the desirability of a shield has hardened. 

So far Mr Rumsfeld has managed— 
just—to reassure everybody. To uneasy Eu- 
ropeans and anxious Russians, he has ex- 
plained that for the next year at least 
America will keep searching in good faith 
for a new balance between offensive and 
defensive systems. To those who point out 
that other non-conventional threats—ter- 
rorism, cyber-warfare and so on—may be 
of more pressing concern than some mad 
dictator’s rockets, the answer is: “Yes, but 
let's make some anti-missile defences too, 
if only to dissuade those rogue states from 
bothering to build rockets.” And suppor- 
ters of anti-missile defences have been 
told that there is no limit to the range of 
systems (on land, sea and air, for defend- 
ing both the homeland and friends over- 
seas) that the Pentagon wants to look at. 

Ingenious as it is, this many-sided 
presentation cannot go on pleasing every- 
one for ever. Pretty soon, the defence secre- 
tary will have to make some hard choices. 
An early guide will be the generals he ap- 
points. If, in the next few weeks, General 
Ralph Eberhart—now the head of the 
armed forces’ Space Command-—is named 
as the next head of the Joint Chiefs of Staff, 
it will be a powerful sign that Mr Rumsfeld 
is prepared to spend a lot of whatever 
money he can raise on making sure that 
America takes command of space. m 
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Another shot from 
Dr Feelgood 


WASHINGTON, DC 
Will the Fed’s latest cutin interest rates 
get the economy moving again? 


HE patient needs yet more medicine, 

but not another stiff dose. That is the 
prescription of America’s monetary doc- 
tors, the interest-rate-setting committee of 
the Federal Reserve. By lowering the fed- 
eral funds rate a further 0.25 percentage 
points to 3.75% on June 27th, Alan Green- 
span continued one of the most aggressive 
campaigns of monetary easing on record. 
Short-term interest rates have fallen by 2.75 
points since the beginning of the year. But 
many on Wall Street had wanted yet an- 
other half point cut, and the Fed explicitly 
left room for further cuts if necessary. 

The central bank’s decision came a day 


Cell phones in cars 


“Yada, yada, yad...” 


New York bans them; others will follow 


P OLITICIANS have not always shown 
much faith in the American motorist. 
In 1905, there was an attempt to ban 
windscreen wipers because it was 
feared they would hypnotise drivers. In 
1930, an effort was made to take radios 
out of cars; they were disturbing and dis- 
tracting. And of course there are speed 
limits so low that visiting Germans have 
to be trained how to drive below them. 
Now American motoring’s one area of 
comparative laisser faire is under fire. 

On June 25th, New York’s state As- 
sembly passed a bill prohibiting motor- 
ists from using hand-held cell __ 
telephones while driving. When Gov- 
ernor George Pataki signs it, New York 
will become the first state to ban the 
habit. Local restrictions have been im- 
posed in several other places, including 
Brooklyn, Ohio (where 500 people have 
been fined), and Westchester County, 
New York. New York city’s terrifying 
cabbies were gagged earlier this year. 

Similar laws are being considered in 
40 other sieeve pt Democrats, Senator 
Jon Corzine and Congressman Gary 
Ackerman, have introduced a bill that 
would impose a nationwide ban. Some 
two dozen countries, including Britain, 
Italy, Israel and Japan, restrict drivers 
from using hand-held cell phones; South 
Korea will start fining them in August. 

In fact, there is not much hard evi- 
dence linking cell phones to accidents. A 
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after several glimmers of good economic 
news. Consumer confidence rose in June 
for the second consecutive month. Al- 
though consumers’ estimates of their 
present situation have worsened since 
May, their expectations for the short-term 
outlook have improved. 

The housing sector, long a beacon of 
strength amidst the gloom, continued to 
do well. Sales of new homes rose 0.8% in 
May, the third increase in four months. 
New homes sales are now up 8.8% from a 
year ago. Sales of existing homes also 
jumped—by 2.9%—in May. During the first 
five months of 2001, Americans bought 
more houses than during any other similar 
period on record. And there was even a ray 
of hope from the industrial sector. Orders 
for durable goods—products, such as 
washing machines, that are likely to last 
for three years or more—rose by 2.9% in 
May, following a 5.5% drop in April. 

Unfortunately, these relatively rosy fig- 
ures have to be balanced against gloomier 


ones. Most manufacturers seem to be in » 





study by the American Automobile 
Association for the University of North 
Carolina linked 284,000 crashes to dis- 
tracted drivers; but only 1.5% of these 
had anything to do with cell phones. 
The momentum behind the “Drive now, 
ect sia Vigae coe anthony 
specific crashes, notably one invo 
Niki Taylor, a model whose driver 
leaned down to answer his phone and 
ploughed the car into a telephone pole. 
In a recent poll, 87% of New York vot- 
ers supported a ban. Even Verizon, a lo- 
cal telephone giant, endorsed the bill, 
breaking ranks with other wireless com- 
panies. The new law will take effect on 
November 1st; violators face a $100 fine. 
Talking with a headset or a speaker- 
phone will be permitted. So will arguing 
with passengers on the back seat while 
changing the radio station, adjusting the 
climate controls, applying lipstick, hav- 


ing a shave or munching a hamburger. 
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> the throes of a full-on recession. Industrial 
output fell 0.8% in May, double what 
many analysts were predicting, and the 
eighth straight month of decline. Amer- 
ica’s factories were operating at 77.4% of 
their capacity in May, the lowest level 
since 1983. According to the Fed’s own 
“beige book”, which provides an over- 
view of economic conditions around the 
country, virtually every industry except 
oil and gas drilling is showing weakness. 
And in recent weeks there has been a 
steady drumbeat of poor corporate profits 
and rising lay-offs. 

With statistics appearing to point in op- 
posite directions, it is unsurprisingly hard 
to read the economic tea leaves. But on bal- 
ance, the forward-looking indicators may 
be turning positive. In addition to this 
week's good news on consumer confi- 
dence, for instance, a widely-followed 
composite of leading indicators rose 0.5% 
in May, well above most observers’ expec- 
tations. The good news on durable-goods 
orders corroborates evidence from pur- 
chasing managers’ orders and also a sur- 
vey of business people by the Philadel- 
phia Fed: business conditions, while not 
good, are not getting worse. 

However, it is far too early to be sure 
that America’s economy has halted its 
slide. For this is an unusual type of slow- 
down. In contrast to the post-war norm, 
the expansion was not “murdered” by the 
Federal Reserve. The contraction started 
with an investment bust, as firms that had 
radically over-invested during the boom 
years of the late 1990s suddenly cut back. 
This collapse in capital spending lies be- 
hind the recession in American industry. 

The second oddity is that exports have 
provided no relief. Over the past three 
months exports have fallen at an annual 
rate of 13.4%, the weakest showing since 
the early 1990s. Compare that with only a 
year ago, when soaring exports were add- 
ing to booming economic growth. 

The dismal export performance is 
linked to the collapse in domestic capital 
spending, because many exports are actu- 
ally products that go abroad for further 
processing and are then re-exported to the 


United States. According to researchers at 
Morgan Stanley, around 35% of American 
exports in 1998 were cross-border ship- 
ments by American multinationals and by 
American affiliates of foreign multination- 
als. Many of these are re-exported back to 
the United States. The fall in these “ex- 
ports”, paradoxically, comes from falling 
demand at home. 

The main reason, however, for the ex- 
port slump is that, this time, America’s cus- 
tomers are in trouble. Europe and Japan 
are both slowing, and the drop-off in for- 
eign demand is exacerbated by the 
strength of the dollar. Usually looser 
monetary policy would imply a weaker 
dollar, but not this time (see our Econom- 
ics focus, page 70). 

Add together a global slowdown and 
the aftermath of an investment bust, and it 
is clear that America’s short-term recovery 


hinges on the consumer. So far American 
consumer spending has shown remark- 
able resilience, despite high levels of con- 
sumer debt and the faltering stock market. 
The strong housing market has been a big 
factor, since homes are the biggest source 
of wealth for most Americans. 

Energy prices are starting to come 
down, easing inflation fears and also help- 
ing consumers’ wallets. Over the next six 
months, the economy should also get a 
boost as many Americans start to get their 
tax-rebate cheques from George Bush. The 
total fiscal stimulus for the second half of 
2001 is worth 1% of GDP on an annualised 
basis, though its impact will depend on 
how much of their rebate Americans 
choose to spend. With luck, these factors 
will ensure that America starts climbing 
out of its economic hole. If they do not, ex- 
pect rather more stiff medicine to come. @ 





New York's schools 


A slow learning curve 


NEW YORK 


With the mayor and the unions at odds, reform looks a long way off 


HERE are few clearer lessons in how to 

squander $12 billion than that offered 
by New York city’s education system. Sum- 
mer vacation began this week with teach- 
ers protesting outside their schools and a 
record 330,000 pupils facing extra lessons 
and tests during the holidays because of 
poor performance. For all his efforts, Ru- 
dolph Giuliani, the city’s otherwise re- 
forming mayor, has made little progress in 
turning round America’s largest (and, once 
upon atime, its best) education system. Ac- 
cording to a recent report by New York 
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Why isn't the mayor responsible for us? 


state, three out of four schools in the city 
are failing. 

Mr Giuliani is currently battling with 
the teachers’ union over a new contract of 
employment, and with the Board of Edu- 
cation, which runs the city’s 1,189 schools, 
over its soaring costs. This week he or- 
dered an investigation into why the new 
school-building programme is expected to 
exceed its $7 billion five-year budget by 
27%. Neither dispute seems likely to be re- 
solved before term-limited Rudy steps 
down as mayor in January. 
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The contrast with his success in revital- 
ising the city’s police force is striking. The 
mayor is directly responsible for the police, 
appointing the commissioner. But, as he 
often points out, he has no such control 
over the unloved “Board of Ed”, to which 
he nominates only two of seven members, 
the others being appointed by the city’s 
five borough presidents. These unelected 
board members select the schools chancel- 
lor, the system’s chief bureaucrat—usually 


The sporting scene in south-east Manhattan 


after prolonged horse-trading with the 


mayor, who has some control over the sys- 


tem’s purse-strings. 

Mr Giuliani’s relations with his three 
chancellors have been far from ideal. They 
have given, at best, lukewarm support to 
his aims of introducing more accountabil- 
ity into the system. It remains well nigh im- 
possible to fire a teacher for incompetence. 
Giving parents vouchers with which to 
buy places at the school of their choice is 


Brooklyn gets its ball back 


CONEY ISLAND 


But nothing will make up for the Dodgers 


Cyclonic force 


HIS week 7,500 jaded New Yorkers 

spilled out of the subways and 
swarmed past Nathan’s hotdogs, and 
vendors selling funnel cakes and fried 
clams, to squeeze themselves into a 
small ballpark built on the charred ashes 
of a Coney Island amusement park. The 
match was the lowest level of profes- 
sional baseball, the home team filled 
with young men just out of high school. 
But 300 journalists showed up; Mayor 
Rudy Giuliani insisted on throwing the 
first pitch; and the Brooklyn quintet that 
first sang “The Lion Sleeps Tonight” in 
1961 returned from semi-retirement to 
sing the national anthem. 

All this because professional baseball 
has at last returned to Brooklyn. When 
the borough’s beloved Dodgers departed 
for Los Angeles in 1957, their going left 
Brooklyn with perhaps the biggest inferi- 
ority complex in sport. (At least English 
soccer supporters see their team play.) It 
also created a nation of terrified mayors 
willing to pay any amount of money for 
new sports stadiums so that, please God, 
a similar outrage could never happen 
again, at least on their watch. 

New York city spent $39m to build 
Keyspan Park (named after a local utility) 





as the new home for the Brooklyn Cy- 
clones (named after one of the few rides 
left on Coney Island). The team’s players 
are provided by their parent, the New 
York Mets, who play in the next bor- 
ough, Queens, and come closest— 
though never, to a Brooklynite, close 
enough-—to taking the Dodgers’ place. 
The Brooklyn Dodgers were a star- 
crossed team who played courageously 
but were all too often robbed at the 
game’s end, Many of the watching 
crowd expected no better from the Cy- 
clones. One fan even brought a sign 
dumping on “dem bums”, an affection- 
ate, sort of, nickname for the Dodgers. In 
the end, he raised it only once, because 
the game was surprisingly well played. 
In the final inning, the Cyclones were 
down two runs to the Mahoning Valley 
Scrappers. With two people out and two 
strikes on the batter, it appeared that 
“maybe next year” would remain the 
Brooklyn motto, But, with one perfect 
swing, a ball was smacked out of the 
park and into the red flickering lights of 
an old Ferris wheel, sending the game 
into extra innings, and then victory. Fire- 
works duly exploded over the old Coney 
Island boardwalk. Maybe this year. 
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something espoused by Mr Giuliani, but 
opposed, even as a pilot scheme, by the 
Board of Education. 

Harold Levy, the current chancellor, re- 
luctantly agreed to let Edison, a private 
education firm, bid to run five of the city’s 
worst schools—but forced them to take 
part in a political beauty contest which 
made their eventual rejection utterly pre- 
dictable. Compulsory summer school was 
belatedly introduced to end “social pro- 
motion”, whereby pupils automatically 
rise a grade each year even if they have not 
met adequate educational levels. But that 
was largely undermined last year, when 
the chancellor allowed pupils to move up 
whether they had attended summer 
school or not. 


Beyond Giuliani 

At least four of the main candidates for 
mayor want to take control of education 
directly, ideally by abolishing the Board of 
Education. According to Joseph Viteritti, a 
professor of education at New York Uni- 
versity, most city voters would like to see 
this happen. “Nobody believes any more 
that separating education from City Hall 
makes it less political,” he says. “So why 
not make the city’s top politician directly 
accountable for it?” 

This may be easier said than done, alas. 
It would require legislation by the Demo- 
crat-controlled New York state Assembly, 
which is heavily influenced by the teach- 
ers’ union and has so far shown no interest 
in giving greater power to the mayor. 

The main hope is that the union can be 
persuaded to lobby for change at the state 
level as a quid pro quo for a new employ- 
ment contract. The old contract expired on 
November 1st last year, and teachers are 
increasingly anxious to get a rise. After 
years of opposition, Randi Weingarten, the 
head of the teachers’ union, recently said 
she would not mind the mayor being 
given the right to appoint a majority of 
Board of Education members. But such a 
change could not be part of any new con- 
tract, so it is not clear that this shift in posi- 
tion is worth anything. 

The case for paying city teachers more 
is strong; they earn up to 20% less than 
their colleagues in the suburbs. As a result, 
the quality of recruits is falling; 60% of this 
year’s were “uncertified”. The challenge 
for the new mayor—assuming, as the un- 
ion believes, that no deal can be reached 
with Mr Giuliani—will be to get something 
worthwhile from the teachers’ unions in 
return for the money. Sol Stern of the Man- 
hattan Institute reckons the best hope lies 
in ending promotion by seniority rather 
than merit, and making it easier to fire bad 
teachers. But unless the next mayor some- 
how seizes control of the system, it is hard 
to believe that even Mr Stern’s ideas would 
do much to improve the lot of New York’s 
wretched schoolchildren. = 
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The Roman Catholic church 


These days, too few heed the call 


BOSTON 


The shortage of priests and nuns is hurting schools and hospitals too 


T MIGHT seem that these are good times 

for Roman Catholicism in America. 
Numbers are rising: there are 60m Ameri- 
can Catholics, and, though their share of 
the population has slipped from 24% in 
1965 to 22% today, 172,000 adults joined 
the church last year. In politics, Catholics 
are seen as the most important group of 
swing voters. And all the talk of faith- 
based initiatives ought to give the church a 
bigger say in social policy. 

The problem is the lack of priests. The 
Catholic population has doubled since 
1950, but the number of priests has risen 
by only 6%, to 45,000. Things are likely to 
get worse. According to the Centre for Ap- 
plied Research in the Apostolate at George- 
town University, almost half of all dioce- 
san priests are aged between 50 and 69. 
The number of parishes without priests 
has risen fivefold since 1965, even thougha 
tenth of the priests ordained for American 
dioceses are imports, recruited overseas. 
Nuns have become even rarer. In 1965 
there were 180,000 of them. Today there 
are only 80,000, with an average age of 69. 

This is not only a challenge for the 
Catholic church and parish life. Priests and 
nuns do sterling work in schools, hospitals 
and charities. Liberals often feud with the 
Catholic hierarchy over moral issues, nota- 
bly abortion. But visit the poorest part of 
any city in America and you discover that 
much of the social infrastructure is held to- 
gether by priests and nuns. 

That is a good thing for many non- 
Catholics. About a seventh of the students 
at Catholic secondary schools are not 
themselves Catholics (a proportion that is 
much higher in inner cities). Each year, 
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nearly 600 Catholic hospitals tend more 
than 70m people of all faiths. Even Catho- 
lic institutions that seem to serve the bet- 
ter-off usually have some commitment to 
the poor. Georgetown, a Jesuit university 
in Washington, pc, has the only top-notch 
law school with a night programme (from 
which Lyndon Johnson benefited), and 
45% of its undergraduates are non-Catho- 
lics; Bill Clinton was one of them. 

The Jesuit order, which Thomas Jeffer- 
son once tried to ban from the country, has 
arguably done more to help the poor than 
any other non-governmental organisa- 
tion. It has founded 28 universities and 46 
secondary schools. It also provided early 
champions of causes such as the right to 
state-paid lawyers for poor people up be- 
fore the courts. But the average age of 
America’s 3,549 Jesuits is more than 65. 

It may be education that suffers most. 
In 1950, three-quarters of the teachers in 
Catholic schools were nuns: now only 6% 
are. The new lay teachers may help to 
broaden their charges’ minds, but they cost 
three times as much as nuns. There are 
now only half as many Catholic second- 
ary schools as 50 years ago. 

In many poor areas, Catholic schools 
often provide the only decent education. 
But Mary Immaculate Academy, the last 
Catholic high school in New Britain, one 
of Connecticut's rougher towns, has just 
had to close. Although it was getting more 
students, it could not cover its costs with- 
out increasing its fees beyond what most 
of their parents could afford. School 
vouchers, which let parents choose where 
to spend their education dollars, would 
have helped, of course; but President Bush 
has abandoned vouchers. 

If he had not, archbishoprics would 
have more money available to help Catho- 
lic hospitals, 46 of which have closed in the 
past decade. The main problem has been 
cutbacks in government subsidies for 
health care for the poor. But the decline in 
vocations has deprived them of cheap 
manpower. The same applies to charitable 
work: priests, in such short supply, have to 
concentrate on their basic business. 

Why are priests getting fewer? Voca- 
tions are rising in much of Africa and Asia. 
In the United States, many people believe 
that the rule of celibacy is closing people’s 
ears to the call. (The Byzantine-Rite Catho- 
lic church and the Orthodox church, 
which allow their priests to be married be- 





What will you be when you grow up? 


fore ordination, get plenty of vocations.) 
Other fingers point at “outmoded” Catho- 
lic views on contraception and divorce, 
and a rash of sexual scandals. 

But these problems are not novel. Celi- 
bacy has been a challenge for 900 years. 
Anyone who thinks that sex scandals are 
new might look up the Borgia popes. Any- 
way, in some parts of the United States the 
church’s recruiting is going well. 

The archdioceses of Omaha, in Ne- 
braska, and Atlanta, in Georgia, each of 
which serves the fairly modest number of 
250,000 Catholics, average around seven 
vocations a year apiece. At the other end of 
the scale Los Angeles, the largest archdio- 
cese in America, with over 4m Catholics, 
ordained two priests in 2000; Boston, with 
over 2m faithful, ordained six. 

The difference may be that Atlanta and 
Omaha try harder. Cardinal Roger Ma- 
hony in Los Angeles and Cardinal Bernard 
Law in Boston spend less than 1% of their 
total budgets and less than one week a 
year of their own time on looking for new 
priests. In Omaha, Archbishop Elden Cur- 
tiss says that a tenth of his budget goes on 
recruiting priests. In Atlanta, Archbishop 
John Donoghue, who opened five new 
Catholic schools this year, spends a lot of 
time urging the need for vocations. 

The way these two archbishops talk 
would not sound odd coming from the 
tongue of a company boss engaged in 
fighting the “war for talent”. Archbishop 
Donoghue inveighs against the presump- 
tion, common among priests, that “if we 
pray, God will provide.” Archbishop Cur- 
tiss believes that there “are as many voca- 
tions today as there have ever been”, but 
that “the number of vocations a diocese 
will receive is inversely linked to how lib- 
eral [in terms of Catholic doctrine] that 
diocese has become.” 

Such language scares many on the left 
in America. But if liberals want to keep 
hospitals and schools open, maybe they 
should wish the two archbishops well. m 





Lexington Swinging in the wind 


Is George Bush more like Bill Clinton or Ronald Reagan? 
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FEW weeks ago, George Bush was Ronald Reagan—an un- 

bending conservative inflicting a huge tax cut on a sceptical 
public, pushing an even vaster “son of star wars” at reluctant Eu- 
ropeans, and preparing to disembowel the Social Security sys- 
tem by setting up a commission stuffed with people who want 
to privatise parts of it. That was Bush the ideologue. 

Now comes Bush the panderer. This is the man who surren- 
ders to protectionists on Capitol Hill by asking his trade flack 
whether the steel industry (strong in Pennsylvania and West Vir- 
ginia) needs import restrictions; the man who tells the navy to 
find somewhere other than the Vieques range in Puerto Rico 
(strong in New York and Florida) to practise its bombing. And 
this is the Bush who, after months of pointing out that energy 
price-controls will help California about as much as they helped 
former communist countries, turns around and meekly acqui- 
esces when the independent but politically sensitive Federal En- 
ergy Regulatory Commission decides to impose price caps 
anyway (delightfully defined by Mr Bush’s spokesman as “a 
market-based mitigation plan”). 

So it’s official. Mr Bush is now Bill Clinton, lacking any policy 
compass, defining a spade as a labour-saving garden device and 
prepared to say and do almost anything to get votes. Good heav- 
ens, the man even conducts polls and holds weekly sessions 
where pollsters discuss policy, just like you-know-who. 

And, since those who live by the poll die by the poll, along 
comes—right on cue—a survey in the New York Times which in- 
deed shows Mr Bush is doing worse, down four points in the rat- 
ing of his overall performance. It may be wrong: some other 
polls show no decrease. But in the world of Washington poli- 
ticking bad news drives out good—and confirms the need for 
more politically driven policy-tinkering to push ratings up again. 

Lexington’s reaction to this is broadly the same as the corrupt 
police chief's in “Casablanca” when closing down Rick's bar. “I 
am shocked, shocked to find that there is politics going on in this 
establishment.” Mr Bush’s criticism of energy price-caps was 
hurting Republicans in California, so naturally that criticism had 
to be moderated. On trade, he is calculating that appeasing the 
steel lobby will help him win a bigger fight for Trade Promotion 
Authority. As for the Vieques decision, that is already playing 
well among Latinos, whose approval ratings for the president 
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are at 59%, far above both the nationwide average and Mr Bush’s 
share of Latino votes last November. 

Politics, in other words, not just as normal but pretty much as 
Mr Bush’s critics were demanding a month ago—that is to say, 
politics that appeals to swing voters. And, if Mr Bush gets at- 
tacked for it, he deserves little sympathy. He should not have ex- 
aggerated his criticism of Mr Clinton for doing the same thing, 
nor claimed that he would make “decisions based on principle, 
not based on polls or focus groups.” The “permanent campaign” 
—in which the line between campaigning and governing has be- 
come all but invisible—is indeed permanent. 

The fact that Mr Bush has a Clintonian side should surprise 
nobody; the real surprise is how Reaganesque he was to begin 
with. For better or worse, Mr Bush transformed the political 
environment on tax cuts even while opinion polls showed them 
to be unpopular; on missile defence and Kyoto, he calmly ig- 
nored his allies’ nervous flapping. What is going on? 

One explanation is that Mr Bush is developing a schizo- 
phrenic presidency, in which there are two Bushes, a Reaganes- 
que and a Clintonian one. On things that Mr Bush campaigned 
vigorously for, he is determinedly principled. That explains his 
toughness on taxes, missile defence and possibly (it remains to 
be seen) Social Security. But on secondary matters he is pre- 
pared to cave in with breathtaking and brutal casualness. Hence 
his acquiescence in energy price-controls—something that west- 
ern Republicans were almost certain to vote for anyway (so why 
get into a fight with them about it?). Hence his willingness to 
abandon the Vieques range (which was likely to be rejected in a 
referendum in Puerto Rico this year, so why not salvage some- 
thing from Puerto Rican voters now’). Mr Bush is prepared to cut 
his losses rather than defend principles in pointless battles. 


Ron, Bill, Ron, Bill, Bill, Bill... 

There is a good deal in this view. Mr Bush has never been solely 
a conservative, nor a centrist, but both at different times. Yet 
there remains a problem with the idea of a “schizophrenic presi- 
dency”. It takes too much account of Mr Bush’s own political 
personality, and too little of the circumstances he faces. 

The problem can be seen most clearly with his education re- 
forms. Along with tax cuts, education was supposed to be one 
of his signature issues. If the “principled-on-big-things” view 
were all there is to him, Mr Bush should have steadfastly de- 
fended conservative views on education reform, vouchers and 
all. Instead, he caved in to Democrats from the start. Why? Be- 
cause he knew he had only a little time to get his top priorities 
agreed on before the Senate changed hands (though he feared 
that might happen through illness or death, not defection). Po- 
litical circumstances, not his own preferences, decided policy. 

Now the Senate has changed hands. Over the next few 
months, most of the issues he will face are likely to be Demo- 
cratic ones, thanks to that party’s control of the Senate’s agenda. 
This means the Clintonian Bush is likely to have the upper hand 
a while longer. Of course, there will be chances for him to be 
Reaganesque again (cutting back Congress’s appetite for spend- 
ing ought to be one: this is already out of control). The character 
of Mr Clinton's presidency did not fully emerge for two years, 
until after the 1994 mid-term elections. The same may prove true 
for Mr Bush. But in the battle between the Reaganesque and 
Clintonian sides of him, the circumstances of the next year or so 
surely favour the latter. m 
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Brazil's opposition 


A party in search of the voters 


SAO PAULO 


As the 2002 elections approach, Lula da Silva’s Workers’ Party is trying to sound 
more moderate. That may not make it more electable 


AVING lost the past three presidential 
elections, Luiz Inacio Lula da Silva, the 
leader of Brazil's left-wing Workers’ Party 
(pt), is hoping to be fourth time lucky. He 
has plenty of reasons to be hopeful: loom- 
ing electricity shortages; rows among 
members of President Fernando Henrique 
Cardoso’s centre-right coalition, and ac- 
cusations of corruption; a weak currency 
and rising interest rates, and thus the pros- 
pect of lower growth and higher inflation. 
Whereas Mr Cardoso romped home in 
the 1998 election, current polls show that 
even the strongest of his potential chosen 
successors—Jose Serra, the health minis- 
ter—is trailing far behind Mr da Silva. How- 
ever, things are not as good for the PT as 
they seem. Mr da Silva's lead is likely to 
shrink once the campaign proper begins, 
since the coalition parties will have the 
lion's share of free election broadcasts, 
which will be allotted in proportion to the 
votes cast in 1998. Furthermore, Mr Car- 
doso won that year despite the early signs 
of a crisis that led Brazil to seek a bailout 
from the IMF and to devalue the real. Vot- 
ers felt that the policies of the PT and its 
leader were either unclear or wrong, and 
that it could not be trusted to run the econ- 
omy, least of all in bad times. 
In an attempt to change this, the pT this 
month published a draft economic-policy 


document which takes it several steps fur- 
ther from the hard-left policies that it has 
edged away from with every successive 
poll defeat. The most important change it 
proposes is that the pt should accept infla- 
tion targets, though it hedges this with ar- 
guments that they must have equal stand- 
ing with social targets. There is also no 
mention, as there was in 1998, of renation- 
alising former state industries or imposing 
import restrictions. 

The document is not the only sign of 
growing realism in the PT, says David 
Fleischer, a professor of politics at Brasilia 
University. The party has just reached an 
accord with the government to pass a bill 
limiting the president's use of decrees. It is 
less radical than the pt had hitherto called 
for: in office, Mr da Silva too would need 
discretionary powers, just as Mr Cardoso 
does. And the pt also seems to be co- 
operating with the government in negoti- 
ating a bunch of tax reforms, aiming to 
pass them before the election. This is a big 
change from just saying no, as it used to, 
says Mr Fleischer. 

So has Brazil’s main left-wing party 
made a great leap to the centre and thus to- 
wards electability, as Britain’s Labour 
Party did? Not quite. There is still plenty in 
the policy document that is sure to worry 
sceptical voters. Although it does not call 
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for a default on Brazil's public debt, as it 
once did, it talks of capping the share of tax 
receipts that goes on debt servicing, which 
does not sound very different from de- 
faulting. The documentis packed with pro- 
posals for more public spending. And itin- 
dulges in the fantasy that Brazil could 
somehow cut the interest it pays on its 
public debt while both spending and bor- 
rowing more. Not to mention calling for re- 
strictions on “speculative capital”—ie, 
some sort of exchange controls—and rul- 
ing out privatising the oil industry and the 
federally owned banks. 

Nevertheless, the documentis a step in 
the right direction, reckons Eduardo Gian- 
netti, a professor of economics at the uni- 
versity of Sao Paulo. Having opened a 
public debate on its policies, the pT will » 
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> now be under pressure to re-examine its 
more impractical proposals and clarify 
those that lack detail. Better to do that now, 
rather than when in power. 

Brazil has many political parties, which 
means that neither the pT nor any other 
party is likely to get a majority in Congress 
on its own. This, plus the rules on election 
broadcasts, means that the pt’s chances 
would be boosted were it to join forces 
with other centre-left groups. It made un- 
precedented efforts to do this in last year’s 
municipal elections, though not all poten- 
tial partners are keen. 

Assuming the pT might be ready to gov- 
ern Brazil by election day in October 2002, 
is Brazil ready to be governed by even a 
paler-pink version of the party? Mr Car- 
doso, perhaps surprisingly, says yes, be- 
cause many of his economic reforms are ir- 
reversible. Certainly, it would be hard to 
buy back the public utilities that have been 
sold. And Brazilians would be unlikely to 
tolerate a party whose policies risked a re- 
turn to the rampant inflation of the past. 
Nevertheless, to achieve sustainable de- 
velopment Brazil needs to cut its budget 
deficit further, not raise it; contain public 
spending while spending more efficiently; 
and deregulate and privatise more. 

The pt’s draft policy document sug- 
gests that it still fails to recognise all this. Al- 
though its most radical policies have been 
ditched, what remains is enough to make 
investors fear a President da Silva, and vot- 
ers may well follow suit. = 


Peru 


Yes, he’s back 


LIMA 


The eminence grise in handcuffs 


GHT months after slipping away on a 

luxury yacht, Vladimiro Montesinos, 
former spy chief and cEo of the corrup- 
tion ring that once ruled Peru, returned on 
June 25th in handcuffs. He had been seized 
from a safe-house in Venezuela’s capital, 
Caracas, and immediately extradited. Ven- 
ezuela’s president, Hugo Chavez, has de- 
nied that he was sheltering him. 

Peruvians have greeted the reappear- 
ance of Mr Montesinos, who had a $5m 
price on his head, with mixed feelings. His 
return coincided with a huge earthquake 
that killed more than 100 people in the 
south of the country, made more than 
47,000 homeless and caused appalling 
damage—notably in Arequipa, where Mr 
Montesinos was born. Peruvians do not 
much relish a political earthquake as well, 
but they know that the return of the old 
spy chief means months of raking over ex- 
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tremely murky details of the country’s re- 
cent past. 

Mr Montesinos, an obsessively secre- 
tive man, is believed to be privy to the 
dirty secrets of most of the country’s elite. 
Some of what he knows is already public 
in the form of about 2,000 videotapes that 
were seized when he fell. These graphi- 
cally demonstrated the extent to which he 
corrupted almost all Peru's institutions. 
Dozens of people, including military offi- 
cers, judges, politicians and owners of tele- 
vision channels, have been jailed on this 
evidence. But he knows far more. 

Will he talk? In his first meetings with 
anti-corruption judges, Mr Montesinos 
gave signs that he was willing to co-oper- 
ate, even though he can hardly hope—with 
52 charges already laid against him on 
counts ranging from human-rights of- 
fences to drug-trafficking and money-laun- 
dering—for anything but a lifetime in jail. 
He also claimed to have recorded an aston- 
ishing 30,000 secret videos that he said he 
would turn over. If it exists, this clandes- 
tine video library will be a political tinder- 
box. Small wonder that Mr Montesinos 
appeared in a bullet-proof jacket and re- 
fused to eat his food unless a prison guard 
tested it first. 

The man most vulnerable to his evi- 
dence is Peru's ex-president, Alberto Fuji- 
mori, now in self-imposed exile in Tokyo. 
So far, the case against the former presi- 
dent has proved hard to build. However, 
Mr Montesinos’s loyalty to him appears to 
have run out. Carlos Reyna, a sociologist at 
Desco, a think-tank, believes that Mr Mon- 
tesinos will say what the rest of the ex- 
ministers and officials have been saying: 
“that the president ordered him to do 
everything.” Mr Montesinos is already 
said to have told investigators that Mr Fuji- 
mori told him to film all his meetings at the 
intelligence service. And although his 
word alone would notinstil confidence, he 
probably has a video to back it up. 

Mr Montesinos has returned to a differ- 
ent country from the one he left. Investiga- 
tors are confident they have already identi- 
fied some 80% of those involved in sleaze. 
Institutional reforms have begun under 
the transitional government. Cleaning out 
has started in the armed forces and else- 
where: of the 77 generals in the police force 
at the time of Mr Fujimori’s fall, for exam- 
ple, 44 have been sent into retirement. The 
purge has been less drastic in the armed 
forces, but many officers have been sent 
home. The transitional government has 
also been strictly respectful of the auton- 
omy of the judiciary, setting the tone for 
the new government of Alejandro Toledo, 
which takes office at the end of July. 

Mr Montesinos’s return may stiffen the 
spines of the judges, who had seemed to 
be going easy on some of the more power- 
ful businessmen tarnished by their ap- 
pearances in “Vladivideos”. It may also de- 








Montesinos has more to reveal 


moralise suspected cronies of the spy 
chief, who were apparently working to ob- 
struct investigations and unsettle the 
country. Many believe that the bomb that 
went off shortly before the recent election 
may have been the work of people close to 
Mr Montesinos. His arrest should cut the 
loyalists down to size. As long as the spy- 
chief was at large, his enormous capacity 
to blackmail was a constant threat to sta- 
bility. That threat, at least, is diminished. = 


Education in Canada 


Suck it and see 


OTTAWA 
Ontario tries school vouchers 


EORGE BUSH may have given up 

school vouchers, but across the north- 
ern border Ontario’s premier, Mike Harris, 
is being much braver. After several false 
starts, he has brought in a plan far more 
radical than anything yet seen in the Un- 
ited States. It offers parents who send their 
child to a private school a refund in the 
form of a tax credit. This will rise over five 
years in steps of C$700 ($460) a year to 
C$3,500, or half the cost to the province of 
keeping a pupil in a public school. 

Critics say that the scheme will under- 
mine Ontario’s public schools, which they 
see as the foundation of an integrated soci- 
ety. Toronto, a smorgasbord of races and 
religions, has a reputation for tolerance. Mr 
Harris’s opponents claim that encouraging 
more private and religious schools (On- 
tario now has 730 private schools, half of 
them linked to a church, synagogue or »» 
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>» mosque) will lead to social breakdown 
and ethnic segregation. They also com- 
plain that private schools do not have to 
follow the official Ontario curriculum, that 
their teachers are not officially licensed 
and that pupils do not sit provincial tests. 
Private elementary schools are not regu- 
lated by the education ministry. 

But Mr Harris is a shrewd politician. He 
swept to power in 1995 by promising a 30% 
cut in provincial taxes, while eliminating 
Ontario's C$9 billion budget deficit. He 
achieved both, mainly by wielding the 
hatchet. In particular, he cut the money for 
public schools, forcing closures in both cit- 
ies and rural areas. Teachers went on strike 
when he increased their workload. The 
elected boards that run the schools were 
deprived of local tax revenues, even as stu- 
dent numbers were rising. 

Mr Harris then held back from further 
reform while he concentrated on winning 
a second term in an election two years ago. 
He is probably on safe political ground 
with his new scheme. Six other provinces 
in Canada provide money directly to priv- 
ate schools. Mr Harris’s plan differs in that 
it will give the money directly to parents. 

That idea has widespread support 
among all parents who despair of the pub- 
lic schools, and particularly those who 


Argentina 


want their children educated in their faith. 
The idea of the tax credit began with a 
complaint to the United Nations Human 
Rights Commission in Geneva by several 
Jewish and Christian groups. They argued 
that a constitutional provision whereby 
Catholic schools received provincial funds 
was discriminatory. In its ruling in 1999, 
the commission agreed. 

Mr Harris at first argued that the financ- 
ing of Catholic schools was a special case, 
guaranteed by the 1867 British North 
America Act that created the Canadian 
confederation. It was aimed particularly at 
reassuring Catholic Quebeckers. Janet 
Ecker, Mr Harris’s education minister, said 
that extending public financing to other re- 
ligious schools would cost $500m-700m a 
year. Since Ontario's tax-credit scheme 
covers only part of the costs of schooling, 
that figure is now about $300m. 

On June 27th, despite passionate objec- 
tions from Ontario's Liberal and New 
Democratic opposition, Mr Harris got his 
way with the passing of the budget bill, in 
which the school-voucher plan was bu- 
ried. With that, he has taken another step 
either towards undermining Canada’s 
welfare state, or towards increasing 
individual freedom and national competi- 
tiveness. Take your pick. m 


And now, “Big President” 


All-day Fernando de la Rua 


OBODY, it seems, wants to be left 

out of Argentina’s current boom in 
television reality shows. After the suc- 
cess of local versions of “Big Brother” 
and “Survivor”, a camera is now to be 
installed in the presidential palace, the 
Casa Rosada, to film everything (well, al- 
most) that President Fernando de la Rua 
gets up to. The results will be edited and 
broadcast several times a day on the 
state channel, Canal 7: thus dispelling, it 
is hoped, the notion that the president 
spends his time twiddling his thumbs 
while his economy minister, Domingo 
Cavallo, runs the country. 

This is a dangerous strategy. Mr de la 
Rua’s predecessor, Carlos Menem, was 
famous for his love of show business, 
even closing his 1995 presidential cam- 
paign with an appearance on the hit 
show “Videomatch”. In deliberate con- 
trast, before his election victory two 
years ago, Mr de la Rua boasted in televi- 
sion commercials that he was a very 
boring man. Audiences agree: his ap- 
pearances last year on several leading 
talk shows made their ratings plummet. 
Worse, when he decided to make his 

own appearance on “Videomatch” last 





December, a member of the audience 
upbraided him and left him looking em- 
barrassed. 

With a congressional election ap- 
proaching in October, opinion polls sug- 
gest that over three-quarters of Argen- 
tines are dissatisfied with Mr de la Rua. 
That, says his circle, is at least partly due 
to ais haar carpi ddan ied 

Freddy Villarreal, an impressionist on 


“Videomatch”, and by leading newspa- 


per cartoonists, such as Nik in La Nacion. 
P“ Mr de la Rua’s team is apparently 
pressing the media to be nicer. But it is 


unclear whether blanket exposure will 


help the president win back viewers, or 
whether they will vote that Fernando 
should leave the house in 2003. 


Justice in Bolivia 
Trial and error 


LA PAZ 
Give them reform, but not yet 


S JUNE began, Bolivia introduced a 
new and radically different penal 
code. It includes the full presumption of in- 
nocence until proven guilty, public trial by 
jury, the hearing of oral evidence in open 
court and the creation of a prosecution ser- 
vice that is independent, rather than an 
arm of the police. 

This may be standard stuff in western 
countries, but it is a revelation in Bolivia, 
and a big step forward. Court cases there 
often drag on for four years or more before 
a verdict. Some 80% of Bolivia’s prisoners 
are unconvicted, most of them behind 
bars because they cannot afford to post 
bail. Nonetheless, the country’s main 
body of lawyers has asked the govern- 
ment to postpone the introduction of the 
new code for a year. “The courts are nei- 
ther physically prepared, nor has there 
been sufficient training given,” says Javier 
Guachalla, vice-president of the lawyers’ 
college in La Paz. 

The police, too, are not ready. Although 
Bolivia's chief of police, Walter Osinaga, is 
confident, public prosecutors are privately 
worried that they will not get enough po- 
lice support to carry out prosecutions suc- 
cessfully. Mr Guachalla wonders how 
many of the police really understood their 
recent training in new procedures for gath- 
ering evidence, interviewing suspects and 
protecting a crime scene from tampering. 
“Sure, they all have their training certifi- 
cates, but what they learned is doubtful,” 
he concludes. 

According to public surveys, Bolivia's 
police force is also one of its least-trusted 
institutions. Although Mr Osinaga says the 
police are “optimistic about the future and 
not afraid of the changes,” he also admits 
the force needs to “introduce a new cul- 
ture, and do more to recover its institu- 
tional values and ethics.” Regaining the 
public’s confidence may be the plan, but 
many expect the new procedures to ex- 
pose the police to further bad publicity. 

It will probably be at least three months 
before the first case is heard under the new 
trial system. Cases brought before May 
31st will be tried under old procedures. But 
the justice minister, Luis Vasquez, is refus- 
ing to delay the new code. One more year 
will not make lawyers any happier about 
it, since many seem worried mostly about 
their ability to argue a case in open court. 
And Bolivia's prisoners and public agree 
that a cleaner justice system is both wel- 
come, and long overdue. m 





AIDS in Nigeria 


Silent leaders help the virus to spread 


LAGOS 


As the UN meets to discuss AIDS (see page 73), the epidemic gets much less 
attention than it should from Africa’s leaders. Straight talk is the answer 


N Arundown bus park in central Lagos, a 
man with a microphone begins a patter 
of jokes that gathers a small crowd. He 
pulls one man from the mass and asks him 
if he has arps. No, is the reply. Does your 
girlfriend? No, again. How do you know? 
Laughter and an embarrassed admission 
that the man does not know. Do you have 
other girlfriends? The man says he can't 
answer because his girlfriend is nearby. 
Do you use condoms? No, says the man, he 
prefers “skin to skin”. He is then invited to 
take off his trousers and show his man- 
hood to the world. The crowd howls. “Al- 
right, I'll have to do it myself,” says the 
man with the microphone. He reaches into 
a bag, pulls out a dildo and straps it to his 
waist. When he turns back to face the 
crowd, the bus park is in uproar. 
For the Society for Family Health (SFH), 
a Nigerian A1ps-education project, this is 
success. People are listening. The man with 
the microphone shows a condom, and 
tells you how cheap they are and how they 
can save your life. Questions from the 
crowd reveal how horrifyingly little Nige- 
rians have been told about the virus. Does 
it really exist? How do you get it? Is there a 
cure? Many believe it is caught from lava- 
tory seats or spread by witchcraft. Thou- 


sands seek cures from bogus “doctors”, or 
evangelical churches. 

The latest, probably inaccurate, survey, 
taken in 1999, said that even then 2.7m of 
Nigeria’s 120m people were infected with 
HIV. Almost nobody had foreseen the ca- 
tastrophe. While arps was ravaging much 
of the rest of the continent, it spread more 
slowly in West Africa, and was diagnosed 
later. The reason is not clear. Some think it 
has to do with the Hrv strain prevalent in 
West Africa. Others believe that male cir- 
cumcision—relatively less common in 
parts of Africa—slows the virus’s spread. 

Asin many African countries, frank talk 
of sex and Arps is taboo in Nigeria. As late 
as 1997, Fela Kuti, a popular musician and 
the brother of a former health minister, 
was telling Nigerians that Arps did not ex- 
ist. In August that year Mr Kuti died from 
an AIDS-related illness. For many Nigeri- 
ans, that made it real for the first time. 

The government admits that AIDs is 
now widespread, and says the epidemic 
has reached the explosive stage when it 
breaks out of high-risk groups such as 
prostitutes and migrant workers into the 
population at large. In some areas the in- 
fection rate is already 21%. Nigeria may 
overtake South Africa as the country with 
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the most Arps cases in the next two years. 

But Nigerians are not being warned. In 
Uganda, President Yoweri Museveni saw 
that education was the best way of com- 
bating the spread of the disease and 
launched a noisy campaign that broke 
through religious and cultural taboos to 
talk openly about sex. An explicit radio 
programme called “Straight Talk” encour- 
aged women to protect themselves by tak- 
ing responsibility for their health and their 
relations with men. As a result, Uganda’s 
rate of Hv infection has fallen. 


Being honest 
Straight talk is what Nigeria, like much of 
the rest of Africa, has not got. Though most 
Nigerians now know that AIDs is con- 
nected to sex, public-education campaigns 
are coy. They talk about the dangers of 
sharing needles or razor blades, not about 
safe sex. All surveys, however, show that 
HIV is spread in Nigeria by sex. In March a 
radio advertisement alerting the young to 
the dangers of unsafe sex, prepared by SFH 
and government ministries, was taken off 
the air after the advertising-standards 
body objected to its explicit language. The 
straight talking had to be toned down. 
Religion also plays a part. Christian and 
Islamic leaders object to the open discus- 
sion of sex. The fact that Nigeria contains 
something like 250 different ethnic groups 
creates a minefield of conflicting cultural 
values and practices. And many Nigerians, 
like other Africans, fear being corrupted by 
what they see as loose western morals. As 
a result, only 80m condoms are expected 
to be used this year in Nigeria: on average, 


not much more than two per couple. Most >» 
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couples do not use them at all. 

One Lagos-based radio station, Rhythm 
FM, has begun its own campaign, broad- 
casting hourly anti-arps messages. Private 
initiatives of this sort show up how little 
the government is doing. The govern- 
ment’s AIDS action plan looks well 
thought-out—but so far remains only a 
plan. President Olusegun Obasanjo, 
elected in 1999, has talked much about do- 
ing something about Arps, but has actu- 
ally done precious little. 

South Africans argue about govern- 
ment support for anti-retroviral drugs for 
AIDS sufferers.That issue is not yet on the 
agenda in Nigeria. Even if it were, the state 
of Nigeria's civil service would hinder any 
action. Government in Nigeria has for 
years been moribund. Reviving it will take 
too long for most Arps sufferers to notice. m 


South Africa 


Haunted by a hat 


JOHANNESBURG 
A public scrap shows tensions at the top 


HE “flaunted her disrespect”, boomed 

the president’s spokesman last week. 
Winnie Madikizela-Mandela’s “tomfool- 
ery” and “unbecoming” behaviour 
spoiled a commemoration of the 1976 So- 
weto uprising on June 16th. She came late, 
interrupted a speech, drew loud chants of 
“Winnie, Winnie” from the crowd and 
flounced on stage to kiss President Thabo 
Mbeki. He drew back and seemed to knock 
her baseball cap to the ground. Unhappily 
for him, television crews filmed it all. 

There is no love lost between Mr Mbeki 
and the ex-wife of his predecessor, Nelson 
Mandela. But the public clash caused a 
storm of debate. He mistreated the head of 
the women’s section of the African Na- 
tional Congress (ANC), say some. What an 
example to setin a country where violence 
against women is widespread. His allies 
retort that Ms Madikizela-Mandela is a 
troublemaker: she always pulls the same 
stunt at rallies; she misses meetings; her 
leaked letters spread harmful rumours 
that Mr Mbeki is a womaniser. 

Most troublingly, she is popular. At the 
last ANC elections in 1997, she was easily 
voted on to the national executive commit- 


tee. She lives in Soweto and goes to funer- 


als that he shuns, such as that for Nkosi 
Johnson, a famous child Arps victim who 
died a month ago. She speaks out on pov- 
erty. Township residents will forgive her 
anything, even her part in the deaths of 
two young boys in the 1980s. Last week 
she railed against the government, saying 
that squatter camps were now “worse 


hae 


Brighter days in the copperbelt 


CHINGOLA 


TARING into the Nchanga open-cast 

copper mine can make you dizzy. It is 
one giant hole: 500 metres deep and al- 
most five kilometres (three miles) long. 
But it is not as big as the hole that Zam- 
bia’s state-run copper industry used to 
leave in the national accounts. By the 
late 1990s, the mines, once the motor of 
the country’s economy, were losing mil- 
lions of dollars each month. This was 
not simply because of low copper prices: 
production plummeted from over 
700,000 tonnes a year in the 1970s, 
shortly after nationalisation, to about a 
third of that in 2000. Mismanagement 
was largely to blame. But last year the 
mines were privatised. Recovery 

The richest pits were sold to Anglo 
American, the South African (but Lon- 
don-listed) mining giant that 
owned them. Some Zambians raged that 
this was tantamount to bringing back 
colonialism. Donors fret that the state 
copper company was looted in the 


run-up to privatisation. But since the sale 


was completed, new investment has 
sparked a boom in Zambia’s copperbelt. 

When the men from Anglo returned, 
they found rusting machinery, lax safety 
standards and cooling towers that 
spewed sulphurous fumes over the sur- 
rounding countryside. Of the seven big 
mechanical shovels at Nchanga, only 
two or three worked. The rest had been 
cannibalised for parts. 

As for graft a 
Tim Wadeson, the head of Konkola Cop- 
per Mines, Anglo’s partly-owned Zam- 
bian subsidiary, tactfully talks of a lack 
of money leading to a “culture of short- 
cuts”. And as the computers were gen- 





than they were when I told them to vote 
ANC for a better life”. 

Mr Mbeki sorely lacks her common 
touch. He is bookish, remote and seems 
shy of cameras and crowds. The lives of 
poor black South Africans will be im- 
proved, he says, if the economy grows and 
the world believes in a stable South Africa. 
True, but that is hard to sell to hungry peo- 
ple. He is struggling to keep the more popu- 
list parts of his ruling coalition in check. 

In April the president soured his rela- 
tions with three popular prominent ANC 
men no longer in government, Cyril Rama- 
phosa, Tokyo Sexwale and Mathews 
Phosa. Claims of a “plot” against him were 
used to launch a police investigation into 
their activities. A new test will come in Au- 
gust, when the trade unions are planning a 
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erations out of date, proper financial 
controls were diffi 

Anglo expects to return the mines to 
profitability this year, and to bring envi- 
ronmental and safety standards in line 
with Zambian law by 2003. Meanwhile, 
local contractors enjoy the novel experi- 
ence of actually being paid. A cluster of 
new restaurants and guest houses has 
popped up to feed and shelter the new 
influx of engineers and consultants. Un- 
employment is still dire, but the sale of 
the monna has probably dented it. Sev- 

eral thousand mine employees were laid 
off shortly before privatisation, but thou- 
sands have also been hired since by con- 
tractors. In addition, countless drivers, 
waiters, caddies, shop assistants and 
clerks owe their jobs to the new invest- 
ment that privatisation has brought to 
the copperbelt. 

Largely because of new investment 
in the mines, the Zambian economy as a 
whole is expected to grow by more than 
idis , a much-needed boost after 


uncertainty. 


two-day general strike to protest against 
the privatisation of state utilities, espe- 
cially electricity. The country’s largest fed- 
eration of unions, COSATU (which like the 
Communist Party shares power in the rul- 
ing coalition), gave formal notice of the 
strike last week. It claims nearly 2m mem- 
bers, and says the protest will be vast. 

Mr Mbeki hopes to face down the strike 
and COSATU, although ready to stir up 
trouble, does not want a serious rift with 
its ANC partner. But, if the protest really is 
vast, privatisation risks getting a bad name 
among ordinary South Africans. This 
could delay other sell-offs. The Mbeki 
team has closed ranks against Comrade 
Winnie, but her popularity and charisma 
remain strong. That knocked-off baseball 
cap may yet haunt Mr Mbeki. @ 





Israel and Palestine 
Powell in the 
lions’ den 


JERUSALEM 


The two sides still far apart 


T resolve of the Bush administration 
to give up American efforts to mother 
the Middle East peace process was broken 
this week. Colin Powell, the secretary of 
state, flew to the region to meet Yasser Ara- 
fat, the Palestinian leader, and Ariel Sharon, 
the Israeli prime minister, and cajole them 
to keep an agreement both have accepted 
but hardly adhered to. 

Mr Powell says his task is to press ahead 
with the ceasefire brokered by the CIA 
chief, George Tenet, earlier this month. In 
particular, he wants to “join the dots” be- 
tween Mr Tenet’s truce and the other steps 
to end violence that were recommended in 
May by a report from a committee headed 
by George Mitchell, a former senator. 

The report proposed a cooling-off per- 
iod in which the Israeli army would return 
to positions held before the outbreak of 
fighting in September, a series of confi- 
dence-building measures, including a 
freeze on Israel's settlement construction in 
the occupied territories, and a resumption 
of security co-operation between Israel 
and the Palestinian Authority (PA). Lastly, 
it proposed a return to negotiations. 

Mr Powell believes that the ceasefire 
has made enough progress at least to start 
the cooling-off period and set up “a loose 
time-frame” for Mr Mitchell's other propos- 
als. Mr Sharon disagrees. In a very public 
row at their meeting in Washington on 
June 26th, the Israeli prime minister visibly 
bridled at Mr Bush's assertion that the 
ceasefire was “progressing in inches”. Mr 
Sharon insists the Palestinians have simply 


No olive branches here 


not observed the truce. 

Mr Sharon wants America to back his 
deadlines for implementing Mr Mitchell's 
plan. These are a ten-day period in which 
the Palestinians would end “hostilities, ter- 
rorism and incitement” before a cooling- 
off period of at least six weeks. He then 
wants three months for confidence-build- 
ing and would “rewind the clock” when- 
ever Palestinians broke the agreement. 

For the Palestinians, both the demands 
and the timetable are impossible, because 
they would undermine Mr Mitchell's pro- 
posals. They want the cooling-off period to 
be much shorter and a clear timetable for 
implementing his other proposals, above 
all, the freeze on settlements. And where 
Mr Sharon invokes the mantra of “no talks 
under fire”, the Palestinians invoke their 
own call, equally embedded in Mr Mitch- 
ell’s report: “An end to violence cannot be 
sustained without meaningful political ne- 
gotiations. It is imperative for our people to 
see material and tangible progress on the 
ground as soon as possible,” as the PA putit 
this week. 

Since the ceasefire was approved on 
June 13th, eight Palestinians and six Israelis 
have been killed in the occupied territories. 
Palestinian guerrillas have broadly ob- 
served the ceasefire within pA-controlled 
areas but not in the still occupied parts of 
the West Bank and Gaza. 

In response, the Israeli army has main- 
tained blockades in the occupied territo- 
ries, completely encircling the major Pal- 
estinian towns of Nablus, Hebron and 
Tulkarm. It has also granted freer rein to the 
settlers to exact their own revenge, setting 
up outposts near Palestinian villages and 
burning crops. On June 25th a full-scale bat- 
tle broke out at Hebron, a portent of what 
Palestinians—and perhaps Mr Powell—fear 
may happen if Mr Mitchell's proposals are 
notimplemented soon. But Mr Sharon says 
“speed will endanger the process” and be a 
reward for Palestinian terrorism. W 





Western Sahara 


The UN’s U-turn 


Has the UN’s new plan for Western 
Sahara dropped self-determination? 


EPENDING on whether you believe in 

principle or the art of the possible, the 
United Nations’ new proposal for the fu- 
ture of Western Sahara is either a betrayal 
or a dogged attempt at a settlement. It sug- 
gests that for the next four years Western 
Sahara should be a part of Morocco that 
will fly the Moroccan flag and operate un- 
der the Moroccan constitution, but at the 
same time it will be “autonomous”. After 
four years there may—but only may—be a 
referendum to decide whether it stays Mo- 
roccan or becomes a separate state. 

Morocco invaded this corner of north- 
west Africa in 1975 when the old colonial 
power, Spain, was preparing to pull out. 
The International Court of Justice ruled 
the Moroccan occupation illegal, and a 
nasty little war ensued between Morocco 
and an independence movement, the Poli- 
sario Front. They signed a ceasefire in 1991, 
and agreed to a referendum on the future 
of the territory, supervised by the UN. 

The voters were, the UN decreed, to be 
those people who lived in the territory in 
1975 or their descendants, many of whom 
now live in a bleak tented city in the desert 
across the border in Algeria. A list of some 
86,000 voters was agreed on, but Morocco 
insisted that a further 130,000 people 
whom it had settled in the territory, or 
who lived in Morocco, should be added to 
the list. The UN rejected that claim, but Mo- 
rocco resubmitted it. 

Instead of grinding through an appeals 
procedure, or declaring Morocco to be in 
default, the UN now appears to have de- 
cided to abandon the whole exercise. The 
result may be virtually to hand the country 
over to Morocco. 

The new plan, drawn up by James 
Baker, a former American secretary of 
state, proposes that the agreed list of voters 
should elect an executive that will run the 
country’s internal affairs for the next four 
years. However, this executive will be 
responsible to an assembly elected by all 
adults now living in the territory, most of 
whom are pro-Moroccan. After four years 
the assembly will appoint a new execu- 
tive. Morocco will also appoint the judges 
and be responsible for law and order dur- 
ing the transition. 

Polisario has, unsurprisingly, rejected 
the proposal, but its options are limited. It 
can hardly go back to war without Alge- 
rian backing, which looks unlikely. And re- 
tiring for a sulk in the Sahara desert is 
hardly an eye-catching form of protest. m 





ICC ADR 


Resolving disputes amicably 







The International Chamber of Commerce (ICC) 
announces new rules for the amicable resolution 
of business disputes. ICC ADR covers all 
techniques in current use, among them mediation, 
neutral evaluation and mini-trials. ICC’s ADR 
Rules come into force on 1 July 2001. 













ADR is distinct from arbitration under the Rules 
of the ICC International Court of Arbitration, the 
world business organization’s core dispute 
resolution service. Unlike arbitration, which 
results in a binding award, ADR findings are non- 
binding and the process depends on the goodwill 
of the parties in dispute. They are free to reach a 
binding settlement agreement on the basis of ADR 
findings if they so wish. 














ICC ADR permits parties to settle disputes 
amicably, rapidly and at minimum cost — and it 
can be completely confidential. Throughout, the 
parties are in control, secure in the knowledge 
that an impartial international institution is 
administering their case. 










Users of ICC ADR benefit from ICC’s experience 
over almost 80 years as facilitator of business 
dispute resolution, backed by the extensive 
international resources of national committees in 
78 countries. 
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The world business organization 



















ICC Dispute Resolution Services - ADR 
38, Cours Albert 1er, 

75008 Paris, France 

Tel: +33 (0) 1 49 53 28 28 

Fax: +33 (0) 1 49 53 29 29 

E-mail: adr@iccwbo.org 


Web sites: 
www.iccwbo.org www.iccadr.org 
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A wakeup call for 
anybody who thought 


the Internet was 


big, cozy, group hug. 


THOMAS KOULOPOULOS 
NATHANIEL PALMER 





“The first in-depth explanation of 
the new world of e-commerce, 
and how the emerging phenomenon 
of Internet exchanges is 
changing the rules of business.” 
Lester Craft, Editor-in-Chief, Line56 
Go to etexere.com or etexere.co.uk 
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The clouds of gloom are gathering 


BERLIN 


The slowdown in the economy poses a political challenge to Germany’s 


chancellor, Gerhard Schröder 


ell om is no cause for panic,” Ger- 
many’s normally unruffled chancel- 
lor, Gerhard Schröder, says grimly, imply- 
ing that some think otherwise. Not since 
1996 has the outlook for Europe’s biggest 
economy been so gloomy. According to 
Ifo, a Munich-based research institute, 
Germany can expect growth of no more 
than 1.2% this year. There is even talk of re- 
cession. Unemployment has been rising 
relentlessly for the past five months. Infla- 
tion in May reached an annual rate of 3.5%, 
its highest since 1993. Industrial produc- 
tion is tumbling. Business confidence is at 
its lowest in two years. And a general elec- 
tion is due in just over a year. 

Panic? Well, maybe not. But there is a 
whiff of something approaching it in gov- 
ernment ranks. Only a few months ago, 
the Social Democrats seemed a shoo-in for 
a second four-year term. The economy 
was chugging along nicely, or soit seemed. 
The ruling red-Green coalition appeared 
united, with its most controversial reforms 
safely out of the way. The opposition, the 
strife-torn, scandal-rocked Christian Dem- 
ocrats, seemed a spent force. Mr Schréder 
could even dream of winning an absolute 
majority in the next election, something 
no party has achieved since 1957. 


But the latest crop of grim economic 
data is beginning to damage the smooth- 
talking chancellor. As recently as April he 
was still talking of being on a path of “ro- 
bust growth”, before agreeing to trim the 
government's forecast for the current year 
from 2.7% to 2.0%. Now, just two months 
later, it looks as if it may have to be revised 
sharply downwards again. 

All the more dangerous for Mr Schrö- 
der, then, if Edmund Stoiber, the powerful 
premier of Bavaria and the leader of the 
Christian Democrats’ sister party in that 
state, the Christian Social Union, were to 
decide to stand against Mr Schröder in next 
year’s election. Bavaria, once one of (West) 
Germany’s poorest and most sluggish Län- 
der (states), is now one of its richest, most 
modern and prosperous. The lean, silver- 
haired Mr Stoiber radiates competence, 
authority, control. 

Angela Merkel, the Christian Demo- 
crats’ leader, appears in contrast to be al- 
most a country bumpkin, woefully lacking 
the qualities needed to govern the country 
in troubled times. Even within her own 
party, more and more voices can be heard 
suggesting that the Bavarian premier 
would be the best person to take on Mr 
Schréder. According to the latest opinion 
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polls, 56% of centre-right voters would like 
to see Mr Stoiber as their candidate for 
chancellor; a mere 16% opted for Mrs Mer- 
kel, leader of much the bigger party. 

But Mr Stoiber has repeatedly said he 
will not stand, preferring to remain pre- 
mier in Bavaria. What he wants, of course, 
is not necessarily the same as what he will 
do—given enough pressure. But his persis- 
tent denials are leading some to think that 
he really does mean what he says. Mr Stoi- 
ber is nearly 60. In Germany’s second- 
most populous state, where his party has 
held an absolute majority of the legisla- 
ture’s seats for the past 30 years, he can do 
pretty well what he likes. His wife of the 
past 33 years, to whom he is devoted, does 
not want to move. 

Besides, there is still little evidence that 
he would win. Despite the darkening 
economic landscape, Mr Schröder re- 
mains well ahead in the opinion polls. 
Asked which party could best solve Ger- 
many’s problems, nearly a third of respon- 
dents still plump for the Social Democrats, 
twice as many as choose the Christian 
Democrats; half consider no party compe- 
tent. But, as Mr Schröder knows only too 
well, the public mood can change fast. And 
the danger signals are already there. 

The Christian Democrats are now 
pressing the government to try to boost the 
flagging economy by bringing forward the 
income-tax cuts due to be phased in over 
the next four years and dropping its next 
planned rise in energy taxes. But the gov- 
ernment is resisting. It has staked its repu- 
tation onits ability to control public spend- 
ing and reduce new borrowing to nil by 
2006. DM45 billion ($19.8 billion) has al- 
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> ready been lopped off company and priv- 
ate-household tax bills this year. It is still 
hoping the cut will help pep up domestic 
demand, though there is little sign of that 
yet. With tax income weak because of re- 
duced growth, and with mounting costs 
from rising unemployment and “mad- 
cow” disease, the government is now un- 
likely to meet this year’s planned public- 
spending deficit of 1.5% of GDP. 

On the economic front, Mr Schréder 
has little room for manoeuvre. He could 
try to tackle some of the infamous rigidi- 
ties in Germany’s labour market—but not 
with a general election looming. Indeed, in 
some respects the rigidities may be wors- 
ening. Last week several regional health- 
insurance funds said they would put up 
premiums. That will scupper the govern- 
ment'’s pledge to bring health and other so- 
cial-welfare contributions below the 
equivalent of 40% of gross wages. A law 
strengthening company works councils, 


France 
Tickets, please 


PARIS 


passed last week as a sop to the unions, 
will not help either. 


But Mr Schröder should not be under- 


estimated as a tactician. He already has a 
solid set of reforms behind him, and just 
last weekend, after years of wrangling, 
two more were approved: a new revenue- 
sharing scheme among the Lander to run 
from 2005 until 2020, and a new DM306 
billion “solidarity pact” for the former 
communist eastern states. Moreover, de- 
spite the election, he is forging ahead with 
further controversial legislation: an immi- 
gration bill and a reform of civil-service 
pensions promised for this autumn. 

Few economists believe there is a seri- 
ous danger of recession in Germany, in the 
sense of negative growth over at least two 
quarters. Most guess that the economy 
will begin to pick up in the second half of 
the year, after a poor second quarter. But 
no one doubts that from now on the going 
will be a lot rougher for Mr Schröder. m 


Another embarrassment for Jacques Chirac, France’s president 


D OUBTLESS South American drug 
barons and the Russian mafia have 
good reasons for paying for their airline 
tickets in cash. But a respectable French 
politician, like Jacques Chirac, former 
mayor of Paris, former prime minister 
and now president of the French repub- 
lic? According to the latest leaks from the 
French judiciary, between November 
1992 and March 1995 some FFr2.4m 
($300,000) were given in cash to a travel 
agency near Paris to pay for tickets and 
holidays for Mr Chirac and his family. 
Not surprisingly, France's investigating 
judges would like to know what was 
wrong with a cheque or a credit card. 

The answer is quite straightforward, 
say the president’s men. The tickets were 
booked in cash for “obvious reasons of 
discretion and security” and the money 
all came from secret but legal funds ac- 
crued by Mr Chirac when he was 
France’s prime minister. 

Ah yes. But Mr Chirac stopped being 
prime minister in 1988, so the judges 
may well share the astonishment of 
François Hollande, the Socialist Party's 
secretary-general, that Mr Chirac waited 
so long before spending the cash. Per- 
haps, muse the suspicious, the money 
came from illegal kickbacks during Mr 
Chirac’s tenure as mayor of Paris from 
1977 to 1995. 

In any event, could such suspicions 
be proved? Citing the immunity that the 
constitution confers on the presidency, 
Mr Chirac has so far refused to be ques- 





Was the billet too doux? 


tioned about various scandals associ- 
ated with his time as mayor of Paris. 
These include the accusation that, when 
he doubled up as both mayor and prime 
minister, some $720,000 was handed in 
cash to one of his aides while he was 
present. 

Clearly, Mr Chirac can continue to in- 
voke presidential immunity. But it is 
equally clear that this does not extend to 
other beneficiaries of the airline tickets, 
notably his wife Bernadette and his 
daughter Claude, who is also his “per- 
sonal adviser”. The investigators are ap- 
parently seeking guidance from the Paris 
prosecutor. In the meantime, as Le 
Monde puts it, the judges are at the doors 
of the presidential palace. Let’s hope the 
holidays were worth it. 





The EU and olives 


Glut, fraud and 
eco-damage 


SEVILLE 
The EU spends €2.25 billion a year 
subsidising olives. It shouldn’t 


LIVE farmers around the European 

Union, more than 2.2m of them, got 
good news this month. The Eu’s system of 
subsidies for olive-oil producers is to be ex- 
tended for a further three years. Even the 
European Commission in Brussels says it 
is disappointed that reform has been de- 
ferred yet again, after pressure from the 
southern oil-producing countries, Spain, 
Greece, Italy and Portugal. 

The olive programme is an example of 
the kind of Eu agricultural policy that is 
rapidly going out of fashion. With other 
commodities, such as cereals and beef, 
farmers are increasingly given direct pay- 
ments unrelated to production—or are 
even paid not to produce. But olives still 
enjoy a pure production subsidy: the more 
you produce, the more you get in subsidy. 
At the last count, the olive-subsidy cash 
totted up to 2.5% of the Eu’s entire budget. 
Spanish farmers reckon they get around 
half their income from Brussels. 

The result is a surge in production. In 
Spain, the Eu’s largest producer, olive 
groves line the route of the train from Ma- 
drid to Seville. In parts of Andalusia in the 
south, the groves stretch over the horizon 
as far as the eye can see; olive maniais such 
that trees have even been planted on traffic 
islands. In a bid to control the olive boom, 
the EU ruled in 1998 that trees planted after 
that year would not qualify for subsidies. 

But the plethora of newly planted trees 
in Andalusia suggests that fraud is wide- 
spread. Since the subsidy is based on the 
amounts delivered to olive mills, it is im- 
possible to check whether the oil has come 
from old or new plantings. Indeed, this 
week newspapers in Seville cheerfully re- 
ported that another 40m Spanish olive 
trees are about to come into production, on 
top of more than 300m already bearing 
fruit in Spain and around 500m across the 
rest of the Eu. 

Many of the new plantations, as well as 
illicitly winning subsidies, have been 
planted where forests have been illegally 
cleared. Past practice suggests that the cul- 
prits may eventually be granted an am- 
nesty. Farmers also know from precedent 
that, even if they are prosecuted, they are 
unlikely to suffer. A recent report from the 
EU’s Court of Auditors found that from 
1985 to 1998, in cases where olive-oil subsi- 
dies were found to have been illegally 
claimed, only 6% of the money was ever 
recovered. 

This boom in plantations means that » 
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> Europe is well on the way to an olive-oil 
lake. The Court of Auditors predicts that, 
despite rising sales, within a few years 
there will be a large surplus. 

The intensive production encouraged 
by the subsidies is bad for the environ- 
ment too. The olive tree is well adapted to 
the Mediterranean climate and requires lit- 
tle water in its natural state. But intensive 
cultivation, which can produce 20 times as 
many olives as a traditional grove, needs 
irrigation. Whereas a traditional olive farm 
is a bucolic sight, with large, widely- 
spaced trees providing cover for grass and 
grazing animals, the trees in new planta- 
tions are tightly packed, scrubbier and 
usually grow on shallower soil. They soak 
up vast amounts of water in parched areas 
of Spain whose citizens—in cities such as 
Seville—are on occasional summer days 
banned from turning on their taps for 
more than two hours. 

Intensive production is also a main 
cause of desertification and soil erosion 
across southern Europe. The soil in many 
places has become less naturally produc- 


tive and rivers are running dry and silting 
up. It is an irony that, having helped to 
bring this about with its subsidies, the EU 
is now putting millions of dollars into a 
programme to combat the environmental 
damage done by intensive farming to the 
marshland of the Donana national park in 
Andalusia. 

Eurocrats claim that at least the subsi- 
dies provide jobs and help rural develop- 
ment in some of the EU’s poorest areas; 
that, after all, is the ostensible purpose of 
the Union's common agricultural policy. 
But intensively farmed groves with 
smaller trees, pesticides and drip irrigation 
need relatively little manpower. Gregorio 
Lopez of Coag, a union of small farmers 
based in Jaen, in southern Spain, com- 
plains that many of the intensive farms are 
owned by banks and insurance compa- 
nies, whereas his members are struggling 
to cope with falling prices. 

He and his colleagues want the subsi- 
dies decoupled from production. The Euro- 
pean Commission agrees that any reform 
will have to move in this direction. A re- 
cent report from the World Wide Fund for 
Nature suggests linking subsidies to the 
amount of land under production rather 
than the amount produced, so that tradi- 
tional farming is as well rewarded as the 
intensive kind. 

That will not happen for some time— 
because of this week’s three-year exten- 
sion of the EU’s current regime. Eurocrats 
argue that the system cannot be reformed 
until a thorough aerial survey of olive 
groves has been carried out. But that has 
been an excuse since the 1980s. The truth is 
that the intensive olive-tree farmers have 
an extremely effective lobby, and with 
those handouts from Brussels of $2 billion- 
plus a year they have lots of money with 
which to bolster their interests. m 





Spain’s government 


All a bit embarrassing 


MADRID 


The prime minister may be rattled by accusations against his foreign minister 


S HE stood up this week in parliament 
and proudly listed his government's 
achievements (more jobs, faster economic 
growth, greater influence abroad, a better 
legal system) and plans for the future (tax 
cuts, revamped education, helping to 
make the £u more citizen-friendly), Jose 
Maria Aznar, Spain’s centre-right prime 
minister, notably omitted one item: clean 
government. That was high on the list 
when he took office in 1996, after ousting a 
long-serving Socialist government whose 
fall had been caused largely by corruption. 


Now that same whiff of suspicion may, 
unless he dispels it fast, start to hang over 
his own People’s Party (PP). 

The worst recent news for Mr Aznar 
was a decision by state prosecutors to ask 
the Supreme Court to question the foreign 
minister, Josep Pique, in connection with 
alleged fraud committed when a Spanish 
firm, Ercros, sold a subsidiary to the French 
oil company, Elf. Mr Pique was a director 
of Ercros before he joined the government. 

He insists he has nothing to hide and is 
eager to clear his name. But that sits ill with 





Pique ponders his position 


the attorney-general’s manoeuvrings to 
prevent him from having to appear in 
court. The case particularly embarrasses 
Mr Aznar because, until recently, he has 
viewed Mr Pique both as his own protégé 
and as his government's star turn. 

The pair met in 1995 when Mr Aznar 
was seeking to forge links between the PP 
and businessmen in Mr Pique’s home re- 
gion, Catalonia. Mr Aznar was so im- 
pressed by the ex-communist Catalan’s el- 
oquence (in contrast to his own sterner 
mode of expression) that he offered him 
the industry ministry in his first govern- 
ment. By the end of it, Mr Pique had be- 
come the government's spokesman too. 

When Mr Aznar won last year’s general 
election, Mr Pique jumped over the heads 
of several senior PP figures to take the 
plum job of foreign minister. Mr Aznar 
also marked him down as a secret weapon 
to help him oust the nationalists from Cat- 
alonia’s presidency, though a recent opin- 
ion poll suggests that Mr Pique is now 
rather unpopular on his home ground. 

The Socialists, who might have been 
expected to make a meal out of Mr Pique’s 
case, have been fairly reticent: their own 
scandals of the 1990s are not forgotten. But 
Communists in the United Left group have 
urged Mr Aznar to fire his foreign minister, 
along with the environment minister, 
Jaume Matas, who is also caught up in a 
row over a local election count. 

“No one has been charged,” retorted Mr 
Aznar, who is always loth to sack ministers 
and who kept on some very lame ducks in 
his first government. But the case is already 
eroding confidence. Not only is the left- 
leaning newspaper El Pais attacking Mr Az- 
nar over the affair. So is the more conserva- 
tive El Mundo, which makes a point of 
campaigning against corruption. 
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Moreover, Mr Aznar has other worries. 
Inflation has crept up to 4%, salaries are not 
keeping pace, the trade unions have been 
on the streets complaining that their mem- 
bers are feeling the pinch. Many Spaniards 
do not appreciate the benefits of privatisa- 
tion extolled in Mr Aznar’s speech to par- 
liament. Instead, they moan about the pi- 
lots of Iberia, the recently privatised 
airline, who are disrupting holiday travel 
with a series of strikes, just as they did 
when the airline was in state hands. 

Mr Aznar is particularly disappointed 
by events in the Basque region, where his 
pp did much worse than he had hoped in 
last month’s regional elections. Even 
though nationalists seeking independence 
won quite easily, Mr Aznar continues to in- 
sist that his first priority is not to reopen a 
political dialogue with non-violent na- 
tionalists but to crush militarily the sepa- 
ratist terrorist group, ETA, which this week 
tried to kill a retired general. 

Mr Aznar is having an uncomfortable 
time abroad too. His determination to 
keep EU funds flowing in, even after new 
countries join the club from the east, has 
borne little fruit while creating much ill- 
feeling in Brussels. That could make it 
harder for Spain when it takes on the Eu’s 
six-month presidency early next year. Mr 
Aznar did, at least, get on well with Presi- 
dent George Bush when he visited Spain at 
the start of his European tour this month. 

Too gloomy? Mr Aznar is still eight per- 
centage points ahead of the Socialists in 
the opinion polls. He has a majority of 
seats in parliament, and no need to worry 
about a general election for almost three 
years. But sticking by Mr Pique if he is for- 
mally charged, or trying to get him off the 
hook, might hurt Mr Aznar quite a bit. m 


The Balkans 


Hope and fear 


SKOPJE 
Serb war criminals may be handed 
over, but Macedonia is still on the brink 


CAUTIONARY tale to dissuade dip- 
lomats and soldiers involved with the 
Balkans from being too quick to rest on 
their laurels? Just as years of pressure on 
the Serbs to ditch Slobodan Milosevic and 
hand him over for trial on war-crimes 
charges seemed to be bearing fruit, the 
western world looks dangerously close to 
losing control over the conflict between 
Slavs and ethnic Albanians in Macedonia. 
On the night of June 25th, as thousands 

of Slavs rallied outside and inside the Mac- 
edonian legislature—some of them armed 
and some baying for Albanian blood—it 
looked as though President Boris Trajkov- 
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ski’s control might be slipping too, and 
with it all hope of stemming the country’s 
slide into mayhem. Over the next couple 
of days, things settled down a bit as Mr 
Trajkovski appealed on television for calm, 
and insisted that he had given his consid- 
ered assent to the military operation that 
had prompted a burst of Slavic ire. This 
was the escort by American soldiers of 
several hundred fully armed ethnic-Alba- 
nian fighters out of the village of Araci- 
novo, on the north-eastern outskirts of 
Skopje, the capital, after Macedonian gov- 
ernment forces had tried unsuccessfully to 
blast them out of existence. 

The fact that the fighters were allowed 
to keep their weapons—and were oblig- 
ingly taken back to villages near the Ko- 
sovo border north of Kumanovo, which 
are their unchallenged strongholds—was a 
propaganda coup for the National Libera- 
tion Army, the rebel force whose declared 
aim is enhanced political rights for Mac- 
edonia’s Albanians. But the biggest fillip of 
all for the NLA, which only a few months 
ago seemed like an obscure handful of 
bandits confined to some snowy moun- 
tain villages, was the “own goal” scored, 
politically and militarily, by Macedonia’s 
clumsy army. 

Tension had begun to rise a few days 
earlier. With Slavic hardliners urging Mr 
Trajkovski to let his army hit back harder, 
and as Albanian politicians increased 
their demands, the Macedonian army had 
suddenly breached a truce by assaulting 
Aracinovo with tanks, artillery and heli- 
copter-gunships—to absolutely no effect. 
The fighters’ ability to withstand this at- 
tack and then win themselves an Ameri- 
can escort away from the line of fire was a 
moral victory beyond their dreams. 

So, in a perverse way, was the ugly ra- 
cial hatred that seemed to surface among 
the Slavs as the extent of the Albanians’ 
cheek became clear. A Slav paramilitary 
group known as the Lions began to daub 
menacing graffiti on the walls of Skopje. 
Albanian businessmen were threatened 
with death. Civilians with criminal links 
started to appear with guns from the gov- 
ernment'’s arsenal. 

When an ethnic group's survival seems 
threatened, its self-appointed protec- 
tors—in this case, the NLA—can easily per- 
suade people, at leastin their own commu- 
nity and in the outside world, that they are 
indispensable. It then becomes harder to 
dismiss them as a handful of marginal ex- 
tremists. 

That, apparently, was the reasoning of 
François Léotard, the EU’s envoy to Mac- 
edonia, who, on the eve of his arrival on 
June 27th, proposed rather tactlessly that 
the Slav-led government should hold its 
nose and negotiate with the rebels: a realis- 
tic assessment, perhaps, but one that so 
enraged the Slavs that he was obliged to 
backtrack within 24 hours. 
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As Mr Léotard, who watched the Bal- 
kans as French defence minister from 1993 
to 1995, probably remembers, the line be- 
tween legal and regular and illegal and ir- 
regular forces becomes blurred on all sides 
when countries slide towards ethnic war. 
So, in the end, pledges not to “negotiate 
with terrorists”, which NATO and the EU 
have repeatedly made with respect to Mac- 
edonia, may have to be broken. 


One who understands moral ambiguity 
This blurring was equally well understood 
by Mr Milosevic, who in the early 1990s 
quietly encouraged the activities of para- 
military thugs in Bosnia and Croatia while 
denying any responsibility for them. It 
now seems likely that he will soon be an- 
swering for these activities, as well as the 
ethnic cleansing of Kosovar Albanians 
which is the first ground for his indictment 
at the United Nations war-crimes tribunal 
in The Hague. 

On June 23rd the Yugoslav government 
issued a decree providing for the extradi- 
tion of war-crimes suspects. Five days 
later, the constitutional court suspended 
the decree—which was clearly aimed at Mr 
Milosevic—pending further consideration 
of its legality. 

So the extradition may not quite come 
in time for a conference in Brussels on aid 
to Serbia on June 29th, which America, 
having pressed hard for concesssions on 
the war-crimes issue, agreed to attend only 
at the last moment. But the latest events 
should help the mood at a meeting of in- 
ternational creditors in mid-July, when 
Serbia's crippling external debt will be on 
the agenda. m 





Macedonian patriot in full cry 





Turkey 


Is it wise to abolish Virtue? 


ISTANBUL 


The ban on Turkey’s Islamist party shows its generals’ heavy-fistedness 


P= yee pondering the matter for two full 
years, Turkey’s Constitutional Court, 
the highest judicial body in the land, last 
week decided that the Islamist Virtue 
party, the largest opposition group in par- 
liament, flouted Turkey's secular constitu- 
tion—and should therefore be banned 
with immediate effect. This has caused 
ructions at home and abroad. It threatens 
to make the government much less stable. 
It could well become harder for outside bo- 
dies such as the 1MF to help mend Turkey’s 
shaky economy. And it will strengthen the 
voices of those in the European Union 
who think Turkey unsuited to be even a 
candidate to join their club of democrats. 
Many of Turkey’s friends abroad, and its 
reformers at home, see behind the verdict 
the hand of Turkey’s politically pushy gen- 
erals, deny it though they do. 

The court ruling does not, in fact, mean 
that all the 102 members of Turkey's 550- 
strong parliament who have represented 
Virtue will be expelled or prosecuted. Al- 
though their party has been dissolved by 
law, the fourth time an Islamic-minded 
party has been given that treatment in the 
past 32 years, its representatives can stay 
on in the chamber as independents. But 
two Virtue MPs have been singled out for 
expulsion: Nazli Ilicak and Bekir Sobaci. 

Mr Sobaci is indeed a bit of a firebrand. 
Mrs Ilicak’s treatment has caused more of 
a stir. She by no means fits the image of a 
doctrinaire advocate of political Islam. In 
her 50s, she does not wear the traditional 
Muslim headscarf. She drinks alcohol, en- 
joys engaging in sophisticated public de- 
bate with men, and writes a lively column 
that frequently lambasts the generals in an 
Islamic-leaning daily newspaper. Many 
Turks took exception to her behaviour two 
years ago when she accompanied to the 
parliament's inaugural session another fe- 
male Virtue deputy, Merve Kavakci, who 
sought to become the first Turkish woman 
to be sworn in while wearing a headscarf. 
For this, Mrs Kavakci was stripped both of 
her seat and of her Turkish citizenship, and 
now lives in exile in the United States. 

By expelling only two mps, the court 
avoided precipitating a general election. 
Had an election been called, the austerity 
plan recently forced through by the gov- 
ernment at the request of the mF in return 
for pledges of some $16 billion in emer- 
gency loans would almost certainly have 
been torn up, prompting yet another fi- 
nancial crisis, just when the economy has 


begun to show glimmers of recovery. 

But on most other fronts the outlook is 
bleak. For one thing, it is unclear which of 
the other parties in parliament, if any, the 
independents will now back. They may 
rock the wobbly three-party coalition gov- 
ernment. One bit of it, the far-right Nation- 
alist Action Party under Devlet Bahceli, 
has already begun to woo the former Vir- 
tue members. Mr Bahceli denies that he is 
keen to displace the ailing Bulent Ecevit as 
prime minister. But with 127 seats to Mr Ec- 
evit’s 132, Mr Bahceli would have to bring 
over only a handful of ex-Virtue people to 
make his Nationalists the biggest party in 
parliament. At that point, his followers 
would urge him to become prime minister 
instead of Mr Ecevit. 

Now 76, Mr Ecevit is increasingly frail. 
If the crowd-pleasing Mr Bahceli did take 
over, the 1mr-blessed economic reforms 
would probably be ditched, along with Ke- 
mal Dervis, the able new economy minis- 
ter who masterminded them. Politics 
would become more volatile. The EU, 
which has monitored Turkey's democratic 
progress closely since accepting the coun- 
try in 1999 as a candidate to join the west- 
ern club, would shake its head sadly. Too 
bad, Turkey’s generals would probably 
think: their special definition of “secular- 
ism” must be defended at all costs. 

After all, the generals claim, Turkey is a 
better place than most of its Muslim neigh- 
bours. Thanks to the founder of modern 
Turkey, Kemal Ataturk, their country is 
still-they argue—among the most demo- 
cratic in the Muslim world. Women have 
more rights than elsewhere. Indeed, many 
secular-minded Turks have cheered the 
generals along. Political Islam in Turkey, 
some say, has been wiped out. 


Will the Islamists really fade away? 

It is true that a recent opinion poll credits 
Virtue with less than the 10% support it 
would need to win any seats in parliament 
in a general election. But Turkey’s other 
main parties are doing even worse: the 
same poll shows Mr Ecevit's Democratic 
Left running last, behind the pro-Kurdish 
People’s Democracy Party, which also 
faces a possible ban. 

Most Turks would evidently prefer to 
be led either by Mr Dervis or by Recep Tay- 
yip Erdogan, Istanbul's Islamist former 
mayor. Polls put them neck-and-neck. In 
1998 Mr Erdogan was banned from office 
and politics for life, and served four 





That was when his Virtue was rewarded 


months in prison in 1999-for inciting a re- 
ligious rebellion by publicly reciting a 
poem taught in state schools (and written 
by a poet Ataturk admired). 

Claiming that his offences were ex- 
punged by an amnesty law passed last 
year, Mr Erdogan is putting together a new 
political party. His friends say he is backed 
by over 70 of the Mrs who were in Virtue 
and by most of its provincial branches; 
many of them are fed up with the continu- 
ing influence of Necmettin Erbakan, the 
autocratic founder of Turkey's Islamist 
movement, who led them to power for the 
first time in 1996 but was pushed out of ita 
year later at the behest of the generals. 

Eager to reinvent himself as a prag- 
matic centrist, not the religious zealot he 
once was, Mr Erdogan declared recently 
that Turkey was in need not of “men with 
well-groomed beards who can recite the 
Koran perfectly” but of people who can 
run the country efficiently. He has also 
been befriending retired generals. The 
chances are, however, that the courts may 
again rule against Mr Erdogan. If they do, 
Abdullah Gul, a calm and popular Virtue 
deputy, may take up the new party's reins. 

In any event, bans are unlikely to de- 
stroy the Islamists. By disqualifying 
openly pious politicians like Mr Erdogan, 
the generals risk strengthening the very 
enemies they are eager to destroy. As one 
Islamist, Ali Bulac, puts it, the main ques- 
tion today is not whether Islam can adapt 
to democracy but whether Turkish democ- 
racy can manage to accommodate the 
modern world’s wealth of beliefs and ide- 
ologies—including political Islam. m 











YING on the desk in his opulent Milanese office are the Com- 
munist Manifesto and a magazine of Donald Duck comic 

strips. His first front-page column for Corriere della Sera, in 1986, 
and an oil-painting by a trade-union friend hang on the wall. On 
the shelves are a photograph of himself with Britain's failed 
Conservative, William Hague; a Bush-Cheney campaign ribbon; 
the framed copy of a fat cheque from a journalist who lost a libel 
case against him; and a photograph of a Spanish actress with the 
now displaced treasury minister, Vincenzo Visco, who is so 
heartily disliked by the new man that a sheet of paper has been 
stuck over his image. 

Such are the adornments of Giulio Tremonti. Italy’s new eco- 
nomics minister combines childish enthusiasm with ambition, 
wariness, wide interests, chutzpah and humour. For the first 
time, both treasury and finance ministry come under one man. 
Given the grand promises of his prime minister, Silvio Berlus- 
coni, both to slash taxes and to spend copiously on Italy’s infra- 
structure, Mr Tremonti has his work cut out. He is radical, 
bookish, right-wing and ardent in his boss’s cause. “You see this 
office? I have another in Rome. Last year I earned 10 billion lire 
[$4.6m]. It’s costing me a lot of money to be a minister.” 

Mr Tremonti is 54 but looks younger. He was born in the 
mountains of northern Lombardy but his land-owning, timber- 
trading family comes from the hinterland of Veneto. “Venice is 
built on Tremonti poles,” he says. One ancestor, Luigi, helped de- 
fend the city against the Austrians in 1848. Young Giulio was a 
noisy student at Pavia University in the 1960s. By 1974 he had 
won a chair in tax law—which he still holds. Two weeks after Mr 
Berlusconi's election victory in Italy in May, Mr Tremonti says 
that Oxford offered him a fellowship by e-mail, which he 
proudly shows off; he says he intends to take that job too. 

In his time he has had some interesting and prescient ideas. 
He has long emphasised the increasing mobility of capital. In 
1991, in a book called “La Fiera delle Tasse” (The Tax Fair), he 
wrote: “All the state once had to do to control wealth was to con- 
trol the land; the state printed money, dispensed justice, raised 
taxes. That’s gone. In the International Republic of Money, the 
state can’t choose how to tax wealth; it’s for wealth to choose 
where to go and how much to be taxed.” More recently, in an- 
other tome called “Lo Stato criminogeno” (The Crime-Inducing 


State), he states: “An expanding state makes too many laws, 
which then multiply the potential for crime, which sooner or 
later trivialises crime itself.” 

Turning to more immediate matters, he reels off his list of pri- 
orities. First, Italy needs more fixed-term contracts for its work- 
ers. Second, he must spend more on infrastructure—roads, 
bridges and so on. Third, he must enact a new Tremonti Law, 
building on the one he pushed through as a minister in 1994, to 
let companies off tax on profits they reinvest. Fourth, the south’s 
black economy must be brought into the open. Fifth, accounting 
methods and tax laws must be simplified. As an apparent after- 
thought, he jots down the figure 0.08%—the portion of Italians’ 
taxes which can be diverted, if a taxpayer so wishes, to the 
church. “That was my idea,” he adds modestly. 

He is less keen to dwell on the twists and turns of his politi- 
cal past. He was close to the ruling Socialists in the 1980s. He 
helped Sicily’s anti-Mafia politician, Leoluca Orlando, to write 
an economic plan, joined a liberal group called the Democratic 
Alliance, then got into parliament in 1994 under the aegis of Ma- 
rio Segni, a leading reformer who pushed for referendums. 

It was then that he joined Mr Berlusconi’s team to become fi- 
nance minister during his first unhappy stint in office in 1994. 
Thereafter he became the centre-right’s leading authority on tax. 
But he has displayed political skills too, notably in forging an al- 
liance between Mr Berlusconi's Forza Italia and Umberto Bossi’s 
rowdy federalist Northern League. He defends that liaison. “The 
way the league expresses itself is unusual, I know that. But look 
at the substance. People who think it is dangerous are quite 
wrong. The league has been a democratic safety-valve for north- 
ern protest. Nothing violent about that at all.” 

Mr Tremonti says that he and Mr Berlusconi, the tycoon- 
turned-politician who is Italy's richest man, complement each 
other. They first met, he says, in 1982. Asked if he has any idea 
how Mr Berlusconi got rich in the first place, he says: “Yes, I can 
work that out. I’m a tax lawyer. But I’m not his tax lawyer. His 
companies provide just 1% of my business, that’s all.” Then he 
adds, with a smile: “I have never thought he is a force of evil, as 
someone at The Economist seems to think.” 

What about the new prime minister's conflicts of interest? 
“Of course it’s a problem. But I see it empirically. Communists 
want to know who has the power. Liberals want to know who 
controls it. But let me tell you that in Italy there’s no shortage of 
checks and balances: parliament, judiciary, media, public opin- 
ion.” Will Mr Berlusconi sell his assets? “I can’t tell you.” Won't 
many of your decisions as minister, however honest, be viewed 
with suspicion? Accusations of self-interest were cast at the Tre- 
monti Law in 1994; similar ones were thrown last month, when 
the new minister proposed to scrap death duties. Mr Tremonti 
smiles again. “Okay, I'll tack a proviso on to every bit of legisla- 
tion, saying, ‘This applies to everyone except Silvio Berlusconi’.” 

One thing, however, turns Mr Tremonti’s smile into a gri- 
mace: mention of Mr Visco, his predecessor, who once said that 
“Giulio Tremonti is responsible for degrading Italy’s tax system.” 
He was also quoted as saying that Mr Tremonti “just isn’t com- 
petent—he’s only a former Socialist who's climbed on the band- 
wagon.” Earlier this year Mr Tremonti called his rival “a gangster 
accountant”. Be that as it may, the world’s markets are banking 
on Mr Tremonti to keep Italy’s budget deficit from widening too 
fast again—and to ensure that Mr Berlusconi's entrepreneurial 
exuberance does not get out of hand. Maybe he will. = 
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Britain takes to the air 


LUTON 


Low-cost carriers are transforming not just the travel business in Britain, but also 


the way people live 


T air of gloom surrounding much of 
European business made Ryanair’s re- 
sults, announced on June 25th, particularly 
impressive. The low-cost airline reported a 
37% year-on-year increase in pre-tax pro- 
fits, and its chief executive, Michael O’Le- 
ary, said he expects business to grow by 
25% over the next year. Thanks to Ryanair 
and its sort, Britons are beginning to hop 
on and off planes the way Americans do. 
Air travel in and around Britain has 
grown by nearly 40% in the past five years, 
but the really spectacular growth has come 
from the low-fare airlines, which have car- 
ried around 20m passengers in the past 
year. By spotting and satisfying the un- 
tapped demand for travel from and be- 
tween the regions, they have fuelled the 
growth of Britain’s smaller airports and 
undermined Heathrow’s dominance. 
EasyJet, the first of the low-cost carriers, 
was set up in 1995 at Luton. Eastwards 
around the M25 at Stansted are Ryanair, 
Go, the low-cost offshoot of British Air- 
ways (BA) sold to a management buy-out 
earlier this year, and Buzz, the British arm 
of KLM, which uses the airline partly to 


feed its international hub at Amsterdam. 
While Heathrow has seen the number of 
passengers rise by about 19% over that per- 
iod, traffic at Luton and Stansted has more 
than trebled (see chart 1). Traffic at Liver- 
pool’s airport nearly quadrupled. 
Demand for air travel is highly elastic. 
Bring down the price and sales rise 
sharply. The low-fare carriers are often 
cheaper not just than the mainstream op- 
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erators but also than the railways (see 
chart 2, overleaf). While low-fare airlines 
keep their fixed costs to a minimum, the 
railways are burdened by the need to 
maintain and improve their crumbling 
network. Last year was a disaster for them. 
A crash blamed on a cracked rail led to 
mass disruption as managers tried to lo- 
cate and mend other dodgy rails. Delays 
drove passengers onto the airlines. 

Low-cost airlines fill their planes differ- 
ently from mainstream carriers. BA, British 
Midland, Air France and Lufthansa aim to 
make their money out of business travel- 
lers who pay over the odds to enjoy meals 
and loads of drinks in the air and on the 
ground in exclusive lounges. The economy 
seats are sold off, discounted as need be, 
some in advance and some at the last mi- 
nute. Cheap seats are made available 
through downmarket travel agencies 
which publicise their deals through news- 
papers’ classified columns. 

The low-cost carriers see their aircraft 
as a series of buckets. The first set of buck- 
ets are the lowest-priced seats, with the 
eye-catching prices. Once these are all sold, 
demand flows into the next, slightly more 
expensive, bucket of seats. As the flight's 
departure approaches, seats get progres- 
sively more expensive. On a typical low- 
cost flight there could be up to ten different 
price buckets, with one-way fares ranging 
from £30 ($42) to £210. But even the most 
expensive tickets tend to be cheaper than 
for the mainstream airlines. 


Early assumptions that the low-cost >» 





> carriers would struggle to make headway 
in the business market, because business- 
men do not care how much their compa- 
nies pay for their tickets, have turned out to 
be wrong. Stelios Haji-Ioannou, EasyJet’s 
founder, says that one of the things he first 
noticed when the airline launched was 
how many business passengers he 
seemed to be carrying. Not that business 
travellers are set apart, since everybody 
piles into the same no-frills cabin, with 
free-for-all seating and pay-for-all drinks 
and sandwiches; but business travellers 
tend to book late (and so more expen- 
sively) and travel mid-week. It turns out 
that businessmen are more price-sensitive 
than had been assumed. Some, presum- 
ably, are running their own businesses, so 
have an interest in keeping costs down; 
others are responding to cost-cutting 
memos from above. 


Wired for take-off 

The Internet has also helped the low-cost 
airlines. Airline tickets rival pornography 
as the hottest-selling commodity on the In- 
ternet, with sales estimated at more than 
$5 billion worldwide. Mainstream airlines 
sell around 5% of tickets over the web. Ea- 
syJet decided to focus on Internet sales, so 
it offers discounts for online booking and 
has built a site that is easy to use. These 
days, some 90% of EasyJet bookings are 
made online. Ray Webster, EasyJet's chief 
executive, reckons that older or techno-il- 
literate people get a younger or more wired 
friend to do it for them. 

Some 65% of Ryanair’s bookings are 
made online. Even this figure is twice as 
high as the highest e-booking airline in 
America, Southwest, the original low-fare, 
no-frills carrier which was the model for 
the British low-cost operators. 

The low-cost airlines have not just 
brought down the price of flying. They 
have changed the way British people tra- 
vel, and also where they live, holiday and 
work. Air travel no longer involves the 
crowded hell of scheduled flights at Heath- 
row or charter flight delays at Gatwick. 
Cheap fares and European second homes 
have almost replaced house prices and 
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school fees as a topic for dinner party chat. 

At four o’clock on a summer afternoon 
at Luton airport, a queue is forming for the 
5.40 to Edinburgh. A holidaying couple are 
returning to Edinburgh from Spain. The Ea- 
syJet flight was so cheap that it was worth 
their while taking an Airtours package 
from Luton, rather than flying from Scot- 
land. Behind them is a management con- 
sultant who uses EasyJet from Luton be- 
cause he lives just three exits up the M1 and 
itis quicker than hacking round the M25 to 
Heathrow. A technology transfer specialist 
at the Medical Research Council in Edin- 
burgh says EasyJet is a way of coming 
down to London once a month for a frac- 
tion of the fare on British Airways or Brit- 
ish Midland. “It seems silly paying extra 
when you are dealing with public funds,” 
she explains. 

Businessmen from small and big com- 
panies alike are hopping onto cheap 
flights. Robert Jones, shipping and travel 
manager for Smit Land and Marine, a 
Liverpool-based Anglo-Dutch pipeline 
company, reckons he is saving £50,000 a 
year by using budget airlines. Half of his 
company’s regular 30 trips a month from 
Liverpool to Amsterdam are by EasyJet, at 
£120 each, instead of the £350 he would 
spend on a scheduled airline. Travelling to 
Spain, he saves around £500 atrip. And, he 
says, the low-cost airlines make it easier to 
change passenger names if one employee 
has to substitute for another at a meeting. 
According to airport managers at Liver- 
pool, since Ryanair and EasyJet have built 
up their flights from the city, the number 
of executive-type cars parked at the airport 
has shot up. 

Leisure travel is changing too. Until re- 
cently, most people flew once or twice a 
year, to Florida or the south of Spain. 
These days, people increasingly hop on 
planes several times a year. It’s no big deal 
any more. A salesman in a London elec- 
tronics shop says his parents have a holi- 
day house in the south of France, which he 
had stopped visiting after they stopped 
paying for his holidays. Recently, how- 
ever, he has discovered that if he books 
ahead on the Internet, he can fly EasyJet to 
Nice and back for under £50, making a 
monthly visit an affordable treat. 

Perhaps the most astounding change is 
the number of long-distance commuters 
using the new airlines. Hang around long 
enough at Luton and you will meet a busi- 
nessman or woman, usually middle-aged 
owners of companies in the south-east, 
who spend half their week as lotus eaters 
in Provence, nipping back for the other 
half to oversee their business being han- 
dled day-to-day by their staff. Most incred- 
ible of all, there is a resident of the Luton 
area who commutes to bustling Glasgow 
every morning, only to return to lovely Lu- 
ton in the evening. That could be called 
some sort of progress. W 





Riots 


Living apart 


White and brown areas in Britain’s 
northern towns are segregated. Why? 


MONTH after Asian and white youths 

rioted on three hot nights in the north- 
ern industrial town of Oldham, the tem- 
perature rose again, and it was Burnley’s 
turn. The sequence of events in both 
places—from minor incident to major riot 
in minutes—was very similar, as are the 
conditions in which the violence flared— 
segregated white and brown people un- 
ited only by suspicion of each other. 

As in most northern towns, Burnley's 
6,000 Asians, about 7% of the population, 
moved into late-19th-century terraced 
housing when they arrived in the 1950s 
and 1960s. They clustered together, like 
Jewish or Irish arrivals in Britain before 
them, more secure among their own peo- 
ple. But unlike previous arrivals, Asians do 
not seem to have spread out across their 
adopted towns. Nor did the local councils, 
which used to control much of the housing 
in these areas, succeed in reducing segrega- 
tion. Both Burnley and Oldham have 
neighbourhoods where the population, 
and school rolls, are over 90% Asian. 

Much of this is explained by colour 
prejudice. The Commission for Racial 
Equality (CRE) says that discrimination by 
private and public landlords, and by estate »» 





> agents, meant that immigrants stayed in 
their enclaves. Although much of this was 
exposed and stamped out in the 1970s and 
1980s, some discrimination continued 
into the 1990s. In 1993 the CRE found that 
Oldham’s council was offering Asians in- 
ferior or segregated housing. 

Economics trapped the Asians, too. The 
collapse of labour-intensive textile manu- 
facture meant that few had enough money 
to trade up the local housing ladder. And 
because white people did not want to 
move into Asian areas, the price of Asians’ 
houses stayed low, preventing them from 
selling up and moving out. 

These days, says the CRE, fear of white 
racial harassment is also keeping the 
brown people corralled. Asian fears that 
the police are not exactly colour-blind 
seemed justified when Shahid Malik, a 
member of the cre and of Labour’s na- 
tional executive committee, was injured in 
clashes on June 25th. He claimed that 
while trying to calm things down, he was 
hit in the face and knocked unconscious by 
a policeman wielding a riot shield. 

Discrimination and racial harassment 
were both highlighted as problems in a re- 
port into council housing in Bradford, pub- 
lished last week by the Chartered Institute 
of Housing. It asked why social housing is 
taken up by so few of Bradford’s Asians. 
Here again, minority groups were found to 
fear vandalism and racial abuse if they 
took up council housing in white estates, 
although the report also noted their wish 
to remain near their families wherever 
they moved, which may have sustained ra- 
cial divisions. More disturbingly, the re- 
port found evidence of “block busting”. 
When Asians try to move into white areas, 
some estate agents reportedly warn white 
residents of a potential threat to their 
house prices. The estate agents thus gener- 
ate sales, while the whites leave the area. 

Oldham council has only recently 
started to tackle the suspicion that segrega- 
tion generates by, for example, pairing 
primary schools so that children can learn 
more about people of another colour. But 
nobody thinks there is a quick solution. 
Richard Knowles, the council leader, ad- 
mits it may take 25 years before the root 
causes of the problem are overcome. 

Still, it can be done. Leicester, where 
brown and black faces were 28% of the 
population in 1991 and may be more than 
50% by 2011, was labelled Britain’s most 
racist city 30 years ago. Local newspapers 
carried adverts telling immigrants to stay 
away, and racist organisations like the Na- 
tional Front were active. 

But Leicester, a more prosperous place 
than the riotous towns of the north-west, 
has changed. In Burnley, a British National 
Party candidate got 11% of the vote in this 
year’s general election. In Oldham, two 
BNP candidates got 11% and 16% of the 
vote. In Leicester, the BNP man got 2%. W 


Politics and society 
The new underclass 


Pity the poor toffs 


ICE guys finish last in politics. So Mi- 

chael Ancram, the amiable former 
chairman of the Conservative Party, who 
now wants to lead it, would probably be 
disappointed—even without his family 
skeleton. This handicap is far graver than, 
say, being in the pay of the tobacco indus- 
try, or having a homosexual past—poten- 
tial problems for two of Mr Ancram’s ri- 
vals. They will probably be too discreet to 
say so, but the terrible truth is, the poor 
chap is posh. 

Foreigners tend to think that most Brit- 
ons are floppy-haired, ineffectual fops. 
Brits, though, have a keener sense of the 
subtle gradations of class. A man like Mi- 
chael Heseltine, a former Tory deputy 
prime minister, walks like a toff and 
sounds like a toff, but as a former colleague 
once observed, he “bought his own furni- 
ture”. Tony Blair’s educational background 
is often cited as evidence of poshness, but 
in truth the prime minister is merely a mid- 
dle-class professional. By contrast, they 
don’t come much posher than Mr Ancram 
(to real toffs, the royal family are foreign ar- 
rivistes). The son of a marquess, he is mar- 
ried to the daughter of a duke. 

Some of the genuine upper class claim 
that, alone among minorities, they remain 
a publicly acceptable target for wholesale 
derision. Aristos, they say, are being 
ghettoised in a narrow range of industries, 
such as the army, art dealerships and es- 


Nice daughters, shame about the class 
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tate agencies. Universities discriminate 
against them. Certainly, there is a lot of 
toff-bashing in the media, which tends to 
be populated by middle-class people who 
like to pretend they're not. But that makes 
it difficult to gauge the true extent of popu- 
lar anti-toff sentiment. 

Long ago, though, when it was evi- 
dently better at changing with the times, 
the Tory party decided that an aristocratic 
leader would be too great an electoral li- 
ability. In 1923 it chose the relatively inex- 
perienced Stanley Baldwin ahead of the 
more rarefied Lord Curzon (“a most supe- 
rior person”). Another symbolic break 
came in 1998, when Viscount Cranborne— 
whose family had been at the heart of Brit- 
ish politics since the reign of Elizabeth I— 
was sacked as Tory leader in the House of 
Lords. The Tories have prided themselves 
on choosing leaders from humbler back- 
grounds than their adversaries. The La- 
bour Party has been readier to elect leaders 
from (relatively) high social strata, perhaps 
to reassure voters of its gravitas. 

Mr Ancram does share one advantage 
with a number of successful politicians, 
such as George W. Bush. He boasts two at- 
tractive young daughters, who apparently 
spend much of their time pursuing the few 
activities still open to people of their sort— 
skiing, modelling, that sort of thing. But 
their aesthetic appeal may be outweighed 
by his embarrassing aristocracy. W 
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Bagehot Ideas, at last 


Politicians are now having the arguments that should have been aired during the election 





HOEVER expected such a boring general election to usher 

in such a tumult in British politics? Less than a month after 
the election delivered its expected result, battle is underway for 
the souls of both main parties. The mock-debates of the cam- 
paign—on taxation, on how to organise public services, on how 
to position Britain in Europe—have turned abruptly into real ar- 
guments on these subjects. 

Perhaps it should have been expected. During the election, 
both main parties took cover behind prepared, question-begging 
soundbites. With the election over, the parties are no longer pre- 
tending to argue with one another in order to win votes. They 
are arguing internally about what to do. From a spectator’s point 
of view, this makes for much better sport. 

The big eruption of the past week has been that of Lord Hat- 
tersley, a former deputy leader of the Labour Party, against the 
present leadership's interpretation of equality, the big idea on 
which most people suppose the Labour movement to have been 
founded. In a newspaper article, Lord Hattersley appealed to 
party members to “rise up against the coup d’etat which over- 
threw the legitimate philosophy”. He was outraged by Tony 
Blair’s refusal in a television interview to say that a Labour gov- 
ernment should help the poor by increasing taxes on the rich. 

For Lord Hattersley, this was the final chilling proof that the 
prime minister had succumbed to the noxious doctrine of meri- 
tocracy. Meritocracy could at most offer the able ladders out of 
poverty and deprivation, but “the Labour Party was created to 
change society in such a way that there is no poverty and de- 
privation from which to escape.” Lord Hattersley says that Mr 
Blair's Labour Party stands for very little that can be identified 
with social democracy and that now is the time for all good 
egalitarians to come to the aid of its original philosophy. The 
party’s apparatchiks immediately dismissed Lord Hattersley as a 
figure from the past, sadly out of touch with majority opinion. 
But Lord Hattersley makes an excellent point that resonates with 
Labour activists of all ages and will return to plague the inven- 
tors of New Labour as the novelty of office begins to wear off. 

The prime minister's more immediate difficulty is his attitude 
to the public services. Having had the temerity to question La- 
bour’s traditional prejudice that public provision is good and 


private provision bad, he now stands accused of replacing it not 
with a new idea but with the same prejudice in reverse. 

This poses more of a problem for him than Lord Hattersley’s 
excellent point because it strikes at vested interests, in the shape 
of the public-sector trade unions, and not merely at philosophy. 
Mr Blair hopes to allay the fears of the unions while still press- 
ing home his reforms. That was the point of his inviting union 
leaders to Downing Street this week: his talent for persuasion, 
especially over dinner, is the stuff of legend. But not even Mr 
Blair will win this argument without thinking through the miss- 
ing details on just how to harness the private sector to Britain’s 
public services. 

In the Conservative Party, matters are complicated by the 
need to identify a new leader as well as a new bundle of politi- 
cal ideas. Be they from right or left, all the Mps who have volun- 
teered to take the place of William Hague, self-banished to atone 
for leading the party to electoral ruination, say with the wisdom 
of hindsight that he should have had more positive things to say 
during the campaign about how to improve the public services 
and less about the peril that joining the euro theoretically poses 
to freedom, democracy and the British way. There is an enter- 
taining symmetry here: the Tories are having to admit that pub- 
lic can be good at the very moment when Labour is having to 
admit that private can be good. Then again, neither the size of 
the state nor the state of the public services is going to be the di- 
visive issue in the Tory leadership campaign in the weeks ahead. 
It is social tolerance, and the euro, that divide the party today. 


Even Tories need ideas 

When Kenneth Clarke, a former chancellor of the exchequer, 
confirmed this week that he would join the race, he asked the 
party to stop arguing about Europe, a quarrel which he said had 
poisoned its internal politics for a decade. His simple selling pro- 
position is that, under him, the Conservatives might once again 
come to be electable. This is not because he possesses some 
splendid new political thought but because he is a popular poli- 
tician, with long experience in great offices of state, who will not 
repeat Mr Hague’s mistake of turning the party's hate-affair with 
Europe into an all-consuming obsession that voters consider 
weird. By implication, much of Mr Clarke’s appeal lies not in his 
ideology but in his lack of one. Here, say friends, is a plain, like- 
able, capable fellow who judges issues on their merits and 
knows a thing or two about the public services. 

Mr Clarke is standing on his personal qualities rather than 
his political ideas because his main political idea—a well-known 
enthusiasm for Europe's single currency—is out of tune with his 
party’s well-known hatred of it. But even the Conservative 
Party, with its long history of craving power for its own sake, 
needs big ideas as well as capable leaders if it is to return to 
power. If the Tories are not to be in the business of defending 
Britain from a federal Europe, what is their business, especially 
now that Labour has stolen most of their other ideas? Mr Clarke 
offers the party social liberalism plus friendliness to the Euro- 
pean Union. Michael Portillo, his main rival, offers social liberal- 
ism plus suspicion of the Ev. Iain Duncan-Smith and other 
candidates on the right offer suspicion of the Ev plus “tradi- 
tional values”, whatever they may be. 

These arguments are illuminating and interesting. It seems a 
shame, though, that politicians did not choose to explore them 
at a time when the electorate was likelier to be listening. m 
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As the requirements for value-driven investment 
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The Bush administration is moving to protect America’s battered steel makers. That 
is bad news for their equally battered rivals in Europe and Asia 


IVEN President George Bush’s oft- 

stated free-trade credentials, it is 
ironic that his first big action on the trade 
front should be grossly protectionist. On 
June 22nd, at Mr Bush’s direction, Bob 
Zoellick, America’s trade representative, 
invoked section 201 of the 1974 trade act 
and asked the independent International 
Trade Commission to examine whether 
the American steel industry has suffered 
serious injury from imports. Given the in- 
tensity of lobbying by steel companies 
and trade unions, it will be no surprise if 
America imposes quotas and higher tariffs 
on steel imports when the investigation 
endsin a few months’ time. 

There is no doubt that America’s steel 
industry is in trouble. Prices are at their 
lowest for 20 years and they have fallen 
sharply this year. That has put more strain 
on companies that were already strug- 
gling. us Steel, the longtime industry 
leader, will lose money this year, while 
Bethlehem Steel, for decades America’s 
number two, will record a loss for the third 
year running. Even Nucor, a mini-mill up- 
start founded in the 1960s and by some 
measures now America’s biggest pro- 
ducer, is fighting to remain profitable. 

The industry’s woes have produced 
alarming statistics. No fewer than 18 
American steel firms have filed for bank- 
ruptcy in the past three-and-a-half years, 
including trv, the third-biggest. North- 
western Steel recently shut its furnaces 


and ceased business. Further failures are 
expected this year. Job losses in the indus- 
try, which have averaged 5,000 a year 
since 1990, are accelerating. 

The Bush administration maintains 
that imports are largely to blame. Mr Zoel- 
lick cited a “50-year legacy of foreign gov- 
ernment intervention in the market and 
direct financial support of their steel 
industries” as a principal cause of the pro- 
blem. As well as seeking to curb imports, 
Mr Bush has called for multilateral talks 
with other steel-producing countries to 
eliminate excess capacity and reduce sub- 
sidies. Some members of his team would 
like a global pact similar to the one intro- 
duced for aluminium in 1994. Observers 
say the creation of such a cartel is unlikely, 
given the large number of producing coun- 
tries that would have to agree. 

As with any international trade row, 
the underlying picture is more complex 
than the parties’ rhetoric suggests. It is true 
that imports into America have increased 
sharply in recent years and now account 
for around 30% of the market. In the first 
half of the 1990s they averaged 21m metric 
tonnes a year, before jumping to 41.5m 
tonnes in 1998. In 1999, some 35.7m tonnes 
entered America, and last year 38m came 
in, mostly from its NAFTA trading partners 
and from Europe. 

But imports have recently been falling 
almost as fast as they once increased. Ac- 
cording to Peter Dupont, an analyst with 
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Commerzbank, imports from January to 
April were down by 30% from the previous 
year. Assuming that domestic demand 
does not collapse completely as the econ- 
omy slows, Mr Dupont reckons America 
needs to import at least 20m tonnes to off- 
set constraints in its own production ca- 
pacity. That could be close to the level that 
might be acceptable to Mr Bush. 

The steel industry's problems are nei- 
ther new nor confined to America, how- 
ever. During the 1990s, productivity in Eu- 
rope, America and Japan rose by 50% to an 
output of almost 600 tonnes per man- 
year. Over the same period, even though 
world GDP rose by nearly 40%, overall pro- 
duction scarcely increased. Big job losses, 
and accompanying political and trade ten- 
sions, were inevitable. Companies also 
had to cope with persistent over-capacity. 
For 30 years capacity has exceeded pro- 
duction by around 20%. That has caused 
long-term downward pressure on prices 
and guaranteed that the industry always 
plunges into operating losses whenever 
economic conditions deteriorate. 

If the laws of economics were allowed 
to work, weak producers would long ago 
have disappeared, and the reduction in ca- 
pacity would leave the survivors in better 
shape. But steel is not a normal market. 
Gary Hufbauer and Ben Goodrich of the 
Institute for International Economics, a 
Washington think-tank, point out in a 
forthcoming policy brief that big market 
distortions have made the shedding of ex- 
cess capacity a painfully slow affair. Amer- 
ica is as bad as anywhere in allowing sub- 
sidies and guarantees to distort the market. 

In Europe, governments responded to 
market pressures by privatising their steel 
companies, mostly in the early 1990s. But 
this introduced a further form of subsidy 
because the companies, many of which 
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> cades, were given clean balance sheets in 
order to make them financially viable. The 
American steel industry points to this as 
an example of unfair market conditions, 
while the Europeans argue that American 
firms have been feeble at restructuring 
their operations to become more efficient. 

Neither side is on completely solid 
ground. Even with sound balance sheets, 
Europe’s steel companies have struggled 
and have used mergers to survive. Corus, 
an Anglo-Dutch combination, is making 
horrible losses and closing plants all over 
the place. The European Commission has 
just begun to examine the effects of a pro- 
posed €30 billion ($25.5 billion) merger be- 
tween Usinor of France, Arbed of Luxem- 
bourg and Spain’s Aceralia. That deal, if 
permitted, will create the world’s biggest 
steel concern, able to produce 45m tonnes 
annually. But others may yet intervene. 
Riva, a private Italian steel group, recently 
prepared a spoiling bid for Usinor, only to 
balk at the last moment on price grounds. 

Despite the strength of the dollar, some 
American companies have not only re- 
structured but are capable of competing 
with any global rival. Ax Steel, for exam- 
ple, achieves world-class performance. A 
few huge conventional plants, such as 
those belonging to us Steel at Gary, Indi- 
ana and Bethlehem Steel at Burns Har- 
bour, Indiana, are also efficient enough to 
be competitive even in dreadful market 
conditions. But there are also many old 
and creaking plants. John Johnson of cru 
International, a consultancy, reckons the 
production costs of American mills are 
among the highest in the world, topped 
only by those in Japan. Further, expensive 
pension liabilities have played a big role in 
hindering mergers, and Chapter 11 bank- 
ruptcy proceedings often keep alive failing 
firms that would otherwise fold. 

If America introduces new quotas and 
tariffs, as seems likely, European compa- 


nies will suffer direct and indirect pain. 
They currently export 5m tonnes of fin- 
ished steel annually to America and stand 
to lose a lucrative portion of that—al- 
though no single producer is heavily ex- 
posed. Less directly, firms that are barred 
from the American market will look else- 
where to sell their steel, putting further 
pressure on prices. 

The prospect of increased American 
protectionism is slightly less worrying for 
Asian producers. The biggest and strongest 
companies, Posco in South Korea and 
China Steel in Taiwan, rely on America to 
take a modest 4% and 2% of output respec- 
tively. Anti-dumping measures already in 
force make America an unattractive mar- 
ket, a trend further reinforced by low 
prices. Young Woo Chang, an analyst with 
Goldman Sachs in Seoul, reckons that the 
mere $40 per tonne gap between Asian 
and American production costs makes ex- 
ports to America uneconomic in most 
cases, once transport costs are factored in. 
This helps explain why, in Japan, South 
Korea and Taiwan, roughly 70% of produc- 
tion goes to domestic markets, with much 
of the rest being exported to Asian neigh- 
bours—in particular China, whose hunger 
for steel imports is the saviour of many an 
Asian producer. 


Political metal 

Given the longstanding and global nature 
of the steel industry's problems, why is Mr 
Bush acting now? Look no further than 
politics. America’s steel lobby wields clout 
in Washington that is disproportionate for 
an industry employing only 200,000 peo- 
ple. It is adept at using America’s trade ar- 
moury: some 46% of existing anti-dump- 
ing orders are on steel products, even 
though steel accounts for only 2% of im- 
ports. The steel firms also have powerful 
friends in Congress, who could derail Mr 
Bush’s broader free-trade agenda or initi- 
ate even more draconian protectionist 
measures on steel. 

Mr Bush also needs to shore up unex- 
pected political gains. He narrowly won 
the staunchly Democratic state of West Vir- 
ginia in the 2000 election, in large part be- 
cause he promised to help steel workers 
more than Al Gore or Bill Clinton, who re- 
fused to resort to section 201. 

More important, Mr Bush needed to 
buy off the steel lobby so as to further his 
goal of winning trade-promotion author- 
ity from Congress. This power, which 
would enable the administration to nego- 
tiate trade pacts such as anew WTO round 
without Congress amending their details, 
is understandably controversial. Without 
a large protectionist bone to chew on, the 
steel lobby would have sunk it. Unfortu- 
nately, there is no guarantee that even sec- 
tion 201 will satisfy the industry’s de- 
mands for help. Quotas or not, the woes of 
the world’s steel makers will continue. = 








Central European oil PSG 
All for one, and 
one for all? 


WARSAW 
Joining forces, perhaps, to fight off the 
oil majors 

HERE is a touch of “The Three Muske- 

teers” about the looming consolidation 
of Central Europe's oil industry. Thrust to- 
gether by a common desire to repel un- 
friendly advances, yet consumed by na- 
tional pride, the three main regional 
companies—Poland’s PKN Orlen, Hun- 
gary’s MOL and Austria’s OMv (the main 
Czech oil firm, Unipetrol, is far smaller)— 
see their future as one. But they are loth to 
admit it. Integration will happen, they say; 
only expect plenty of jostling first. 

In recent weeks, the pushiness has 
given way to bonhomie. On June 19th the 
three held a meeting in London to extol the 
benefits of closer co-operation. Soon after- 
wards MOL, which had kicked off the 
consolidation drive last year by outbid- 
ding omv for a 36% stake in Slovakia’s 
main oil company, Slovnaft, declared its 
interest in buying the 18% stake in PKN that 
the Polish government plans to sell later 
this year. oMv did the same last month, 
having already snapped up 10% of MOL. 

The logic of all three now banding to- 
gether is clear. The region is awash with 
national oil companies with dominant po- 
sitions in their home markets but scant 
presence elsewhere. Linking up would » 





v 


(eee es 
s h. y o = A ' As h $ 7 





make them less vulnerable to local swings 
in demand and help them to cut costs. On 
the retail front, the encroachment of Euro- 
pean oil majors such as Royal Dutch/Shell, 
which is the largest foreign competitor in 
the region, and BP strengthens the case for 
a tie-up. A defensive alliance could also 
improve the terms of any takeover by a 
western company. 

Russian growls are also spurring 
consolidation. Flush with cash from last 
year’s spike in oil prices, and eager to ex- 
pand, Russian energy groups such as Luk- 
oil have already sniffed around Poland's 
second-biggest refiner, Gdanska. A recent 


Corporate security in Russia 


report by Deutsche Bank concluded that 
Russian companies may soon become the 
most aggressive investors in the region. 

All the more reason to bulk up and reap 
economies of scale. Unfortunately, poli- 
tics is getting in the way. Central Europe's 
oil groups have been restructured at great 
cost in recent years, especially PKN, whose 
$2 billion upgrade has transformed its 
Plock refinery into one of the top installa- 
tions in Europe. As a result, they are seen as 
highly strategic assets by their govern- 
ments, which hold blocking stakes. 

Regulatory snags abound, too. Take the 
case of MOL. Price caps have eaten into 


More brains, less brawn 


MOSCOW 


Why pay bandits when you can pay bureaucrats instead? 


USED to be western companies’ big- 

gest headache in Russia. Keeping hood- 
lums at bay meant lurking in discreet 
offices, behind heavy steel doors, 
guarded by beefy armed men. Nowa- 
days, security is less intrusive, less 
costly—and less useful. For the real threat 
is no longer from bandits, but from bu- 
reaucrats. Dealing with them requires 
lawyers, accountants and fixers, not 
guns and muscles. 

The gangsters have not gone away, of 
course. They have simply moved into 
other lines of business. Extorting money 
from rich firms was never going to be a 
long-term earner. Some criminals have 
morphed into legitimate security firms, 
others focus on private debt collection 
(bring your own blowtorch). 

Western companies still need safe- 
guarding against petty crime, drunks 
and so on. But a single guard is usually 
enough. Many office landlords now pro- 
vide this as part of the rent. Even if they 
do not, guards come cheaper now: the 
hourly cost of a man in uniform has 
fallen by half, to $4 or less. 

One reason for the change is that the 
state has recovered a lot of the clout that 
it lost in the early 1990s. That is good, be- 
cause life has become harder for the stu- 
pider kind of gangster. But it is also bad, 
because the state is itself now able to ex- 
tort money from businesses. A typical 
scam starts with a visit from the fire in- 
spector. Your office fire alarms are not 
quite right: unless you install new ones— 
from a firm that just happens to be both 
expensive and closely related to the fire 
service—your office will be closed. 

The answer is to have close ties to the 
local authorities. Upmarket western se- 
curity firms now spend a lot of time 
helping foreign clients sniff out the lie of 
the land—or, in industry jargon, “stake- 





An inspector calls 


holder mapping”. According to Peter 
Hopkins of the Moscow office of Drum, 
a British security firm, the key is under- 
standing “who's going to win, who's go- 
ing to lose, who can be brought into the 
deal? Is it the mayor who is up for re- 
election and wants to be loved, or is it 
better to have the deputy governor on 
your side?” What this means in practice 
can vary. In the best case it may involve 
something as innocent as a photocall 
with the right local boss at a factory 
opening, Or it may mean sourcing busi- 
ness to a well-connected local firm. 

The new conditions are changing the 
shape of the security industry. Life is 
less profitable. Simple security is a com- 
modity. Sophisticated stuff, such as 
checking out business partners’ honesty, 
requires real skills that many Moscow 
security firms lack—especially the one- 
man bands set up by ex-spies. One thing 
that has yet to change, however, is big 
Russian companies’ bloated in-house se- 
curity outfits, which specialise in collect- 
ing compromising material on their 
bosses’ business rivals. Tut tut. 
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profits from refining, saddling the firm 
with huge debts and weakening its hand 
in expansion talks. Although MOL has pre- 
pared its gas division for sale, the govern- 
ment, which has just over 25% of the par- 
ent firm, has yet to agree. 

Bad corporate governance has also 
held up consolidation. Although the 
shares of most of the region's energy com- 
panies are listed, shareholder voting limits 
(5% per shareholder at MOL and 10% at 
PKN) and politicised managements have 
derailed attempts to merge. Andrzej Modr- 
zejewski, PKN’S boss, has distanced him- 
self from the ministers who gave him his 
job, but he is still seen as a political appoin- 
tee. That worries would-be investors. 

All eyes are now on PKN. If the govern- 
ment sells a chunk to MOL or OMV, re- 
gional consolidation will be in full swing. 
But a regional merger is far from certain. 
The Polish privatisation minister faces a 
no-confidence vote, the ex-communists 
are likely to win September's parliamen- 
tary elections, and there is agreement in 
Warsaw that PKN, the biggest of the re- 
gional oil groups, should be buying rivals, 
not selling. For all the talk of teaming up, 
the muskets have yet to be laid down. m 


Intellectual property in China 
Have patent, will 
travel 


SHENZHEN 
Anew generation of Chinese 
companies wants to play by the rules 


N CENTRAL Shenzhen, the futuristic 

boomtown adjacent to Hong Kong, a 
savvy shopper can haggle a “Prada” hand- 
bag down to HK$80 ($10.25), a tiny fraction 
of what the authentic version costs in 
Hong Kong. This sums up the state of 
China's intellectual-property laws. But 
across town, where many of China’s priv- 
ate-sector high-tech companies are based, 
a different future is germinating. 

Literally so in the case of Kexing, 
China’s largest biotech company. Kexing 
makes and sells 60% of the drugs used in 
China to treat hepatitis B. That, however, is 
not what fills Kexing’s php-studded work- 
force with pride. Rather, it is the plans fora 
spaceship-like structure nearby that will 
house a state-of-the-art R&D centre. From 
here, Kexing intends to launch a string of 
new patents on to the international mar- 
ket. Within eight years, Kexing plans to be 
one of the world’s top ten biotech groups. 

Such global ambitions among Chinese 
entrepreneurs are novel. Foreign lawyers 
have long despaired at the apparent failure 
of outside pressure to get the Chinese to 
combat piracy of all sorts. But they are be- 
coming increasingly optimistic that a new » 





> breed of Chinese firms may succeed 
where international law has failed. 

Kexing exemplifies this evolution. In 
fact, it has always played by the rules. Un- 
der an agreement between China and 
America, no patents registered in America 
before 1986—and only some registered be- 
tween then and 1993—are protected within 
China. This has allowed Kexing to make 
and sell drugs inside China that are the 
intellectual property of firms elsewhere. 
The international rights to its range of hep- 
atitis drugs, for instance, are held by such 
drug giants as Schering-Plough and Roche. 

This has suited not only Kexing. Some 
20m Chinese are suffering from full-blown 
hepatitis. Only 100,000 can afford treat- 
ment. If China enforced international pat- 
ents, virtually none could. This explains 
why Kexing, whose Sinogen treatment 
costs a fifth of the price of the western ver- 
sion, has captured much of the market. 
The company expects to make profits of 
about $10m this year and $20m next year. 

These cashflows will help to finance 
Kexing’s quest for its own patents. Compa- 
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nies like it are using China’s current patent 
regime as a launching-pad. Once estab- 
lished, they say, they will push China into 
integrating its intellectual-property regime 
with international standards. 

This prospect naturally excites interna- 
tional investors. Stephen Roach, the chief 
economist of Morgan Stanley, an Ameri- 
can investment bank, recently took 15 fund 
managers on a tour of China. Kexing was a 
stop on the itinerary. “Don't kid yourself,” 
Mr Roach said afterwards. “China knows it 
must play by the rules to succeed.” 

This optimism is not based solely on 
high-tech stars such as Kexing. Haier in 
white goods, Legend in computers and 
Konka in television sets are all examples of 
Chinese firms with strategies based on 
their own brands or other intellectual 
property. “Their biggest worry is not for- 
eign rivals but local rip-offs,” says Zili 
Shao, who runs the Chinese operations of 
Linklaters, a British law firm. And once 
they, rather than foreigners, start lobbying 
Communist Party chiefs to enforce the 
rules, the cadres might just do it. = 





Tesco and Safeway online 


Surfing USA 


NEW YORK 


Showing the Americans how to make online shopping pay 


MERICA has all too often turned into a 
graveyard for foreign retailers. But this 
week a British supermarket chain sped 
across the Atlantic to teach the Yanks a 
trick or two. On June 25th Tesco, Britain's 
biggest grocer, announced a deal with Sa- 
feway, California's biggest food retailer, to 
bring its successful Internet shopping ser- 
vice to the United States. Tesco is injecting 
both its technology and $22m into Groce- 


Another great British export 


ry Works, a loss-making online retailer that 
is majority-owned by Safeway, in return 
for a 35% stake. Grocery Works will close its 
warehouse-based distribution network 
and replace it with Tesco’s so-called “store- 
picking” system, under which orders 
placed online are plucked from the shelves 
of existing stores. 

It is a sweet irony that online shopping 
techniques developed in provincial Brit- 
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ain are being exported to the very birth- 
place of e-commerce. And it is further 
proof, if it were needed, of the advantages 
of bricks-and-mortar retailers over their 
pure-play online rivals. Much-hyped start- 
ups such as Streamline, Peapod and Web- 
van, the best-capitalised of the lot, spent 
hundreds of millions of dollars on order- 
fulfillment systems, complete with dedi- 
cated warehouses, in the belief that 20% or 
more of all grocery shopping would rap- 
idly migrate to the Internet. But the switch 
has yet to happen. 

For most online grocers it is now too 
late. Streamline has gone bust, Peapod has 
been taken over by Ahold, a Dutch retailer, 
and Webvan is struggling not to be delisted 
from the Nasdaq stockmarket. Even Groce- 
ry Works has yet to make any money; Safe- 
way has been forced to write off $30m of 
its $45m investment as part of its latest re- 
financing. Meanwhile Tesco, after spend- 
ing around £40m ($56m) on getting its 
store-picking system right, has built up a 
profitable online food business with a 
turnover of £300m a year, making it the 
world’s biggest Internet grocer. 

With hindsight, the superiority of 
Tesco’s model seems obvious. As Andrew 
Higginson, Tesco’s finance director, says: 
“Think of the store as a warehouse. It is 
close to where people live, it is simple to 
pick from because the layout is designed 
for customers to navigate, infrastructure is 
there and it is already part of a supply 
chain.” In Tesco’s case, specially employed 
pickers trawl around the aisles with com- 
puterised systems that can deal with six 
shopping lists at once. The items are bun- 
dled into a fleet of vans and packed on ar- 
rival at the doorstep. Although there is a 
risk of crowding out shoppers, Mr Higgin- 
son believes that the stores can comfort- 
ably handle £1.5 billion a year in online 
sales before Tesco needs to build its own 
dedicated warehouses. 

Besides this solid economic argument, 
however, Tesco's approach also has some 
cunning accounting in its favour. Like its 
dotcom rivals, it has to charge direct ex- 
penses, such as vans and pickers, against 
its online revenues. But the pure plays also 
have to shoulder the running costs and de- 
preciation charges of their warehouses, 
whereas the cost of Tesco's stores, includ- 
ing depreciation and lighting, is booked 
against its offline sales. Add the fact that 
Tesco charges a £5 fee per delivery, and itis 
no surprise that it has rapidly been able to 
show an online profit. 

If Tesco can teach its new partner these 
skills and tricks, its 35% stake in Grocery- 
Works could turn out to be a goldmine, 
given America’s avid Internet usage and 
Safeway’s 1,700-strong network of stores, 
more than twice as big as its own. With 
Tesco in an expansionary mood, this 
week's deal might even prove to be the pre- 
lude to a merger. m 





Iran's car-making ambitions 
Hoping for a 
revolution 


TEHRAN 
Can Iran turn itself into a regional force 
in car manufacturing? 


T WAS Koran readings and cakes rather 

than champagne and canapés at the 
launch of Iran’s long-awaited national car, 
the x7, at the Tehran car fair this week. Iran 
has quite a large motor industry. Its main 
local producer, Iran Khodro, which is 45% 
state-owned, will turn out some 300,000 
vehicles this year; another 150,000 are 
made by several small joint ventures be- 
tween foreign car firms and local busi- 
nesses. Iran Khodro is one of the world’s 
top 20 car makers, with an output twice 
the size of Malaysia’s national car com- 
pany, Proton, and a home market two- 
thirds as big as China’s. The car industry 
accounts for one-fifth of [ran’s manufac- 
turing. But itis stuck in a time warp behind 
protectionist barriers, with little foreign in- 
vestment to drag it into the present. 

For as long as Iranians can remember, 
motoring has been synonymous with the 
Paykan, the style-free jalopy that has been 
polluting their cities ever since Iran Na- 
tional (as Iran Khodro was then called) got 
a licence from a British car maker, Hillman, 
in the 1960s. Iranians still part with almost 
$7,000 (several years’ average wage) for 
these clunkers. They have other choices: 
there is the Peugeot RD, which marries the 
body of a recent model licensed from the 
French car maker (and built on assembly 
lines shipped from France) to the engine 
of, you guessed it, a Paykan. Wags say the 
RD stands for real disaster. 

This week's shining new hope has 
been developed with British consultants 
and uses a modern Peugeot engine. It has 
been described as a cross between a bul- 
bous Audi and an Opel Vectra. Peugeot 
also helps Iran Khodro by licensing it to 
produce its 206 model for the local market. 
Iran Khodro, in turn, supplies components 
for the French firm. Another local pro- 
ducer, Saipa, plans to start making another 
French model, the Citroén Xantia, for 
nearby export markets. And any day now, 
an Iranian company is expected to sign a 
deal with Rover, a struggling British car 
manufacturer, to buy and ship to Iran the 
production line once used to make the 
Rover 100. 

Iran has invested much of its oil reve- 
nues in building up the production of cars 
and car parts, sheltered behind a complete 
ban on imports. Butif the country wants to 
join the World Trade Organisation, and 
thus rejoin the international economy that 
it left after the 1979 revolution, govern- 
ment ministers know that they will have 





The Italian icon wants to grow out of its niche 
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EING first may merit a mention in re- 

cord books, but keeping ahead is 
what counts in business. Campari, a 
drinks firm whose shares will be floated 
on the Milan bourse on July 6th, claims 
to have produced the world’s first ready- 
to-drink alcoholic aperitif in a single 
serving, CampariSoda, in 1932. The bitter 
red drink is still popular, especially in 
Europe. But this, it seems, is not enough. 
Campari, whose sales of around $400m 
last year place it in the second tier of the 
global booze industry, is trying to nar- 
row the gap that separates it from giants 
such as Diageo and Allied Domecq. 

Six years ago, Campari embarked on 
an acquisition spree to break free from 


to open up to imports and foreign invest- 
ment. Iran Khodro leads a powerful lobby 
that is determined to keep the import ban 
on cars, although most observers reckon 
the market will start opening up within 
three years. 

Iran Khodro aspires to export vehicles 
to some of the countries that it borders, 
such as Turkmenistan, Armenia and Azer- 
baijan. It also hopes to sell in Middle East- 
ern and North African markets, which 
tend to be overlooked by the big interna- 
tional car makers. Sharing a religion and a 
relative isolation from the West could 
make it easier for the Iranians to do busi- 
ness in such markets—once their products 
come up to scratch. m 
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reliance on a mere handful of products. 
Its first move was the purchase of a soft- 
drinks portfolio that included a non-al- 
coholic aperitif, Crodino. Spirits and 
other soft drinks followed. At the end of 
1999, Campari bought the Cinzano 
brand of wines and vermouths from 
Diageo’s United Distillers and Vintners 
(UDV) for €106.5m ($107m). Earlier this 
year, it added upv’s Brazilian and Uru- 
guayan spirits and wines portfolio for 
€113m. These acquisitions have helped 
Campari to boost its sales by about one- 
third over the past three years. They 
have also reduced the importance of It- 
aly as the firm’s biggest market, from 
66% of sales in 1998 to 57% last year. 

The newly acquired brands have, 
however, brought challenges of their 
own. Revitalising Cinzano, which sells 
only one-fifth of the volume of Martini, 
the world leader in vermouths, will take 
both money and management time. 
Moreover, Campari's acquisition cam- 
paign is not over. Future purchases may 
involve far bigger costs—especially if 
Campari ends up in bidding wars with 
deeper-pocketed rivals. But this, the firm 
believes, is the time to buy, not least be- 
cause big drinks groups are looking to 
rationalise their portfolios by selling 
their long “tails” of smaller brands to 
concentrate on 10-20 big ones. 

Campari might itself have already 
been swallowed, were it not for its typi- 
cally Italian ownership structure. Even 
after next week’s flotation, in which 49% 
of the shares are being offered, the firm 
will remain under the control of its ma- 
jority shareholder, the Garavoglia fam- 
ily. While Campari tries to shape up, to 
match global rivals, its governance will 
continue to be a very Italian affair. 





At least the mirrors work 





Software in Japan 


The land that time forgot 


TOKYO 


Computer hardware in Japan is emerging from the dark ages. Will software follow? 


MAGINE a world without Microsoft. The 

Windows operating system would van- 
ish, magically, from the desktop. Com- 
puter programmers would be rid of Bill 
Gates and his monster. Diversity and com- 
petition would flourish, bringing joy to all. 
In fact, there is no need to imagine it: this 
more or less describes Japan—or at least 
the first bit does. Microsoft has struggled in 
Japan, especially in the back office, where 
clunky computers process transactions. 
Yet Mr Gates's absence from the world of 
business computing has not brought 
much joy. Japanese software is mostly pro- 
prietary and out of date. The poor people 
who write it, meanwhile, have little 
chance of making a fortune. 

It is this unpromising state of affairs 
that Tokyo’s stockbrokers have turned into 
a sales pitch. Big Japanese companies, they 
say, are at last ditching their old main- 
frame computers and buying sleek mod- 
ern client-servers. That, claim the stockbro- 
kers, will create some big opportunities for 
software firms, which have played second 
fiddle to the three big computer-hardware 
makers, NEC, Fujitsu and Hitachi. Expecta- 
tions are running high. Microsoft is worth 
about 2'2 times the market value of Japan's 
entire software industry, reckons Ben 
Wedmore of HsBc. But the American 
group’s earnings are ten times the size. 

Some of the brokers’ arguments are un- 
deniably correct. After years of stagnation, 
sales of PCs are growing quickly (see 
chart). Businesses are buying them be- 
cause they need to embrace Internet tech- 
nology. The sales of Net One Systems, 
which designs and builds web-friendly 
computer networks for Japanese firms, are 
growing by more than 60% a year. 

It is the mainframe computer that has 
turned software companies into second- 
class citizens in Japan. Because main- 
frames are sold bundled with software, 
the really important transaction is the sale 
of the hardware. After that, customers find 
themselves locked into years of expensive 
software purchases, tailor-made for each 
customer by the hardware maker or its as- 
sociates. The model is America in the 
1970s, when IBM and its mainframes ruled 
the market. Back then, it made sense for Ja- 
pan to copy this model. But trade protec- 
tion, lax antitrust rules and a friendly bu- 
reaucracy have preserved Japan's IBM 
clones long after their usefulness has come 
to an end. 

PCs opened up the American software 


market to outside companies and turned 
the hardware into a commodity. If the 
same now happens in Japan, NEC, Fujitsu 
and Hitachi will be supplanted by their 
affiliated software houses—NeEc Soft, Fu- 
jitsu Support & Service and Hitachi Soft- 
ware Engineering (all three of which have 
plenty of experience of building applica- 
tions that run on Windows)~—and indepen- 
dent software firms will flourish. 

If Japan’s established software firms 
are to thrive, they will first have to rid 
themselves of some bad old habits, Oddly, 
the industry’s structure closely resembles 
1930s-era mass manufacturing. Beneath 
the three big computer makers lie several 
carefully ordered layers of subcontractors. 
At the top, the computer makers control 
everything, managing customer relation- 
ships and farming out orders to their soft- 
ware subsidiaries in the second layer. The 
software houses then chop up orders into 








A late spurt 

The computer market in Japan: 
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bite-sized pieces and feed them to thou- 
sands of subcontractors. Each class of soft- 
ware firm knows its place and charges ap- 
propriately. 

Unless the software houses alter their 
prices, this is going to be hard to change. 
Compared with foreign firms, Japanese 
software houses charge very little. The 
software subsidiaries of the big computer 
makers, for instance, charge about $400 a 
day for a programmer; experienced staff at 
IBM Or the big global consultancies cost 
more than ten times this amount. 

That leaves the Japanese houses with 
no money for marketing or hiring the sort 
of experienced staff who might persuade 
their clients to pay more. It also leaves 
them undercapitalised. This is made 
worse by an odd pricing system, under 
which firms charge a fixed amount, in- 
stead of billing their customers by the 
hour. As a result, software houses bear all 
the risk if, as is usual, a project takes longer 
than planned. Profits in this unhappy 
world depend almost entirely on how 
hard you squeeze your subcontractors. 

Newer software houses come with a 
different set of problems, mostly related to 
the hurried way in which they were 
brought to the stockmarket—often at eye- 
popping prices. Some, like Rakuten, have 
lots of money but no clear strategy. Others, 
such as the stable of software firms under 
Softbank, an Internet conglomerate, have 
strategies but no intellectual property; 
they hope simply to import American 
business models and brands. That, says 
Mahendra Negi, chief financial officer of 
Trend Micro, a Tokyo-based computer-vi- 
rus company, is bound to be a low-margin 
business, as all it really involves is transla- 
tion from English into Japanese. 

Nor is it certain that the new entrants 
will ever be able to wrest away the big 
three hardware makers’ customers. For all 
its success, for instance, Oracle Japan sells 
its databases through other Japanese soft- 
ware houses, which continue to charge for 
their services (now packaged with an Ora- 
cle database) on a fixed-price basis. Oracle 
itself has no contact with its ultimate cus- 
tomers. In Japan, moreover, the Internet is 
still dominated by the old industry mono- 
liths. Besides NTT, the state telephone 
company, Japan’s biggest Internet service 
providers are NEC, Fujitsu and Hitachi. 

The risk is not just to all those investors 
who have bought the stockbrokers’ story. 
Mainframe computers and the weird soft- 
ware industry that they support have left 
corporate Japan at a huge disadvantage in 
IT. Companies are tied to particular com- 
puter manufacturers and must pay for bad 
tailor-made software that can often be 
bought for a small fraction of the price off 
the shelf. Japan’s hardware revolution of- 
fers a chance to change all this. First, 
though, the Japanese will have to get the 
software right, too. W 
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Amid gepe of bad = Maurice Myers is quietly turning round America’s largest garbage company 
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T WAS a moment that brought thou- 

sands of garbage men to their feet. On 
April 30th Maurice Myers, a 60-year-old 
executive, had spent several panicked sec- 
onds in a Las Vegas parking lot, trying to 
work out how to make a rubbish truck 
move forward. Then, unable to change 
gear but with the transmission firmly 
locked into first, he guided the vast green 
vehicle on to the stage of a hotel audito- 
rium. There he greeted a previously de- 
moralised group of employees from 
Waste Management, a company that only 
two years ago seemed about to implode. 

Corporate recovery stories come in va- 
rious guises. One popular model is the 
slash-and-burn tactics of the now de- 
throned Al “Chainsaw” Dunlap: fire peo- 
ple, cut costs, boost profits and sell the 
remains. Another is more cerebral. Find a 
troubled company with potential, and try 
to save it from afar. George Soros was 
among many investors who took this ap- 
proach with Waste Management, al- 
though he only barely escaped with his 
shirt. And then there is the style of Mr 
Myers, who became Waste Manage- 
ment'’s chief executive in November 1999: 
it could best be described as relentlessly 
hands-on. 

Mr Myers began his career in what 
was once considered the crucible of oper- 
ational management, the financial train- 
ing programme of a large car company, in 
his case Ford. Showing an entrepreneurial 
spark, he then headed a small Hawaiian 
airline, Aloha. Between 1994 and 1999 he 
played a crucial role in turning round first 
another airline that was distressed, Amer- 
ica West, and then a venerable trucking 
firm, Yellow Corporation, that was 
drowning in the seas of deregulation. 

Even so, investors were hardly reas- 
sured when he took over at Waste Man- 
agement. The company’s share price, 
which had already dropped from $60 to 
$17, fell as low as $13. Regulators were im- 
mersed in the investigations that resulted 





in the recently announced fraud settle- 
ment with Waste Management's auditor, 
Andersen (né Arthur Andersen), over the 
company’s misstatement of profits in the 
mid-1990s. Another case was settled last 
June covering the months just before Mr 
Myers’s arrival, when financial controls 
had fallen apart. 

You might think the business of pro- 
cessing waste was immune to failure. De- 
mand is consistent, technological change 
is hardly a threat and the entire industry 
has consolidated into an oligopoly. In ret- 
rospect, however, it was precisely the cre- 
ation of this oligopoly that led toa 
disaster. Waste Management and USA 
Waste Services had between them 
bought up 1,250 waste outfits in America, 
and even more in 20 other countries, be- 
fore they merged with each other in 1998. 
Still unsated, the new entity (which took 
the Waste Management name) acquired 
250 more companies in 1999—an average 
of one every weekday. 

Integration of all these takeovers was 
horrendous. When Mr Myers arrived, 
there were 1,120 Andersen consultants 
trying to hack their way through the com- 
pany’s accounts. Billing was a mess, as 
was the payroll. Of the firm’s 57,000 em- 
ployees, 10,000 were receiving incorrect 
pay slips. Predictably, morale was awful. 

Before signing up with the firm, Mr 
Myers spent a day interviewing employ- 
ees. He then spent his first few weeks do- 
ing exactly the same thing. There is nota 
company in the world, he says, whose 
problems are not known by the people 
who work for it. During his first four 
months, his greatest efforts were spent 
rallying his disgusted employees, and at- 
tempting to create order. Neither goal was 
easy. To minimise further instability, An- 
dersen was retained as the company’s au- 
ditor, notwithstanding its past sins. Until 
the final days before the March 2000 
deadline for 1999 results, Mr Myers was 
unsure whether the company could pro- 
duce an accurate financial statement. 

The first investments under Mr Myers 
were in accounting and information- 
management systems. “If you cannot 
measure it, you cannot manage it,” he 
maintains. By the end of 2000, the crisis 
began to ease. All the Andersen consul- 
tants were gone. Pay cheques were being 
processed correctly. The time required to 
collect bills had fallen from 72 days to just 
under 50. 

Most of Waste Management's interna- 


tional operations have been sold; the rest 
soon will be. The garbage business, says 
Mr Myers, is primarily a local business. 
Where some genuine synergy exists is in 
squeezing out savings. Waste Manage- 
ment spends $4 billion on goods and ser- 
vices. In the first half of this year it has 
saved $25m in truck costs alone, by reduc- 
ing the number of models it uses and bar- 
gaining directly with the manufacturers. 


A line in T-shirts, too 

Cutting costs, though, requires co-opera- 
tion from people who are used to work- 
ing independently. The biggest risk Mr 
Myers faces is rebellion. Yet the signs are 
that he can avoid it. After his appearance 
on the Las Vegas stage, sales of company- 
branded toys and clothing doubled. Pro- 
fits for the first quarter of this year were 
up to $124m, from $55m last year. Waste 
Management's share price has almost 
doubled since Mr Myers took over, a rare 
success in a bear market (see chart). Mr 
Myers says 80% of the company’s em- 
ployees back him, with 10% on the fence 
and 10% unlikely ever to come around. 
Successful leadership is about capturing a 
critical mass, rather than unanimity. 

Mr Myers says Waste Management 
will be his last turnround, as “I'm too 
tired to do it again”. Weekends are spent 
not relaxing but recruiting new employ- 
ees. To bring in 14 executives, Mr Myers 
interviewed 140 candidates. And there is 
plenty to keep him awake at night: in a 
weakened company, even small mistakes 
can be terminal. He says careful thought 
is already being given to his own succes- 
sion. By the time genuine proof emerges 
that Mr Myers has put Waste Manage- 
ment back on its feet, he may well be 
gone. @ 
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; ANNUAL REPORT 2000 
creation Pete Balfour Beatty is a world leader in the : PZU SA maintains the leadership position 
creation and care of infrastructure assets. It : On the Polish property and personal 
provides building and building ; insurance market with a 57% market share. 
management; civil, power and rail : 
engineering; and services for customers for : In the year 2000, the company has 
whom infrastructure quality, efficiency and concluded close to 40 million insurance 
reliability are critical. The company also : contracts, with the gross premium written 
invests in privately funded infrastructure amounting to approx. US$1.8 billion. The PTA 
projects and developments. net profit has reached approx. US$150 (P/U) 
million. eet 
A satisfactory financial performance in POWSZECHNY ZAKŁAD UBEZPIECZEN 
SPOLKA AKCYJNA 





2000 saw pre-tax profits rise to £86 million 
from £51 million in 1999, Earnings per 
share were 10.9p (1999: 5.1p) and dividends were increased to 4.5p 
(1999: 4.0p). 


PZU SA is the flagship company of the 
PZU Capital Group, which consists of 
corporate leaders in other segments of the insurance services market as 
well as in finance and investment. 

www.balfourbeatty.com 
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Credit Suisse Group o 


Credit Suisse Group is one of the world’s leading global 
financial services companies. 


In the area of asset management and asset gathering, 
specialised business units offer their clients — comprising 
private individuals, companies and institutions — 
investment products, financial advisory services, life 
insurance, pension solutions and the full range of other 
bank services, as well as non-life insurance from 


also traded in New York as an American Depository 


Receipt (ADR), in London and Paris. The Group 
employs around 80,000 staff worldwide. 


www.credit-suisse.com/annualreview 2000 


Winterthur, 


In the area of investment banking, Credit Suisse First 
Boston is one of the global leaders, playing a major role 
in many significant transactions. Credit Suisse Group is 
headquartered in Zurich and dates back to 1856. Its 
registered shares (CSGN) are listed on the Swiss 
Exchange SWX, in Frankfurt and in Tokyo. The share is 
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Roche az 


Roche, one of the world’s leading healthcare groups, 
develops innovative products and services for the 
prevention, diagnosis and treatment of disease. The 
Group’s record of innovation is based, first and 
foremost, on above-average investment in research 
and development. 


Roche's Annual Report for 2000 and other 
information about the Group are available at 


Avene Repevt 


www.roche.com. 


In 2000 the Roche Group recorded consolidated sales 
of 28.7 billion Swiss francs and employed roughly 
65,000 people worldwide. Net income rose 14% to 
5.0 billion Swiss francs. Including special gains and 
losses, net income was up even more sharply, 
increasing 50% to a record total of 8.6 billion Swiss 
francs. In 2000 Roche invested 3919 million Swiss 
francs, or 14% of sales, in research 

and development. 





CEE EEE EERE EERE EERE EERE EEE EEE EEE EEE EERE R EE EERE EEE EERE EERE RRR ROR OOOO eletiietedtietieieieiddeidd dedi ddd Tee eee ee eee te ee) 


Please send me the following annual reports (tick boxes) 














NAME 
JOB TITLE € 8 
COMPANY l Balfour Beatty Q 
ADDRESS 2 PZU SA Q 

3 Credit Suisse Q 

4 Roche Q ü 

POST CODE 

COUNTRY 





Please enclose Business Card 
Post this coupon to: 
Nathalie Henault, Annual Report Section, The Economist Newspaper Limited, 
6 rue Paul Baudry, 75008 Paris, France 
Replies should reach The Economist by August 28th, 2001. For more information, visit our website at www.economist.com 
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China's capital markets 





Fools in need of institutions 


HONG KONG 


The next step in China’s stockmarket reforms is to bring in investors who know 


what they are doing 


HOSE Chinese who think of them- 
selves as street-smart tell a joke about 
three fools. The first is the boss who plays 
around with his secretary and ends up her 
husband. The second is the investor who 
plays the property market and ends up a 
home owner. And the third is the punter 
who plays the stockmarket and finds him- 
self a shareholder. This sums up the cul- 
ture of China’s fledgling capital markets. 
“Trading, not ownership,” is the approach 
of China’s investors, says Anthony Neoh, a 
former head of Hong Kong's Securities and 
Futures Commission who is now the chief 
outside adviser to China’s regulatory 
body. “That's what we need to change.” 
This marks a shift in China’s capital- 
market reforms. So far, Beijing has focused 
almost entirely on fixing the “supply side” 
of the securities market. This has included 
listing more, and better, companies, and 
forcing them to adopt better standards of 
corporate governance and disclosure. 
Such efforts have a long way to go. 
However, the government now realises 
that it also needs to work on the “demand 
side”. At present, China’s stockmarket, 
Asia’s second-largest by capitalisation, 
consists of 60m mainly clueless retail in- 
vestors, driven to trade almost entirely on 
rumour. To switch from gambling to 
proper investing, the government has de- 
cided to open up the market to institutions: 
mutual funds, insurers and pension funds. 
These have three main advantages over 


retail investors. First, they can take a long- 
term view, since they are matching assets 
to liabilities that will not fall due for de- 
cades. Second, they invest according to 
“portfolio theory”, trying to get the best 
balance of risk and return by spreading 
funds over a basket of assets. Whereas in- 
dividuals merely punt on single shares, in- 
stitutions aim for relative outperformance 
against a market index. In fund-manage- 
ment jargon, this should change the dy- 
namics driving the market from “momen- 
tum” to “fundamentals”. And third, only 
institutions have the clout to insist on bet- 
ter corporate governance at firms in which 
they invest. They will thus be an impetus 
to supply-side reforms. 

So how, in practice, will all this come 
about? The first and easiest step is to bring 
in proper mutual funds (known as unit 
trusts in Britain). China already has 33 in- 
vestment funds, but most are tiny and 
fraudulent. They are also inappropriately 
designed, because they are “closed-end”. 
They cannot grow and shrink as new 
money flows in and out, they must be 
liquidated every five years, and they tend 
to trade below their net asset value. 

The answer is to permit “open-end” 
mutual funds, and this change is immi- 
nent. In April, the government passed a 
new trust law which, for the first time in 
China, separates legal ownership (by 


funds) from beneficial ownership (by in- 


vestors) and thus allows modern regula- 
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tion. With help from western banks, 
China’s banks are readying themselves for 
the custodial challenges of record-keeping 
and documentation. A fund-management 
firm in Shanghai, Hua An, will launch 
China's first open-end mutual fund in July 
or August. The fund will invest in both eq- 
uities and bonds, and will be capped at 
$600m (a tenth of what Hua An expects in 
investor interest). But if it succeeds, other 
funds will follow. 

Next, insurers will be allowed to enter 
the market. At first, this will have less im- 
pact than you might expect, because 
China's insurance industry is still so unde- 
veloped. Insurers collect less than 2% of 
GDP in premiums, compared with 8% in 
most rich countries. Together, they hold 
only about $40 billion in assets. At present, 
nearly all of thatis invested in bank depos- 
its and government bonds, at miserly 
yields. But the government now plans to 
allow insurers to invest up to 15% of their 
assets in equities, although it is not yet 
clear when this will take effect. 

More difficult, but also more promising, 
will be the introduction of modern pen- 
sion funds. Currently, China has an un- 
funded pension system that it inherited 
from the days of central planning, when 
state enterprises provided cradle-to-grave 
welfare for workers. These days, the pro- 
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> vincial governments manage an increas- 
ingly shaky system. Every year, more 
schemes turn into deficit, and this will get 
worse as China’s population ages. Beijing 
is now trying stop-gap measures. This 
month, for instance, it decreed that state 
companies listing new shares must pay 
10% of the proceeds into a social-security 
fund—a pensions tax, in effect. 

Yet the government hopes to find a 
comprehensive solution. This will involve 
switching gradually to a funded system, in 
which workers put a share of their salaries 
into individual accounts. To supplement 
this, the government will also allow pri- 
vately-run pension schemes like Amer- 
ica’s 401(k) plans, in which employees 
choose from a menu of mutual funds. The 
details and timetable for these reforms 
may take time to become clear; there have 
been setbacks aplenty. Still, in May the so- 
cial-security ministry said that it expected 
China to have $12 billion of pension 
money in funded schemes within two 
years; and $1.8 trillion in 30 years. That 
would do much to make China’s capital 
markets more efficient. 

Whether this happens will depend on 
the government's approach to foreign par- 
ticipation. China lacks domestic expertise 
in fund management—whether in invest- 
ing and customer service, or in order-pro- 
cessing and the marketing of collective in- 
vestments. In this respect, China 
resembles Taiwan a decade ago, says Blair 
Pickerell, chairman of Jardine Fleming, 
part of J.P. Morgan Chase. In the early 
1990s, when Jardines set up in Taipei, Tai- 
wan had almost no institutional investors 
or foreign fund managers. Today, there are 
over 40 managers of equity mutual funds. 
Investors are much more sophisticated. 
The same could happen in China. 

For now, China does not allow foreign- 
ers to manage Chinese money, although it 
lets them “advise” domestic firms: Jardine 
Fleming does so for Hua An, for instance. 
Once China enters the World Trade Orga- 
nisation, probably at the end of the year, 
the government promises to let foreigners 
take minority stakes in domestic fund 
managers. It has also made half-hearted 
noises about opening up the insurance 
and pension markets. 

That may not be enough. The heavy 
guns of global fund management, such as 
America’s Fidelity, do not like ventures in 
which they have no control. Nor do they 
see the point of re-creating from scratch 
computer systems and back offices for 
China, as the government wants, since this 
undermines the economies of scale on 
which their businesses are built. In short, 
global fund managers have this in com- 
mon with China’s savers: they hate not 
making money. The Communists in Beij- 
ing, whose own political future depends in 
large part on not dashing the expectations 
of savers, should bear thatin mind. = 
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Reinsurance in China 


Filling a gap 


HONG KONG 





One reason why China uses capital inefficiently is that it lacks reinsurance 


HE magic of portfolio theory applies 

wherever there is risk—whether in the 
stockmarket or in the “market” for floods, 
earthquakes and so on. In simple terms, it 
amounts to this: risk gets cheaper when 
mixed with other, uncorrelated risks. Say 
that a dollar of capital must be set aside as 
a safeguard against one unit of fire risk. Ina 
portfolio of 100 units that are far enough 
apart not to be burnt by the same fire, each 
unit might require only 90 cents; in one of 
1,000 risks, 70 cents, and so on. The larger 
the portfolio, the more capital is freed up. 

Not only does China at present have 
such an inefficient market in insurance 
that it pays “the whole dollar”; it also does 
not have enough dollars. Take the Three 
Gorges dam (above), now being built 
across the Yangzi river. This single project 
will cost about four times the total premi- 
ums of China’s entire non-life insurance 
industry, and about twice its assets. One 
hiccup in one location, and China is out of 
insurance—and a lot else besides. 

China will suffer even if it is spared ca- 
tastrophes. This is because its companies 
and households have to save more than is 
necessary to guard against some risks, and 
to pay a higher price to insure themselves 
against others. China is therefore wasting 
capital that could be used for other things. 
This is largely because the country lacks a 
reinsurance industry. 

It has one in name. China Re is a mo- 
nopoly that was spun off in the 1990s from 
the People’s Insurance Company of China 
(PICC), itself formerly a monopoly in both 
life and non-life insurance. Never mind 
that the state owns both China Re and the 
remainder of the old picc, and that all risk 


therefore defaults to the taxpayer. More 
perversely, every Chinese insurer, even 
the few recent private-sector upstarts, 
must cede (that is, reinsure) 20% of each 
policy—irrespective of the risk or its cor- 
relation to others—to China Re. The rein- 
surer, in turn, is not allowed to retrocede 
(that is, re-reinsure) to foreign insurers. It 
therefore duplicates exactly the risk profile 
of China’s primary insurers, with hardly 
any portfolio effect at all. 

Fortunately, the government has un- 
derstood the insanity of this. At the same 
time, fixing it is easier than reforming 
other parts of China's capital markets— 
since the simple solution is to allow for- 
eign reinsurers into the market. The most 
efficient risk portfolio possible is a well- 
balanced worldwide one, and that is what 
Swiss Re and Munich Re, the world’s top 
two reinsurers, have to offer. The govern- 
ment has hinted in bilateral talks with 
Switzerland that it would give Swiss Re ac- 
cess to its market “shortly after wTO acces- 
sion”. And in contrast to its approach to for- 
eign primary insurers, to whom it parcels 
out licences in one city at a time, it seems 
willing to give reinsurers access to the 
whole country. 

Because every Chinese risk becomes 
cheaper if it is ultimately reinsured, 
China’s economic development should 
then proceed faster and withstand more 
catastrophes. “That’s our value proposi- 
tion in China,” says Franz-Josef Hahn, 
Swiss Re’s head of China. It amounts to 
helping underwrite China’s economic re- 
forms—and even China’s Communist re- 
gime itself. In Beijing, this penny seems to 
have dropped. m 
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Transatlantic trade 


Occasional squalls 


WASHINGTON, DC 
Aruling against America aggravates 
trade tensions 


ASCAL LAMY, Europe's trade commis- 

sioner, and Bob Zoellick, his American 
counterpart, are famously good pals. Both 
have worked hard to improve a trade rela- 
tionship that is often fractious. With some 
success: when George Bush visited Europe 
in mid-June, he pledged support, along 
with European leaders, for an “ambitious” 
new world trade round. Now, the bonho- 
mie is about to be tested. 

The latest challenge is an interim ruling 
by the World Trade Organisation on the le- 
gality of America granting income-tax 
breaks to exporters. Last year America 
changed the way it taxes exporters, in re- 
sponse to an initial ruling that its system 
broke wTo rules. Now the trade body has 
ruled against America again. A final deci- 
sion will not be made public until August, 
but a leaked interim ruling suggests that 
America lost on nearly every point. If up- 
held on appeal, this would allow the Euro- 
pean Union to impose up to $4 billion of 
punitive tariffs—ten times the tariffs im- 
posed in the spats over beef and bananas. 

No final decision is likely until after the 
November wTo summit at which a new 
global trade round is due to be launched. 
Also, the sheer scale of the potential trade 
war between America and the EU makes 
each party wary of firing the first shot. 

Of the dozen-odd trade disputes be- 
tween Washington and Brussels, all but 
one are European complaints at American 
behaviour, notably over steel. The Europe- 
ans are cross at American misuse of trade- 
protection instruments, such as anti- 
dumping and countervailing duties. On 
June 5th Mr Bush said he would help 
American steel by instigating a so-called 
“section 201” investigation, to the im- 
mense irritation of the Europeans. 

Left to themselves, Mr Lamy and Mr 
Zoellick could probably sort out these 
spats. A less rational force is America’s 


Wall Street 


Of Aces and busted flushes 


NEW YORK 


Profits slump amongst investment banks 


Aa “ACE” GREENBERG chose his 
nickname to improve his chances 
with girls at the University of Missouri. 
But it is an apt encapsulation of his trad- 
ing skills on Wall Street. This week, as 
the 73-year-old steps down as chairman 
of Bear Stearns, the investment bank 
where he has worked since 1949 is ona 
high. It recorded an increase in post-tax 
profits in the second quarter of 43% ona 
year earlier, at a time when many of its 
Wall Street rivals have stumbled. On 
June 26th Merrill Lynch issued a warning 
that its profits in the second quarter 
would fall by half, far short of expecta- 
tions. Goldman Sachs and Morgan Stan- 
ley have also reported lower profits. 
Strange that this surprised. Thanks to 
Alan Greenspan’s frenetic cuts in interest 
rates, times are good for underwriters 
and traders of bonds, core activities for 
Bear Stearns and Lehman Brothers, 
which also recorded a sharp increase in 
profits. It has been a lousy time for equ- 
ity underwriters and for advisers on the 


Congress, where suspicions of Europe are 
growing. The Evu’s opposition to the 
merger of GE and Honeywell, while not a 
trade issue, has raised hackles. Senator 
Fritz Hollings, chairman of the Senate 
Commerce Committee, fired off a letter to 
Mr Lamy this week, saying that a blocked 
merger would “undermine an already 
strained EU/us trade relationship”. 
Lawmakers will bridle at changing 
again the way America taxes exporters. A 
Senate insider says that, in retaliation, 
Congress may challenge European tax 
codes. More disputes over steel—which 
has powerful friends in Congress—would 
raise temperatures. Since the administra- 
tion needs Congress to grant Mr Bush 
trade-promotion authority to negotiate a 
new trade round, Mr Zoellick’s relation- 
ships with congressmen may be pitted 
against his friendship with Mr Lamy. m 





Will Pascal remain pals with Bob? 


meagre amounts of mergers and acqui- 
sitions (M&A) this year. Merrill, Gold- 
man and Morgan Stanley are three of the 
investment banks that gained most dur- 
ing the boom in equity and M&A busi- 
ness, and they are now suffering the 
most. Of the three, Merrill is weakest in 
bonds. It cut back its fixed-income activi- 
ties after the collapse of Long-Term Capi- 
tal Management (LTCM) in 1998. As it 
happens, both Bear Stearns and Lehman 
have long been criticised for their weak- 
ness in equities. 

Mr Greenberg is famous for worrying 
about even the price of a paper-clip at 
Bear Stearns. This used to seem terribly 
unfashionable, but these days other 
Wall Street firms are obsessed about 
costs. Lay-offs are increasing, though not 
yet alarmingly—not least, because banks 
saw how Merrill Lynch lost ground 
when the markets rebounded quickly 
after the LTCM crisis. Still, if few signs of 
improvement show soon, expect real 
blood-letting on Wall Street. 


Bank regulation 


Basel postponed 


Bank regulators get an extra year to 
complete anew regime 


Finance and economics 67 


i Fes Basel committee of rich-country 
bank supervisors this week said it 
would take an extra year to prepare its am- 
bitious new plans for bank capital. Relief? 
Yes. Surprise? No. 

The new plans redraw the way the 
world’s biggest banks would be super- 
vised. At present, banks set a fixed ratio of 
capital against so-called risk assets. The 
proposals would allow the most sophisti- 
cated banks, if they passed muster, to use 
their own measures of risk to determine 
how much capital to set aside against both 
“credit” and “operational” risk. 

Yet the plans to use banks’ own risk-as- 
sessment models still look like a building- 
site. Overwhelming criticism from trade 
associations, banks, national regulators 
and others, filed before a deadline on May 
31st, told the boffins of Basel that they 
needed to do a third draft, this time in 
closer cahoots with bankers. 

The timetable for implementation now 
stretches to 2005. The hope is that this will 
be enough time for new consultative pa- » 





> pers to be finished by September, and fora 
final draft in January inviting comments 
by next June. That should lead to a final ac- 
cord, called Basel 2, by the end of 2002. 
There would then be two years for banks 
to prepare their models and reporting sys- 
tems, and for the Eu to pass and imple- 
ment a capital-adequacy directive for 
banks and investment firms, modelled on 
Basel 2. 

This is a tight schedule even with the 
extra year, and the Basel committee is de- 
liberately shutting out debate on “new” is- 
sues. Work will focus instead on recalibrat- 
ing the calculations for credit risk and 
operational risk, they say. There has beena 
lot of concern about the impact of the 
credit calculations on bank lending to 
smaller businesses, retail customers, big 
projects and emerging markets. 

Some broader, even philosophical, is- 
sues will not go away, though. The new Ba- 
sel accord is “at war with itself”, says one 
negotiator, because it is trying to make reg- 
ulatory capital charges more risk-sensitive, 
while keeping banks as a “public good” 
and a buffer against economic downturns. 
Getting banks to hold more capital and 
lend more prudently during booms than 
during busts is like coaxing a cat to put 
liver in the fridge. So how to write such 
rules? 
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The regulators have to agree what they 
want banks to be, and then write the rules. 
At their first attempt in January, they got 
ahead of themselves by trying to prescribe 
how banks should calculate credit and op- 
erational risk, even as banks were still try- 
ing to pool enough meaningful data. 

This time around, the committee in- 
tends to be more concerned with simple 
and consistent rules for less sophisticated 
banks and banking systems. One of its 
tasks is to create rules and ratios that might 
have pre-empted the Asian banking crisis 
of 1997. The plea from the International 
Monetary Fund is for an accord appropri- 
ate to all banks in all countries, which does 
not idolise (for adoption as best practice) 
the modelling techniques of only a few so- 
phisticated international banks. 

The Basel committee has to get this 
right. The costs of the Asian and Russian 
banking crises of 1997-98 were $140 billion 
to taxpayers and $350 billion to investors, 
according to Credit Suisse. These will be 
dwarfed by the costs of Basel 2, the Swiss 
bank says. It calculates that 30,000 banks 
worldwide could be spending an average 
of $15m each year over five years to imple- 
ment the accord—a total of $2.25 trillion. If 
the benefits to banks and taxpayers do not 
run to hundreds of billions of dollars, it 
says, “Basel 2 will have failed”. = 








A new European exchange 


Hunting where the 
ducks are 


The Swiss Stock Exchange has bet ona 
new, virtual exchange 


T IS a gutsy, un-Swiss bet. On June 25th 

the Swiss Stock Exchange (swx) moved 
its trading of blue-chip Swiss shares—lock, 
stock and barrel—from Zurich to London, 
joining forces with Tradepoint, a small 
electronic exchange already based there. 
Virt-x, as the new exchange is called, aims 
not only to dominate trading in Swiss 
shares, but also to grab a big share of pan- 
European trading. Its first day went well: 
€2.5 billion ($2.2 billion) of trades, of 
which 12% came from non-Swiss shares, 
including GlaxoSmithKline and other Brit- 
ish blue chips. 

Liquidity is all—-and most upstart ex- 
changes have failed to attract it. These in- 
clude Jiway, a joint venture between Mor- 
gan Stanley and Sweden’s om Gruppen, 
as well as Tradepoint itself (it started trad- 
ing in 1995). Virt-x’s chief executive, Antoi- 
nette Hunziker-Ebneter, insists that her 
new exchange is different. Liquidity in 
most Swiss blue-chips is all but guaranteed 
(it was the big Swiss banks dominating 
trading on the swx that had insisted on 
the move to London). 

Virt-x can also charge lower fees for 
cross-border trades, thanks mainly to its 
“straight-through” processing—its han- 
dling of clearing and settlement through 
special deals with European settlement 
agencies. Few rivals can offer this; and, in 
general, high clearing and settlement costs 
remain a big obstacle to cross-border 
share-trading in Europe. 

Tiny Tradepoint was not the Swiss ex- 
change’s first choice when looking for a 
London partner last year. For one, the Lon- 
don Stock Exchange (LSE), busy at the time 
trying to merge with Deutsche Börse, said 
no. Still, Tradepoint appealed, for three rea- 
sons. It is regulated by Britain’s Financial 
Services Authority, regarded as amodel on 
the continent. It can sign up American in- 
vestors directly, because it is the only Euro- 
pean exchange to be recognised by Amer- 
ica’s Securities and Exchange Com- 
mission. And the consortium of banks and 
fund managers, along with Instinet, an 
electronic broker, that took over Trade- 
point in 1999 can itself bring orders to the 
new stockmarket. 

Ms Hunziker-Ebneter’s plan is to trade 
10% of European blue chips after a year. An 
ambitious goal, concedes Doug Atkins, 
chief executive of Instinet. If it is achieved, 
the LSE, which is still considering its op- 
tions for alliances or mergers, will surely 
come knocking at Virt-x’s door. m 
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Japanese banks’ bad loans 


Mere fiddling 


TOKYO 


A step forward, a step back for bank 
reform 


HEN Junichiro Koizumi was elected 
prime minister in April, he vowed to 


push through structural reforms to help re- 


vive Japan’s economy. To this end, he 
promised to clean up the banks and to sort 
out dud borrowers in industries such as 
construction and retailing. But the mea- 
sures unveiled on June 26th tell a different 
story. Bank reform, even under Mr Koi- 
zumi, is making little progress. And the old 
guard has managed, under the guise of re- 
form, to sneak through some pet schemes 
designed to coddle, rather than reform, the 
financial system. 

Chief among these is a stock-buying 
body, guaranteed by the government, that 
aims to help banks shrink their loss-ridden 
equity portfolios. This, argues the Finan- 
cial Services Agency, is a step to a deeper 
reform that would restrict banks’ equity 
shareholdings to less than 100% of their 
“tier-one” capital by about 2004. The en- 
tity will be funded by contributions from 
the banks themselves. 

Although limiting the shares that banks 
may own has met with widespread ap- 
proval, the stock-buying fund has not. The 
banks say they would prefer to sell stocks 
in the open market, as they have done so 
far; they fought hard to ensure that the 
fund’s use will be voluntary. Sceptics also 
question how a fund that may buy at most 
¥2 trillion ($16.1 billion) of shares can help 
banks make the ¥13 trillion or so of share 
sales needed to meet the new limitations. 
And reformers such as Yasuhisa Shiozaki, 
a politician in the ruling Liberal Demo- 
cratic Party (LDP), argue that the scheme 
contradicts Mr Koizumi’s stated goals of 


MOSCOW 


A tenacious foreign creditor is harrying Russian assets 


Ee financiers mouthing off 
about the legal wars they will un- 
leash to recover bad debts in Russia 
rarely mean much. The expense of a 
lawsuit outweighs the satisfaction; the 
chances of getting any money are slim. 
Yet Noga, a company owned by Nes- 
sim Gaon, a 78-year-old businessman 
based in Geneva, has been suing the 
Russian government since 1993, attempt- 
ing to seize Russian assets abroad. At Mr 
Gaon’s request, bailiffs last week very 
nearly grabbed two of Russia’s most ad- 
vanced warplanes at the Paris air show. 
The organisers tipped off the Russian au- 
thorities, and the planes flew home, just 
in time. Other near-misses include a sail- 
training ship, the Sedov, nuclear-waste 
shipments, and the president's plane. 
Mr Gaon, whose previous business 


structural reform. It distorts market mecha- 
nisms that help weed out bad from good. 

A new initiative to strengthen the role 
of the Resolution and Collection Corpora- 
tion (RCC), an institution that buys duff as- 
sets from banks, seems more promising. 
Reformers hope that proposals to create a 
new section within the rcc in charge of 
corporate restructuring might speed up the 
disposal of bad loans: it should allow bulk 
sales and the securitisation of bad loans 
and property collateral. The plan’s flaw is 
thatit applies only to the ¥13 trillion of dud 
loans already being tackled by the banks. 
The rCC cannot touch the remaining ¥60 
trillion or so of problem loans that still 
need to be sorted out. 

That these loans are souring danger- 
ously was highlighted by a recent study by 
the Nikkei newspaper, based on data from 
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partners include regimes in Nigeria and 
Sudan, put an unusual clause in his orig- 
inal export deals: Russia must waive its _ 
sovereign immunity. An arbitration 
court in Stockholm has found in his fa- 
vour, so far, to the tune of $110m, out of — 
a total claimed of $420m. Other courts _ 
around the world have let him have a 
Russian assets within reach. 
The odd thing is why Russia, now 
awash with cash, does not simply pay _ 
up. Mr Gaon says he was told at one 
point that a 10% kickback on the debt to — 
someone high up in the finance ministry 
would solve things. Fending off Mr 
Gaon costs much in legal fees. Not ac- 


cepting international judgments sits ill _ 


with the current Kremlin line on the rule 
of law. Mr Gaon says his next move will | 
be to seize Russia’s embassy in Paris. | 


the Financial Services Agency. It showed 
that almost three-quarters of loans to com- 
panies that went bust last year had been 
classified as sound or merely in need of 
monitoring. Banks are either misclassify- 
ing problem loans, or the economy is de- 
teriorating faster than they expected. 

The restriction on the RCC illustrates 
the government’s reluctance to tackle 
these “grey” problem loans. Mr Koizumi’s 
latest structural reform programme 
pledges to remove all bad loans from the 
banks’ books over the next three years, 
but, with such restrictions, it is not clear 
how. Pro-reformers believe that better 
bank inspections and stricter rules on loan 
classification would help tackle the rot. 

Such ideas have met surprising resis- 
tance from Hakuo Yanagisawa, the minis- 
ter in charge of financial affairs, who in- 
sists that bank inspections and loan 
classifications are tough enough already. 
Until recently, Mr Yanagisawa was seen as 
a leading reformer in the LDP. He is now 
being attacked, especially since he denies 
that banks need more public funds. Some 
suggest he does not want to admit that the 
previous round of public funding, which 
he oversaw, was a failure. Others suggest 
that Mr Yanagisawa might have become 
afraid to push reform, because he knows 
how big the problem is. 

Whatever. The government has stuck 
to merely toying with bank reform rather 
than tackling the root of the bad-debt pro- 
blem. Parts of the plan seem to have been 
cobbled together so that Mr Koizumi can 
take them to America on June 29th. He 
might find folk in Washington, pc, less 
easy to convince than voters at home. @ 
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Economics focus A blunt tool 


Is monetary policy less effective these days? 








HE quarter-point cut in interest rates 

by America’s Federal Reserve on June 
27th takes the total reduction in rates over 
the past six months to 2.75 percentage 
points—one of the most aggressive eas- 
ings in Fed history. Yet it seems to have 
done little, so far, to revive America’s 
economy. Monetary policy always needs 
time to take effect. This time the wait 
seems especially nerve-wracking. 

The latest batch of economic statistics 
paints a mixed picture. The economy may 
yet avoid recession, but hopes of a quick, 
strong bounce-back have faded. 

One reason why interest-rate cuts may 
have been less effective than expected 
this year is that they have actually done 
little to ease financial conditions. The 
Fed's main policy tool is the federal-funds 
rate, the rate at which banks lend over- 
night to one another. However, this rate 
has little direct impact on the economy, 
since neither firms nor households pay it. 
The transmission mechanism through 
which changes in the federal-funds rate 
affect the economy is a good deal more 
complex. The size of a cut in the rate can 
be a poor measure of the likely impact of 
monetary policy. 

Broadly, monetary policy affects the 
real economy through three channels: 

e Through the cost of borrowing in the 
market which, if reduced, could be ex- 
pected to spur consumer spending and in- 
vestment. Interest rates on short-term 
loans do indeed tend to move in line with 
the federal-funds rate. But much other 
borrowing, by both firms and house- 
holds, is linked to bond yields, which 
hang more on market expectations about 
future interest rates and inflation than on 
changes in short-term rates. 

e Through the exchange rate. In theory, 
looser monetary policy should push 
down the the dollar, so boosting exports. 
e Through the prices of financial assets, 
especially equities. If lower interest rates 
lift share prices, this may boost consumer 
spending as private shareholders feel 
wealthier, or spur corporate investment 
by reducing the cost of capital. 

If changes in the federal-funds rate do 
not feed through into market rates, the 
dollar or share prices, they will have little 
effect upon the economy. Bruce Kasman 
at J.P. Morgan Chase has analysed the 
Fed’s macroeconomic model of the 
American economy, derived from past 
behaviour. According to the model, a one 
percentage-point reduction in the federal- 





funds rate should raise the level of GDP 
by 1.7% after two years, but by only 0.6% 
after one year. This may suggest that 
America simply needs patience. 

However, the model also suggests 
that, if lower interest rates are to revive 
the economy, a cut of 2.5 percentage 
points (the size of the cut until this week) 
would normally be expected to have 
lifted share prices by 22% within a year, 
reduced long-term bond yields by three- 
quarters of a point, and left the dollar 5% 
weaker. Yet since the Fed first started to 
slash interest rates on January 3rd, the 
s&p 500 has actually fallen by 10%, the 
dollar’s trade-weighted value has gained 
7%, and both bond yields and mortgage 
rates have remained broadly unchanged. 

This is neatly summed up by the “fi- 
nancial-conditions index” which Gold- 
man Sachs calculates every day. This is a 
weighted average of short-term interest 
rates, corporate-bond yields, share prices 
and the trade-weighted dollar, with the 
weights derived from the Fed’s model. 
The index has fallen only modestly since 
the start of this year, because the stronger 
dollar and lower share prices have offset 
lower short-term interest rates. 


Stiff levers 
In previous economic cycles, as much as 
two-fifths of the total impact of interest- 
rate cuts on GDP, on average, has come 
through the stockmarket and the dollar— 
two channels that now appear to be 
blocked. This suggests that the Fed will 
have to push even harder on the mone- 
tary lever to revive growth. 

The Fed has another concern. Not only 
have long-term borrowing costs failed to 
follow short-term rates down, but house- 


holds and firms may also be less respon- 
sive to lower rates. They may not want to 
borrow any more because they are al- 
ready up to their ears in debt. With capac- 
ity utilisation in manufacturing at its 
lowest for 18 years, firms will also be re- 
luctant to invest more. 

Yet there is no need for too much 
gloom about the dwindling powers of the 
Fed. The economy does look fragile, but 
what if the Fed had done nothing? Share 
prices would have fallen more sharply, as 
would business and consumer confi- 
dence. As it is, consumer confidence has 
not, so far, been greatly dented. And the 
Fed’s easing has helped to prop up the 
housing market. In other words, the Fed 
still carries clout. 

Central bankers certainly think so. In 
April, the Federal Reserve Bank of New 
York held a conference on the monetary 
transmission mechanism. One paper* ob- 
served that, since the early 1980s, changes 
in the federal-funds rate seem to have had 
a smaller impact on output. However, the 
authors concluded that there was no evi- 
dence that firms and households had be- 
come less sensitive to changes in interest 
rates. Instead, the impact of changes in 
monetary policy seems to have declined 
because the conduct of policy has im- 
proved over the past two decades. The 
Fed now responds more quickly to chang- 
ing economic expectations, which has 
helped to smooth out the effect of inter- 
est-rate shocks, reducing the variability of 
output and inflation. A reassuring conclu- 
sion for central bankers—but it will need 
revisiting in a year’s time. @ 


* "The Monetary Transmission Mechanism: Has it 
Changed?”, by Jean Boivin and Marc Giannoni. 
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A matter of principals 


In this, the last of our seven e-strategy briefs, we look at how 
Enron’s spectacularly successful Internet effort has rein- 
forced, but not transformed, its existing business 


TS energy business seems 
an unlikely place to look for 
a good Internet strategy. Most 
of the sleepy giants in this ven- 
erable industry have failed to 
come up with any such strat- 
egy at all. Yet one of them, En- 
ron, has created what may be 
the most successful Internet 
venture of any company in any 
industry anywhere. 

Enron was already the 
world’s biggest energy-trading 
business when it launched En- 
ronOnline, its Internet-based 
trading platform, at the end of 
1999. Since that launch, Enron- 
Online has handled commod- 
ity trades worth some $650 bil- 
lion. The daily volume has 
soared to about 5,000 trades, 
with a notional value of 
around $3 billion. 

EnronOnline now offers 
over 1,500 different products 
(from spot electricity and gas to 
complex derivative instru- 
ments and even hedges against 
the weather). Online trades 
now make up nearly two- 
thirds of the company’s trading 
business. Management consul- 
tants and Internet gurus can- 
not stop singing its praises: 
Harvard Business School has 
already put together a glowing 
case study. 

Yet Jeffrey Skilling, chief ex- 
ecutive of Enron, does not 
seem all that impressed. “The 
Internet is not a disruptive 
technology,” he insists. He dis- 
misses the revolutionary 
claims for EnronOnline. “We 
were doing business-to-busi- 
ness trading long before there 
was such a thing as B2B, only 
we were using telephones,” he 
claims. “EnronOnline is really 
just a better telephone.” 

Such scepticism about the 
Internet is common among 
bosses of firms in such old-es- 
tablished industries as energy. 
But coming from Mr Skilling it 
seems surprising. For one 
thing, Enron is quite unlike 
such asset-heavy energy giants 


as ExxonMobil or Electricité de 
France. In some ways, indeed, 
it is no longer an old-fashioned 
company at all. 

It was formed by the merger 
in the 1980s of a couple of ail- 
ing gas-pipeline firms. Kenneth 
Lay, the firm’s founder and 
now its chairman, is a free- 
market enthusiast who had 
sensed a seismic shift in the en- 
ergy landscape. The govern- 
ment was beginning to deregu- 
late the business, and Mr Lay 
spotted a one-off chance to 
profit handsomely by creating 
innovative instruments for the 
nascent spot and forward mar- 
kets in energy products. He 
pushed regulators to open 
markets faster, and ensured 
that Enron was at the forefront 
of that deregulation. 

During Mr Lay’s watch, En- 
ron’s revenues grew from a 
mere $7.6 billion in 1986 to a 
whopping $101 billion last 
year (see chart on next page). 
Mr Skilling, his right-hand man 
for most of that time, has now 
set the firm’s sights even 
higher. He has modified the 
banner that greets visitors at 
Enron’s glittering headquarters 
in Houston from “The world’s 
leading energy company” to 
“The world’s leading com- 
pany”. So why, then, is he not 
trumpeting EnronOnline as a 
revolutionary breakthrough 
that is transforming his com- 
pany—and his industry—be- 
yond recognition? 


Part of the answer is that he 
has always been extremely 
wary of the Internet. As early 
as 1994, Enron considered buy- 
ing an online trading exchange, 
but it was Mr Skilling who re- 
jected the idea. Since then, his 
managers have been keenly 
aware that any half-baked dot- 
com or B2B idea would receive 
a chilly reception in the execu- 
tive suite. 

Not surprisingly, the bright 
young things who came up 
with EnronOnline did not seek 
Mr Skilling’s formal approval 
until virtually the last moment. 
Louise Kitchen, a young trader 
who was spearheading the 
firm’s foray into Europe's lib- 
eralising gas and power mar- 
kets, was an early advocate, 
emboldened by the success of 
a modest Internet effort at En- 
ron’s office in Scandinavia 
(which has long had liberal- 
ised energy markets). 

To get the idea off the 
ground, Ms Kitchen persuaded 
dozens of Enron's best com- 
mercial, legal and technical 
people to work on the project. 
Mr Skilling did not hear the full 
sales pitch for EnronOnline un- 
til just a few weeks before it 
went live. When he did, how- 
ever, he gave his full backing to 
this risky new global initiative, 
which had been put together in 
less than a year. 


Reskilling 

For Mr Skilling turned out not 
to be a technophobe after all. 
On the contrary, he claims to 
have recognised some time ago 
that information technology 
(1T) could prove a crucial com- 
petitive advantage for Enron, 
as it expanded ever faster. The 
problem was that the group's 
dizzying growth in the 1990s, 
combined with its highly de- 





centralised structure, had left it 
with a mish-mash of incom- 
patible technology platforms. 

About two years ago, he ap- 
pointed Michael McConnell, 
one of Enron's rising stars, as 
his technology supremo, with 
a remit to sort out this mess. Mr 
McConnell, who was head of 
the pipeline business at the 
time, says he nearly fell off his 
chair: “I turned white. I 
pleaded with Jeff that I am not 
a technology guy—in fact, I am 
anti-technology.” But Mr Skil- 
ling insisted precisely that he 
wanted a sharp commercial 
mind, and not the usual tech- 
nology booster, in charge of 
the revamp. 

So Mr McConnell set up a 
committee to decide on com- 
mon technology platforms 
across the global company. He 
says that, until that process got 
going, the rT geeks had never 
really sat down with the trad- 
ers or other commercial folk to 
discuss their investments. He 
insisted that IT groups be mea- 
sured, just like any other divi- 
sion, on their returns. 

Although it went against 
the grain of the bottom-up 
style that pervades Enron's 
business culture, Mr McCon- 
nell issued diktats that all must 
embrace Microsoft's Windows 
2000, that all systems must be 
Internet-enabled, and so on. 
This forged a common plat- 
form that he claims is produc- 
ing “a better return on intellec- 
tual capital” than would 
snazzier but incompatible tech- 
nology. More importantly, it 
also set the stage for a smooth 
roll-out of the company’s killer 
application: EnronOnline. 

What sold the doubting Mr 
Skilling on EnronOnline was 
its ability to overcome two 
flaws that he says make the B2B 
model unattractive for the 
sorts of markets that his firm 
specialises in. He argues that 
for any such “open platform” 
exchange to work, “you need a 
truly fungible commodity, and 
you need liquidity”. 

Unlike, say, treasury bills, 
he reckons electricity and gas 
are not perfectly interchange- 
able commodities: their prices 
vary wildly by geographical 
market, for example, and they 
can fluctuate every few sec- 


onds. Moreover, liquidity is a > 





> big problem, especially for the 
electricity market. 

The EnronOnline model 
that Ms Kitchen and her col- 
leagues came up with was not 
based on an open platform, 
however. Rather, it is what is 
called a “principal-intermedi- 
ated” model in which Enron 
acts as the principal. In other 
words, rather than striking 
deals among themselves willy- 
nilly through an Enron web- 
site, every buyer and seller par- 
ticipating in EnronOnline has 
to accept Enron as its direct 
counterparty—ie, as the seller 
or the buyer. 

That change has dealt with 
the boss’s two main objec- 
tions. Enron itself now pro- 
vides the market's liquidity, 
and the firm’s good name en- 
sures certainty of contract exe- 
cution. But not everybody was 
pleased with the idea. 

For one thing, it flew in the 
face of conventional wisdom. 
Internet gurus argued that the 
only trading platforms that 
customers wanted to use were 
“neutral” exchanges that allow 
all buyers and sellers to deal di- 
rectly with each other. Rivals 
scoffed that nobody would 
trust an exchange in which the 
counterparty to every trade 
was Enron itself. 

Surely, they speculated, 
such a principal would use the 
information it gains to manip- 
ulate the market to its own ad- 
vantage? But Enron has had the 
last laugh: while EnronOn- 
line’s fortunes have soared, a 
consortium of rivals that cob- 
bled together a neutral ex- 
change, the InterContinental 
Exchange, is bogged down in 
bureaucratic bickering. 

Enron’s own traders were 
not themselves without their 
doubts. As Christopher Bartlett 
of Harvard Business School 
puts it, “Internally, many ex- 
perienced traders believed that 
by making pricing transparent, 
the web-based trading plat- 
form would undermine the 
fundamental economics of En- 
ron’s wholesale business, 
which had become by far the 
biggest contributor to the com- 
pany’s earnings.” Ms Kitchen’s 
response to anyone who com- 
plained about EnronOnline’s 
possible impact on margins 
was: “So do we wait for a com- 


petitor to do it?” 

The traders were right in a 
limited sense. EnronOnline 
has indeed squeezed trading 
margins. However, this has 
been more than offset by the 
gains. Transaction costs, for ex- 
ample, have been dramatically 
reduced as the entire trading 
process is now automated. 

This has also helped to re- 
duce the time between the 
placement of an order and its 
execution (from as much as 
two hours before the online 
operation’s launch to a split- 
second today); this greatly re- 
duces the exposure of the firm 
to price fluctuations that might 
occur ‘twixt the ordered cup 
and the transacted lip. 

The biggest offsetting factor, 
however, is the dramatic ex- 
pansion in trading volumes. 
Last year, after the introduc- 
tion of EnronOnline, the firm 
Saw a surge of 60% over the 
previous year in the physical 
volumes that it traded. Since 
volumes have grown by only 
30% a year in recent years, Mr 
Skilling believes that the extra 
growth is directly due to Enron- 
Online. None of his competi- 
tors saw a similar spike in vol- 
umes traded. 


Hidden costs 
All this has cost Enron just 
$20m or so in back-office up- 
grades. There are also intangi- 
ble costs, though, such as the 
impact on corporate culture 
and the upheaval in the firm’s 
business model. After all, since 
the days of the spice trade, in- 
formation about prices and 
spreads has always been jeal- 
ously guarded, as a potential 
competitive advantage, by any 
commodity trader. Now, 
thanks to EnronOnline, Enron 
is posting that information on 
the web for all and sundry to 
see. That must come ata price. 
Junior managers are ada- 
mant that EnronOnline is turn- 
ing the whole place upside 
down. Mr McConnell explains: 
“Since EnronOnline has re- 
duced our transaction times to 
less than a second, our guys 
have to manage their busi- 
nesses by the second—not just 
by the day as in the past.” To 
help the firm’s aggressive trad- 
ers to cope, the latest news and 
prices are beamed to them via 
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television screens in the lifts. 
The company has even in- 
stalled connection ports in its 
gym so that they do not miss a 
moment of the trading action. 

Mr Skilling plays down the 
cultural impact of EnronOn- 
line, insisting that the Internet 
is just “a better distribution 
channel”. It does not transform 
Enron’s business model, he 
says: rather, it merely rein- 
forces it. But what is that busi- 
ness model today? With each 
new trade, it has less and less to 
do with energy, and more and 
more to do with making mar- 
kets. One manager says that 
the firm’s goal is “the commod- 
itisation of everything”. 

Mr Skilling himself de- 
scribes his vision of the future 
as one of “dis-integration”. He 
thinks the advance of deregu- 
lation, the rise of free markets, 
and the dramatic decline in the 
cost of intermediation, all 
sound the death knell for the 
traditional integrated firm—be 
it in energy, telecommunica- 
tions, or indeed anything else. 

And that is why he is not 
betting Enron’s future on the 
asset-heavy approach of tradi- 
tional energy firms. Instead, he 
wants to be a market maker 
pushing the boundaries of de- 


regulation in any commodity 
market in the world. He has 
been shedding some of the as- 
set-intensive (and underper- 
forming) bits of the company 
in recent years. Thus Enron has 
sold EOG, its upstream ex- 
ploration arm; dismantled 
Azurix, an ill-fated foray into 
the global water business; and 
is now getting out of places like 
India, where its Dabhol power 
plant has produced far more 
controversy than electricity. 

None of which means that 
Enron no longer needs any 
physical assets. On the con- 
trary, a crucial part of the strat- 
egy of market-making in 
stodgy integrated industries in- 
volves acquiring enough assets 
to ensure liquidity and guaran- 
tee the fulfilment of contrac- 
tual obligations. To make its re- 
cent forays into such new areas 
as pulp, liquefied natural gas, 
crude oil and coal trading, En- 
ron acquired new assets in 
each new business. 

Yet, as these markets ma- 
ture and gain liquidity, the 
company intends to shed most 
of its costly and risky asset 
base and concentrate on the 
more lucrative business of 
trading. And this is where En- 
ronOnline_ will eventually 
come into its own. 

With the deregulation of 
natural gas in America, it took 
the better part of a decade to 
get past the inflection point be- 
yond which physical assets be- 
came relatively unimportant. 
The process was a bit faster 
with electricity deregulation, 
and it is speeding up with 
wholesale power trading in Eu- 
rope. “Every deregulating mar- 
ket follows this disintegration 
curve,” explains Mr Skilling. 
“EnronOnline just speeds up 
the day that we come to the in- 
flection point.” m 


This is the final article in the series. A 
reprint of the set of seven e-strategy 
briefs will be available from The 
Economist Shop from July 21st 2001 at a 
price of £6.00 in Britain and £7.50 
overseas, including postage and packing. 
Discounts are available for bulk 
purchases, 

Please send your order, with pre-pay- 
ment by cheque, to: 
The Economist Shop, 
15 Regent Street, 
London SW1Y 4LR, UK 
For credit-card orders, 
phone +44 (0) 20 7839 1937 
Or fax on +44 (0) 20 7839 1921 
Or e-mail shop@economist.com 
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United against AIDS? 


NEW YORK 


A special session of the United Nations suggests that the threat posed by AIDS has 
been acknowledged by the world’s politicians. How much action will follow? 


EASURED in nature’s terms, HIV is a 
success. In the 20 years since its ef- 
fects were first medically recognised, the 
immuno-deficiency virus is thought to 
have infected almost 60m of its primary 
host, people, and that number grows by 
16,000 a day. But, as Greek philosophers 
knew, man, not nature, is the measure of 
all things. And in human terms Hrv is a di- 
saster. Of those 60m people, more than 
22m have already died of Arps, the disease 
it causes. Most of the rest will die soon. 
This week’s special session of the Un- 
ited Nations General Assembly in New 
York may not have done anything directly 
to halt the disaster, but it has at least given 
it official recognition. Around two dozen 
heads of state and government, many 
from afflicted countries in Africa and the 
Caribbean, turned up. This is progress. Un- 
til recently the governments in many of 
these places were in denial (“it is a gay dis- 
ease, and there are no gays in this coun- 
try”). Others pretended that the disease 
did not exist for economic reasons (“it 
would put off the tourists”), or religious 
ones (“no promiscuity here, mate”). 
Not all politicians have abandoned 
such thinking. Thabo Mbeki, president of 
South Africa, one of the worst afflicted 
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countries, still claims to have doubts about 
the link between Hiv and Arps. He 
snubbed the meeting, even though he was 
in America to see George Bush (who also 
chose not to come). And there was a wran- 
gle over the wording of the final declara- 


tion, as Muslim nations objected to the ref- 


erences to gays, drug users and prostitutes. 
Eventually, a reference to human rights 
was deleted from the preamble. But a dec- 
laration was, at least, agreed. 

Fine words, however, butter no pars- 
nips, and the test of whether things have 
changed will come when the presidents 
and prime ministers have gone home. Will 
they spend enough money to combat the 
disease, and will they spend it wisely? 


A billion here, a billion there 
A prior question is how much could use- 
fully be spent fighting Arps. A paper pub- 
lished in Science just before the UN meet- 
ing started attempts to analyse the task. 
The authors, led by Bernard Schwartlan- 
der, an epidemiologist who works for UN- 
AIDS, the UN agency created to combat the 
disease, reckon that an effective campaign 
against it in Africa, Asia and Latin America 
would cost $9.2 billion a year by 2005. 
That is suspiciously (or gratifyingly) 
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close to the sum requested two months 
ago by Kofi Annan, the UN’s secretary-gen- 
eral, to set up a global fund to fight AIDS. 
The details of this fund are still hazy. But 
Mr Annan'’s target is to raise and spend 
some $7 billion-10 billion a year. Most of 
this, he hopes, will come from govern- 
ments in rich countries (America has al- 
ready offered $200m and other countries 
pledged smaller sums during the meeting). 
Though, a few days beforehand, the priv- 
ate Bill and Melinda Gates Foundation 
also chipped in. 

Although the sums seem similar, the 
approaches of Dr Schwartlander and Mr 
Annan differ considerably. The Science pa- 
per includes existing spending, such as the 
$500m that America already gives poor 
countries to fight the disease. The global 
fund seems to be a request for new money. 
It is also more of a Robin Hood affair, tak- 
ing from the rich and giving to the poor. Dr 
Schwartlander, by contrast, reckons that 
somewhere between a third and half of 
the total might be raised in the countries 
where it is spent. Brazil’s social health in- 
surance programme, for example, spends 
more than $300m a year fighting Arps. 

This difference is important. The hole 
thatneeds to be filled by new foreign aid is, » 


nyt 








M>is% W 0.5-1% 
E 5-15% W 0.1-0.5% 
E 1-5% <0.1% 











> according to the Schwartlander calcula- 
tion, nearer to $4 billion than $10 billion. 
That, in the context of existing develop- 
ment-aid transfers of $52 billion, sounds a 
more plausible target. And donors are also 
more disposed to help those who have 
shown a willingness to help themselves. 

A good example of this self-help princi- 
ple is foreign-debt relief for poor countries. 
It may be no coincidence that many of the 
world’s most indebted countries are also 
Aips-ridden. Both afflictions are symp- 
toms of mismanagement at the top. But for 
those sinners who claim to have repented, 
and so are to be absolved of part or all of 
their debts, there is the question of what to 
do with the money that no longer has to be 
handed over as interest payments. Eigh- 
teen African countries have agreed in prin- 
ciple to spend part of the windfall fighting 
AIDS, as a condition of the cancellation 
taking place. The ten with whom concrete 
plans have been agreed will collectively 
devote $45m a year to the disease. 

That is not much in the grand scheme 
of things, but it shows goodwill. It is also 
economically sensible, for Arps is a finan- 
cial as well as a human catastrophe, and 
spending on the disease will boost econo- 
mies. A report released during the meeting 
by the UN Development Programme sug- 
gests that if the epidemic remains un- 
treated, the worst-affected countries could 
see their economies shrink by as much as 
40% over the next two decades. 

Businesses are also beginning to notice 
the economic consequences of AIDS. Both 
Coca-Cola (the largest employer in Africa) 
and DaimlerChrysler (which has a manu- 
facturing plant in South Africa) made an- 
nouncements just before the meeting 
about their anti-arps strategies. Daimler- 
Chrysler's includes extensive medical care 
and access to drugs for all employees who 
are infected. An organisation called the 
Global Business Council on HIV/AIDS, 
which has about 100 member firms, is try- 
ing to co-ordinate such initiatives, and pro- 
mulgate common standards for busi- 
nesses that want to follow suit. 


Anyone who had a HAART 

Raising money to combat Arps is, how- 
ever, but half the battle. The other half is 
spending it wisely. Doing so in countries 
that do not have shining records of official 
financial probity will not be easy. 

Dr Schwartlander has, nevertheless, 
done his sums carefully. Of his $9.2 billion, 
$4.8 billion would be directed towards pre- 
vention, and $4.4 billion towards treat- 
ment. And this is where the argument 
really starts. Few people argue about 
spending money on prevention. Dr 
Schwartlander lists ten diverse ap- 
proaches that practice has shown to be ef- 
fective. (Mostly, these amount to con- 
doms; nevirapine, a drug that prevents 
mother-to-child transmission at birth; and 


better education.) 

Treatment is another matter. The only 
effective treatment for Arps is a combina- 
tion of drugs called highly active anti-re- 
troviral therapy (HAART). This, if taken 
correctly, stops HIV multiplying in a pa- 
tient’s body. But it is very expensive. An 
average course costs $10,000 a year in a 
rich country. It used to cost that in a poor 
country, too, but recently the South Afri- 
can government threatened to bypass the 
patents that protect HAART, and make it 
without permission. The drug companies 
caved in and agreed to make HAART avail- 
able more cheaply to the poor world. This 
week the American government dropped 
a complaint against Brazil’s patent law, 
which has similarly enabled that country 
to offer cheaper AIDs treatments. 

A year's course still costs an African 
about $500~a sum affordable only by the 
middle classes. Even so, Dr Schwartlander 
thinks that HAART can be made widely 
available within five years. He envisages a 
quarter of the $9.2 billion being spent on 
this treatment. That seems, to put it kindly, 
ambitious. It may also be misguided. 

The issue of prevention versus treat- 
ment is deeply controversial in AIDS cir- 
cles. HAART does not cure Aips—for now, 
there is no cure. It merely staves off the 
symptoms, and it may not break the chain 
of infection, as people taking the drugs are 
still able to transmit the virus. It also re- 
quires compliance with a complicated re- 
gime involving three different drugs. 

Such compliance is hard to enforce, 
even among people who understand the 
theory (the multi-drug approach is de- 
signed to stop the emergence of drug-resis- 
tant strains). Less sophisticated users rou- 
tinely ignore the rules, damaging 
themselves and releasing drug-resistant 
strains of the virus into the wider world. 
Existing distribution systems are inade- 
quate for cheap and proven drugs against 
malaria and tuberculosis. It takes a certain 
optimism to believe that HAART will fare 
any better. Those whose focus is on stop- 
ping the epidemic, therefore, tend to prefer 
spending money on prevention. 

Dr Schwartlander’s calculations as- 
sume the best of both worlds, but if only a 
fraction of the money that he thinks is 
needed actually emerges, tough decisions 
will have to be made. There is a clear irony 
here. One reason that Arps looks as 
though it may now receive the attention it 
deserves is that it has attracted a band of 
successful activists, many of them infected 
with HIV. Such activists, understandably, 
want to be treated. It is a laudable goal that 
poor people with arps should get that 
treatment. But if the money is diverted 
from the task of stopping others becoming 
infected in the first place, that may, in the 
long run, lead to even more deaths. The full 
measure of this epidemic is still by no 
means clear. m 





Fibre optics 


The glass ceiling 


Optical fibres could carry more 
information in the future 


HAT is the theoretical limit to the 

rate at which information can be 
sent down an optical fibre? With telecoms 
firms’ shares in the doldrums and wide- 
spread talk of a glut of capacity, this might 
seem an odd time to ask such a question. 
But that is what a group of researchers at 
Lucent Technologies’ Bell Laboratories in 
Murray Hill, New Jersey, have done. And 
they have found that the limit is far beyond 
the reach of today’s technology, which 
means that there is plenty of scope to in- 
crease capacity in future—or, to look at it 
the other way round, that the present glut 
is even bigger than it looks. 

Sending large amounts of information 
down an optical fibre is done by encoding 
many separate streams of data as pulses of 
light of different colours, so that they can 
travel along the fibre without interfering 
with each other. Today’s technology al- 
lows a fibre to carry 160 such streams, each 
with a capacity of 10 gigabits per second 
(one gigabit is a billion binary digits). This 
gives a total capacity of 1,600 gigabits, or 
1.6 terabits (a terabit is a thousand giga- 
bits), per second. As the equipment at ei- 
ther end of the fibre becomes more sophis- 
ticated, the number of channels, and the 
capacity of each channel, increase, even 
though the fibre itself is unchanged. How 
far can the process go? 

That is a hard question to answer, be- 
cause light travelling along a fibre subtly 
changes the properties of the fibre itself, in 
a way that is difficult to model. What 
makes it even harder is that these changes »» 


v 


— n 
War Ko! fe 


19 ha 


z e r N 
. 7 Pa - T 200" 1% RJO a 2 
ti (3 , - 

wieder ts ee À = TOE AE „> d 


ii t Ju 1e 30 n 

are retained—the fibre in effect “remem- 
bers” recent signals for a short period of 
time. This means that, as more streams of 
data are added, they interfere with each 
other in very complex ways. It is rather like 
trying to distinguish between multiple 
overlapping conversations; easy enough 
when a handful of people are speaking 
distinctly in a quiet room, but impossible 
when everyone is shouting in a reverber- 
ant nightclub. 

In a paper in this week's Nature, Partha 
Mitra and Jason Stark of Lucent explain 
that they have found a way to do this tricky 
analysis. By combining techniques from 
the fields of information theory and theo- 
retical physics, they have devised a clever 
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new model of optical fibres that is simple 
enough to analyse, but complex enough to 
capture the behaviour of the real thing. Us- 
ing this model, Dr Mitra and Dr Stark con- 
cluded that the capacity of a single fibre is 
at least 100 terabits per second (the same 
amount of data as is on 28,000 full-length 
CD-ROMS). 

So, the $35 billion spent in recent years 
laying optical fibre may be a good long- 
term investment. Little comfort to the firms 
that paid for it, many of which are unlikely 
still to be around if it is put to full use. But 
for the engineers working to squeeze ever 
more down each fibre, the new result 
proves that, even if the sky is not the limit, 
the ceiling is very far away. @ 





Wildlife conservation 


A new game plan 


NAIROBI 


A private company has taken over one of Kenya’s most famous wildlife parks 


NTIL recently, tour guides at the 

world-famous Masai Mara game re- 
serve in Kenya had to steer parties of tour- 
ists away from certain areas. For although 
the park is rich in some of the world’s larg- 
est and most spectacular animals, there 
was a risk of finding a giraffe or impala 
wandering around with an arrow sticking 
out of its neck—hardly the sort of thing that 
appeals to visitors hoping for a glimpse of 
unspoiled wildlife. There was little the 
park rangers, who had no radios, no off- 
cial vehicles, and had not even been paid 
for months, could do to deter hunting by 
local people living adjacent to the park. In 
short, the management of the reserve had 
completely broken down. 

This sorry situation may now change, 
at least in a region known as the Mara tri- 
angle, which covers 520 square kilometres 
and accounts for about a third of the re- 
serve’s total area. On June 12th the previ- 
ous (and by all accounts breathtakingly in- 
ept) custodians were replaced by a private 
management firm called the Mara Conser- 
vancy. Thanks to a gift of $300,000 from 
two foreign donors, four new Land Rovers 
have already arrived, the roads are being 
repaired and the staff have been paid. And, 
most important, the firm plans to revolu- 
tionise the way the park is run. 

The reserve actually belongs to the Ma- 
sai people. Various bits of it are managed 
on their behalf by two local councils, one 
of which has now been replaced by Mara 
Conservancy. Earnings, such as the $27-a- 
day park fees paid by tourists, were meant 
to go towards preservation of the reserve 
and also to providing social services and 
supporting local people who live on the 


adjacent land. But in practice, very little 
ever got past the rangers or the council. 

The Mara Conservancy plans to solve 
this problem by publishing its accounts 
(something that is unusual in Kenya) and 
farming out the collection of park fees to a 
separate, private company, so that there is 
no question of any funny business. The 
organisation will run on anon-profit basis, 
keeping half of the revenue to pay for road- 
building, anti-poaching patrols and ad- 
ministrative costs. The combination of a 
well-paid chief executive and a board 
whose members have a direct interest in 
the preservation of the reserve should en- 
sure that this money is well spent, and 
does not simply vanish. 

The rest of the money will be handed 
over to the local council, which will, as be- 


Now under new management 
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fore, be responsible for distributing it. But 
the hope is that under the Mara Conser- 
vancy’s new, more transparent approach, 
some of the money will actually filter 
through to the Masai (and to their neigh- 
bours, who should then feel less inclined 
to hunt for food on the reserve). 

The support of the Masai is crucial. 
They have given up some of the best graz- 
ing land in East Africa for the benefit of the 
wildlife. On paper, they are worse off, 
since under the old regime they were enti- 
tled to almost all of the revenue from the 
park, rather than just half of it. But in prac- 
tice they more often ended up with noth- 
ing, so they stand to gain under the new 
scheme. 

Opposition to the changes has been 
muted by the strong support of Daniel 
arap Moi, Kenya’s long-serving president. 
Opponents of the plan, however, argue 
that, despite the local council's approval, 
the reserve is being taken away from them. 
Then there is the ferocious internal politics 
of the Masai. Some of the Mara Conser- 
vancy’s board members are unpopular, 
and some people who are not on the board 
believe they should be. But Brian Heath, 
the new chief executive of the organisa- 
tion, hopes that opposition will dwindle 
as people begin legitimately profiting from 
the reserve. 

If the Mara Conservancy’s approach 
succeeds, it could be imitated elsewhere. 
Although many parks in Kenya are well 
run by the Kenya Wildlife Service, others 
are run by local councils, for which the 
new approach could be a model. And the 
next step might be “game utilisation”— 
dirty words in Kenya, but by-words for effi- 
cient wildlife management elsewhere in 
Africa. South Africa, Zimbabwe, Botswana 
and Tanzania all allow a small amount of 
controlled hunting, which can be ex- 
tremely lucrative. But the immediate goal 
is to save the Mara from years of decline, so 
thatit can reclaim its place as a jewel in the 
crown of Kenya’s tourist industry. W 
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Overleaf, we review Steven Spielberg’s new film, “AI”. But can intelligence or 
consciousness ever really be captured on film? Or indeed in books? 


INEMA’S quest for artificial intelli- 
gence (A1) is almost as old as the mov- 
ies. As far back as 1900, Georges Méliès, 
the father of cinematic fantasy, made a 
film version of “Coppélia”, the animated 
doll that gave her name to the ballet, while 
1913 saw the first of many versions of “Go- 
lem”, about a clay statue allegedly brought 
to life in 1580 by Rabbi Loew in Prague. 
Golem means shapeless mass, and it is 
this that distinguishes A1 pictures from 
their close cousins, monster movies, of 
which “Frankenstein” (1931) is the best ex- 
ample. Frankenstein’s creature does not 
have Al because he is fashioned of human 
parts reanimated by a bolt of lightning. He 
is still human, however deformed and psy- 
chotic, whereas the golem and the army of 
cinematic robots stretching back to 
“Metropolis” (1926) began as inert clay and 
metal. Their existence, by definition, im- 
plies that man, who created them, is the 
new God. But just as man, as the Bible tells 
it, disobeyed God and paid the penalty, so 
now his own inventions seek to oust their 


creator. That has been the thrust of many 
of the best ar movies to this day. 
There is one brilliant, almost unknown 


film that makes this point. Released unher- 


alded by a studio that had lost confidence 
in it, “The Forbin Project” (1969) is about a 
supercomputer called Colossus that is em- 
powered to decide whether to launch a nu- 


clear missile strike, since the factors in- 


volved are too complex to be evaluated in 
the time available by ahuman mind. What 
Dr Forbin, Colossus’s creator, does not 
know is that Russia has a similar device, 
known as Guardian. The two soon learn to 
converse. In no time, they seize electronic 
control of both countries’ missile systems 
and hold the human race to ransom. They 
will end wars, disease and poverty, they 
promise, if man submits to their will. 
“Never,” says Forbin, but the alternative is 
bleak. Dare man defy the might of his new 
God? Will devastation follow? 

“The Forbin Project” picks up the theme 
of antipathetic computers from the most 
famous At film of all, “2001: A Space Odys- 
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sey” (1968). HAL, Stanley Kubrick’s com- 
puter hero, is no more malevolent than 
Colossus or Guardian. It simply recognises 
thathumans are fallible and prone to error. 
Should a voyage to Jupiter, with all it may 
reveal, be entrusted to such a flawed crea- 
ture? The logical answer is no, so HAL takes 
steps accordingly. 

“Dark Star” (1974), John Carpenter’s 
first feature film, explores a similar theme, 
albeit with tongue in cheek. Here the A1 is 
embodied in a bomb powered by modern 
technology. The exhausted crew of a 
clapped-out spaceship has a mission to ful- 
fil: to destroy rogue planets. But the bomb, 
itself tired and with nothing to do, has 
spent its idle hours mugging up on philos- 
ophy. “I think, therefore I am”, it learns, so 
it decides the time has come to detonate. 

HAL, Colossus and the thinking bomb 
in “Dark Star” despise the human race. 
They see the future as a war that creatures 
with ar will win because emotion does 
not cloud their judgment. “Demon Seed” 
(1977) is in many ways even more disturb- 
ing. Directed by Donald Cammell, who 
committed suicide because of the lack of 
critical understanding, it imagines a com- 
puter eager to weld the best of its own kind 
to the best of mankind. In short, it seeks to 
impregnate Julie Christie and produce a 
new species—part human, part computer. 
When it does, the result challenges knee- 
jerk responses to beauty and ugliness. 

Might robots and computers be 
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> friendly after all? Disney, predictably, 
thought so in “D*A*R*Y*L” (1985), an acro- 
nym for Data Analysing Robot Youth Life- 
form, while “Short Circuit” (1986) invented 
a cute, doe-eyed robot called Number Five, 
further anthropomorphised in the 1988 se- 
quel as Johnny Five. “Blade Runner” 
(1982), Ridley Scott’s film derived from the 
Philip K. Dick story “Do Androids Dream 
of Electric Sheep?”, is sci-fi’s first love story, 
with Harrison Ford as a private eye pro- 
grammed to wipe out replicants. Rep- 
licants are essentially human except for 
their built-in sell-by date. Can love over- 
come this apparently insuperable barrier? 

The replicants in “Blade Runner” look 
like humans and are indistinguishable 
from them. Robots who behave almost as 
humans but do not look like them date 
back to Robby in “Forbidden Planet” 
(1956), a robot who resembles a talking 
juke box. The film was really “The Tem- 
pest” relocated to outer space, with Robby 
filling the Ariel role on the non-existent 
planet of Altair 4. Among other things, 
Robby is a wizard chemist, who can dupli- 
cate anything of which he is given a sam- 
ple. So the Earthlings who visit Altair 4 
feed him a shot of bourbon and out, with 
an accompanying burp, comes a case of 
Jack Daniel’s. 

Passing over Robin Williams’s Pinoc- 
chio-like robot who yearns to be human in 
“Bicentennial Man” (1999), some of the 











most intriguing robots are the Arnold 
Schwarzenegger figures in the two “Termi- 
nator” films and the all-metallic Gort in 
“The Day the Earth Stood Still” (1951). And 
big Arnie? Do not forget that between “The 
Terminator” (1984) and “Terminator 2: 
Judgment Day” (1991) this ultimate robot 
changed sides. In the earlier film, he comes 
back from the future to stop rebels prevent- 
ing the machines taking over; in the sec- 
ond, as part of a new generation of robots, 
his role is to achieve the opposite. He has 
become a goodie, which startlingly in- 
volves a Messianic role, sacrificing his 
own “life” so that everyone else may live. 
So is there a God? Metaphorically you can 
read it how you will. 

Friend or foe, however, Hollywood's 
robots and computers still think like hu- 
mans, whether they are playing Gandhi or 
Hitler. In reality, would they not think 
quite differently from us~as aliens, in fact? 
Only one film has ventured down this 
route and it comes from Russia, Andrei Tar- 
kovsky’s “Solaris” (1972). Based on a novel 
by a Polish sci-fi writer, Stanislaw Lem, it 
imagines a world with a mind of its own 
that influences those who live there—a 
world where drugs, religion and death it- 
self are all relative and man’s perception is 
changed by an intelligence not his own. 
Al? If you believe ar could evolve at all, 
then an intelligence such as this could well 
exist. At least, in the movies. & 








Writing about the mind 


Brainteasers 


Why is popular science so often wrong 
about the mind? 


E IS surprising quite how many popular 
books by distinguished scientists—from 
Roger Penrose to Francis Crick and Gerald 
Edelman—tackle problems of conscious- 
ness and the mind. All of them face a diffi- 
cult double task: to explain scientific re- 
sults to the general reader and to use these 
results to illuminate the deepest mysteries 
of the human mind. Few really succeed. 

Their declared aim is not to debunk the 
traditional philosophical problems, but to 
solve them using rigorous science. Among 
the dangers implicit here is that in trying to 
synthesise very different areas of knowl- 
edge, a thinker can easily neglect subtleties 
in areas where he or she is not an expert. 
Another is that the significance of particu- 
lar scientific discoveries is often difficult to 
summarise for the non-specialist, and the 
end result can seem almost bathetic. 

The claim, made with something of a 
flourish, at the end of “Consciousness” 
(Allen Lane, The Penguin Press; 2000) by 
Gerald Edelman and Giulio Tononi that 
“consciousness arises from certain ar- 
rangements in the material order of the 
brain” is something that Thomas Hobbes 
would have endorsed, and is virtually 
taken for granted in anglophone philoso- 
phy today. Of course, the interest is all in 
the details of how the brain produces con- 
scious awareness. But these details are of- 
ten technical, and resist simple summary. 

No scientist should have to expect that 
his work must be intelligible to a non-spe- 
cialist, though many seem to think it ought 
to be. One is reminded of Stephen Hawk- 
ing’s bizarre conjecture at the end of “A 
Brief History of Time” (Bantam; 1988) that 
when physicists eventually find an equa- 
tion which unifies the fundamental physi- 
cal forces, then it should “be understand- 
able in broad principle by everyone, not 
just a few scientists”. But why? Certainly, 
many people know that Einstein’s famous 
equation is E-mc*; but how many know 
what the “c” stands for? 

The problem for much popular science 
is how to steer a course between stating 
the obvious and describing things whose 
proper understanding requires some spe- 
cialist knowledge. Lise Eliot's “Early Intelli- 
gence” (Allen Lane, The Penguin Press; 
2000) lucidly presents what is known 
about how the brain develops in early life. 
But the price of clarity is a certain dullness, 
at least for the reader looking for answers 
to the traditional “nature versus nurture” 
question. The bland answer Ms Eliot sug- »> 
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> gests is that both inheritance and environ- 
ment play a role. Once again, the interest is 
in the complex details, which cannot be 
captured in any general slogan. 

Perhaps we would not need to be re- 
minded of these obvious truths about sci- 
entific research, were it not for a wide- 
spread assumption that the traditional 
philosophical problem of consciousness 
has only become tractable since science 
got its hands on it. In “The Feeling of What 
Happens” (Harcourt Brace; 1999), Antonio 
Damasio, a neuroscientist and author of 
the earlier “Descartes’ Error” (G.P.Put- 
nam’s Sons; 1994) tells us that “science can 
now successfully distinguish among sev- 
eral components of the human mind” and 
offers the distinction between conscious- 
ness and conscience as an example. But we 
did not need science to tell us this; all we 
needed was a dictionary. 

Similarly, in his readable account of the 
latest research on animal minds, “Wild 
Minds” (Henry Holt; 2000), Marc Hauser 
dismisses the questions, “do animals 
think?” and “are animals conscious?” as 
unhelpful and “vague”. He prefers more 
“precisely specified” questions, such as 
can an animal “understand its own be- 
liefs?” How could an animal understand 
its own beliefs if it were not a thinker. 
Surely understanding and believing are 
kinds of thinking? The first question is no 
vaguer than its replacement. There can be 
an illusion of rigour in these discussions, a 
spurious sense that now that scientists are 
involved, the traditional concerns of the 
philosopher and the non-scientific reflec- 
tive thinker can be sorted out. 

Despite its many merits—most of 
which lie in the brilliantly lucid descrip- 
tions of his own neuropsychological re- 
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How we think about memory 
Machines in mind 


Metaphors of Memory: A History of Ideas 
About the Mind. By Douwe Draaisma. 
Cambridge University Press; 270 pages; 
$29.95 and £18.95 


Mi’ people fail to remember old 
acquaintances at one time or an- 
other. Their names might be on the tip 
of one’s tongue, only to re-emerge, use- 
lessly, in the middle of the night. Mem- 
ory is as central to life as it is baffling to 
our reason. Augustine famously won- 
dered how it was that we could remem- 
ber the concept of forgetfulness. 

We tend to perceive memory as a 
tool, external to our conscious selves. 
We associate it with software, say, or a 
storage system, partly because ma- 
chines, visible and fabricated by hu- 
mans, are easier to understand than 
ourselves. The mind is not and, some 
claim, could never be transparent to 
itself. 

In “Metaphors of Memory”, a Dutch 
historian of psychology, Douwe 
Draaisma, tells the story of conceptions 
of memory in different ages by way of 
metaphors thrown up by the technology 
of the time. “One might wish that psy- 
chology had a better memory,” he 
writes, in a plea for scientists today to 
pay attention to ideas which preceded 


search—-Mr Damasio’s “The Feeling of 
What Happens” perpetuates this illusion. 
Central to his account is a distinction be- 
tween what he calls “core consciousness” 
which provides an organism with a sense 
of self about the “here and now”, and “ex- 
tended consciousness” which gives the or- 
ganism an “elaborate” sense of self. The 
distinction is suggestive, but it raises more 
questions than it answers. Philosophers 
have long operated with a distinction be- 
tween consciousness and self-conscious- 
ness: to be conscious is for the world to be 
present to one’s mind, while to be self-con- 
scious is to be aware of oneself. There may 
be areason to reject this distinction; but Mr 
Damasio does not give us one. Rather, in 
assuming that core consciousness in- 
volves a “sense of self” he builds the rejec- 
tion of the traditional distinction into his 
starting point. The point is not that he is 
wrong; it is rather that he shows no aware- 
ness that he is doing it at all. 

There is an especially acute danger in 
discussions of consciousness of being cap- 
tivated by an image or picture of the inner 
life, which can lead at best to dead-ends 
and at worst to confusion. Mr Damasio de- 


the advent of a recognisably modern sci- 
ence of the mind in the 19th century. 

There has always been a link, Mr 
Draaisma observes, “between human 
memory and the means invented to re- 
cord knowledge independently of that 
memory”—from Plato, who compared it 
to a wax tablet, to Freud, who likened it 
to a “mystic writing pad” (made out of 
wax paper and celluloid). To remember 
could be akin to minting a coin (Hugo of 
St Victor) or entering a storage space (Au- 
gustine). Hooke, in the 17th century, cal- 
culated how many ideas could be stored 
in the brain during a lifetime, borrowing 
from the mechanistic science of his day. 
At their birth, photography, the phono- 
graph and cinematography were useful 
metaphors. Once Alan Turing spoke of a 
computer's memory, it became possible 
to apply computer terms to human 
memory. 

Though too wide in scope for special- 
ist use, this is an intellectually sophisti- 
cated book, rich in insight and detail. Mr 
Draaisma offers no theory of memory of 
his own, but his message is convincing. 
It is that when thinking about memory, 
we must realise that the material tools 
we use to help us remember also be- 
come the metaphors we create with our 
very own minds. 


scribes one problem of consciousness as 
that of how we get a “movie-in-the-brain”. 
Although he notes the metaphor’s limita- 
tions, he fails to mention the most obvious 
one: being conscious of the world is noth- 
ing like watching a movie. When we watch 
a movie, we are aware of something hap- 
pening in a represented space, and we are 
aware of the boundaries of that space. Or- 
dinary states of consciousness do not in- 
volve awareness of a represented space, or 
of representations at all; we feel we are im- 
mersed in the world which we perceive. 
Descartes, often portrayed in these dis- 
cussions as the source of many miscon- 
ceptions about the mind, described things 
much more convincingly: “I am not lodged 
in my body, like a pilot in his ship, but I am 
joined to it very closely and indeed so 
compounded and intermingled with my 
body, that I form, as it were, a single whole 
with it.” Trying to combine this important 
insight with the metaphor of the movie in 
the brain leads nowhere. Whatever Des- 
cartes’s error was, it did not lie in his de- 
scription of consciousness; scientists of 
consciousness may still have much to 
learn from the antiquated philosophers. @ 
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The Shadow of the Sun. By Ryszard 
Kapuscinski. Knopf; 325 pages; $25. Allen 
Lane, The Penguin Press; £18.99 


E a mounted cavalryman taking on a 
tank, Ryszard Kapuscinski charged into 
Africa waving his Polish sword, carrying 
less baggage than rival commentators. 
Since his own nation had been compre- 
hensively colonised over the centuries, he 
was burdened with no post-colonial guilt, 
no anxiety to compensate for past wrongs 
and quite a different perspective on the 
cold war, whose skirmishes were then be- 
ginning to be fought out across the 
continent. 

Mr Kapuscinski went to Africa as a 
journalist, but goodness knows what the 
Polish Press Agency made of his copy, 
since his true vocation is that of a Literary 
Traveller, a dispenser of fine sensibilities 
and finer prose. In Africa, he says, “I trav- 
elled extensively, avoiding official routes, 
palaces, important personages, and high- 
level politics.” This is a bit odd from a man 
whose previous excellent books include 
one about Emperor Haile Selassie and an- 
other about the Shah of Iran. Certainly, 
though, he often travelled free of the press 
pack, partly because his expense account 
was much smaller than his colleagues’, 
partly (as he must have noticed, but does 
not here remark) because other journalists 
and presumably many officials assumed, 
perhaps wrongly, that he was a spy. 


These gleanings from old notebooks 
tell how Mr Kapuscinski rumbled in buses 
and cattle trucks through the landscapes 
where most Africans live. Lodging in a La- 
gos slum in 1967, he conveys the misery, 
terror and superstition on which the 
packed inhabitants survived. Ambushed 
in a convoy on the Ugandan side of the Su- 
danese border, he hears the shots, sees the 
dead soldiers, but cannot identify the ene- 
my in the tall elephant grass. 

As literature, “The Shadow of the Sun” 
isin its way magnificent. As analysis, it can 
be strange. Mr Kapuscinski’s account of Idi 
Amin’s rule is inaccurate and his history of 
Rwanda is botched. Mysteriously, he tra- 
vels from Djibouti to Gondar by way of 
Ndjamena: two sides of a huge triangle. 
Mr Kapuscinski tells it as it felt, rather than 
as it was, describing—sometimes, it seems, 
distastefully ‘relishing—whatever is bi- 
zarre, humiliating, disgusting, exotic. 

In his foreword he observes: “In reality, 
except as a geographical appellation, Af- 
rica does not exist.” There follows a torrent 
of heroic generalisations, less about Africa 
than about Mr Kapuscinski’s Africa—not 
the same place at all. The one feeling he 
shares with other would-be-sympathetic 
Africa hands is disappointment. His first 
foray was to Ghana, on the eve of indepen- 
dence in 1957, when hope was unlimited 
and the theft of public funds a slander put 
about by the departing imperialists. 
Things got worse and Mr Kapuscinski 
watched the degradation. Yet he never re- 
fers to the two great powers that now dom- 
inate the continent, the World Bank and 
the International Monetary Fund. Instead 
he creates an Africa of his own. It is a fasci- 
nating place. Whether it ever existed as he 
tells itis another matter altogether. = 





AIDS in Africa 


To coincide with the UN’s special session on AIDS, Don McCullin’s portraits of the 
pandemic in Africa are on show at the UN General Assembly in New York until August. 
A book of the exhibition, “Cold Heaven”, is published by Christian Aid, $15 and £10. 





Wall Street 


You need a friend 


NEW YORK 


Wall Street should be buffing up its 
contacts in Washington 


eet tae things are going badly for 
Wall Street, and they could soon get 
worse. As the market turns, business has 
dried up, especially the lucrative under- 
writing of initial public offerings (1r0s) of 
shares and advising on mergers and acqui- 
sitions. More ominously, in Washington, 
DC, politicians are sensing a growing ap- 
petite to punish somebody for the down- 
turn, and Wall Street may be the ideal 
scapegoat, just as it has been before. 

Worse still, Wall Street’s political con- 
nections are weaker than they have been 
for years. During much of the 1990s Alan 
Greenspan, Robert Rubin and Arthur Le- 
vitt, three Wall Streeters with long connec- 
tions, oversaw the American—and argu- 
ably world—economy and markets, often 
chewing issues over during golfing out- 
ings. Mr Greenspan putts on, but other- 
wise the Bush administration is strikingly 
lacking in Wall Street contacts. 

Wall Street is under fire in Congress for 
its role in the dotcom bubble. Several in- 
vestment banks are being investigated for 
alleged abuses during rros, analysts are 
being criticised for acting as cheerleaders 
of worthless shares in Internet companies 
in order to win their firms new underwrit- 
ing business. The issues, including the con- 
flicts of interest potentially influencing In- 
ternet analysts such as Henry Blodget of 
Merrill Lynch and Mary Meeker of Morgan 
Stanley, are plainly set out in “The Pied 
Pipers of Wall Street”. Benjamin Cole, a fi- 
nancial journalist, concludes that the Se- 
curities and Exchange Commission “has 
all but lost control of the game”. Far-reach- 
ing regulatory reform may be needed. 

There may be parallels with the 1930s, 
when, after the 1929 crash, politicians 
passed many of the Wall-Street-bashing, 
investor-friendly laws that govern Amer- 
ica’s markets today. Then, the public was 
outraged by the collapse of several invest- 
ment pools that were aggressively mar- 
keted to novice investors, the most notable 
of which was the Goldman Sachs Trading 
Corporation. The investment bank that set 
up this fund made a fortune, butits reputa- 
tion was damaged for decades. 

It remains to be seen how badly Gold- 
man will suffer in the clean-up after the 
dotcom bubble, in which it played its part. 
Strikingly, it became a public company at 
the height of the stockmarket excesses, 
ending more than 130 years as a partner- 
ship. Might the change to a public com- 
pany have made it more focused on maxi- >» 





> mising its short-term value at the expense 
of its long-term value? 

The Goldman story features in “The 
Last Partnerships”, Charles Geisst’s excel- 
lent follow-up to his earlier “Wall Street: A 
History”. The author, a finance professor at 
Manhattan College, shows how Wall 
Street, after being chastened in the early 
1930s, gradually turned aggressive again. 
The pressures of an expanding consumer 
society made their business structures 
increasingly obsolete, particularly their 
need to have more capital and to pay em- 
ployees well without the long wait of be- 
coming a partner. Indeed, most partner- 
ships gave up before Goldman. 

When the going gets tough, what better 
way to lift the spirits than with tales of he- 
roes and villains past? There are plenty of 
both in “Wall Street People” by Charles El- 
lis of Greenwich Associates, a money 
management consultant. Many of the pro- 
files have been published before and are 
rather old, though no worse for that. 
Among other surprises, it seems there was 
a time when George Soros was “reclusive” 
and “something of a mystery man”. 

Mr Ellis could usefully have provided 
more detail than his brief introductory 
notes to each profile, to help any readers 
not inside the Wall Street club. The new 
material he provides is generally fascinat- 
ing—if only there were more of it. The col- 
ourful preface features a delightful cameo 
appearance by Helen Mann, of The Econo- 
mist, and a description of a bored Ned 
Johnson, boss of the huge Fidelity mutual 
fund firm, floating wine glasses in the 
lighted pool in the middle of New York's 
Four Seasons restaurant. There are new 
profiles of Roy Neuberger, a brilliant inves- 
tor who is still turning up at the office aged 
98, and of John Weinberg and John White- 
head, the co-bosses of Goldman Sachs 
during its most admirable years. 

On the desk of Mr Whitehead, who 
also trod the familiar path from lower 
Manhattan to Washington, serving as dep- 
uty secretary of state, sits a sign bearing the 
word “Excellence”. This is something Wall 
Street could have used more of in the past 
and may soon need in abundance if it is to 
fight off those meddling politicians. # 


The Pied Pipers of Wall Street: How An- 
alysts Sell You Down the River. By Benja- 
min M. Cole. Bloomberg; 240 pages; 
$26.95 and £19.95 


The Last Partnerships: Inside the Great 
Wall Street Money Dynasties. By Charles 
Geisst. McGraw-Hill; 352 pages; $29.95 
and £21.99 


Wall Street People: True Stories of To- 
day's Masters and Moguls. By Charles D. 
Ellis with James R. Vertin. John Wiley; 360 
pages; $39.95 and £28.95 


Bloody fingers 


The Fourth Hand. By John Irving. Random 
House; 316 pages; $26.95. Bloomsbury; 
£16.99 


LONG with other heavy-hitters such as 
John Updike and Norman Mailer, 
John Irving has made much public hay out 
of decrying Tom Wolfe’s last novel “A Man 
in Full” for not being real literature. Accord- 
ingly, he’s marked himself as fair game. 

If such distinctions can be made, then 
Mr Irving’s twelfth book, “The Fourth 
Hand,” is no more real literature than the 
croissan'wich is haute cuisine. 

Mr Irving's earlier work may not have 
been especially lofty either, but his novels 
from the 1970s—“The Water-Method Man” 
and “The 158-Pound Marriage”, or even 
“The World According to Garp” which es- 
tablished his reputation—had a zany ebul- 
lience that was charmingly all his own. But 
fame, age or both appear to have taken 
their toll. 

Indeed, no editorialising is required to 
make the plot of the “The Fourth Hand” 
sound inane: a slick television news an- 
chor, Patrick Wallingford, is filming a pack- 
age about an Indian circus when a lion eats 
his left hand. Meanwhile, a total stranger 
in Wisconsin, Mrs Clausen, sees a clip of it 
on TV, and writes to promise Wallingford 
her husband’s hand for transplant in the 
event of her spouse’s death. When the hus- 
band does indeed die in a freak accident, 
Mrs Clausen flies to meet Wallingford, 
whom she promptly seduces with an eye 
to childbearing. The pregnancy takes more 
successfully than the husband's trans- 
planted hand, which is eventually re- 
jected. After a fritter of other affairs, Wal- 
lingford throws himself at Mrs Clausen 
and finds true love. 

The most that one can derive from this 
uncannily empty tale runs to isn't life 
weird? Or as Mr Irving writes so tren- 
chantly, “Destiny is not imaginable, except 
in dreams or to those in love.” His parallel 
send-up of television news coverage, in- 
cluding the bathetic voyeurism surround- 
ing the death of John F. Kennedy, Jr. in 
1999, is more chidingly adjectival than 
properly parodic: “The self-seriousness of 
the commentator was perfectly matched 
to the speciousness of his principal asser- 
tion.” Mr Irving's characters here lack the 
engaging quirks of earlier creations, for he 
merely confirms the stereotype of news- 
casters as boring and not very bright. 

Whether or not “The Fourth Hand” was 
meant as real literature, it also falls down 
as entertainment. A novel this trivial 
should atleast be alittle fun. m 
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American dance 


The dark side 


Dance with Demons: The Life of Jerome 
Robbins. By Greg Lawrence. G.P.Putnam’s 
Sons; 622 pages; $32.95 


We. the Ballet Theatre premiered 
the irrepressible sailors-ashore ballet 
“Fancy Free” in New York in the spring 
of 1944, the audience demanded two 
dozen curtain calls and the critics fell over 
each other to herald, at last, the arrival 
of American genius in the previously 
Russian-dominated art form. 

Both of the young men responsible for 
this sensation had taken part in the perfor- 
mance: Leonard Bernstein, the composer, 
from the podium, and Jerome Robbins, the 
choreographer, who appeared on stage as 
one of the three sailors. As the uproarious 
applause continued, the 26-year-old Rob- 
bins remained in the wings, stunned, 
glassy-eyed and gasping for breath. Over- 
night, his life and prospects had been 
transformed. 

Robbins went on to conquer Broadway 
with such hits as “On the Town”, “The King 
and I” and “West Side Story”, while for the 
ballet he created innovative, controversial 
classics such as “The Cage”, “The Concert” 
and “Dances at a Gathering”. Until his 
mid-30s he also maintained a career as a 
principal dancer, first with the Ballet The- 
atre, then with City Ballet. He was a com- 
plex, driven man, full of energy and intel- 
lectual curiosity, infectious high spirits, a 


wicked sense of humour and charm. He >? 
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Books and arts 


was showered with prizes, sought after by 
society hostesses and acknowledged as a 
genius within his own profession. 
Unsurprisingly, there was a reverse 
side to his dazzling success story. Greg 
Lawrence focuses on this dark shadow in 
“Dance with Demons”. Mr Lawrence's 
method is anecdotal, chronological, metic- 
ulous. An array of eyewitnesses recounts 
and comments on each step of Robbins’s 
development. Yet a clear overall picture 
never really emerges, and the ballets them- 
selves get lostin the painstaking narrative. 
Mr Lawrence makes much of Robbins’s 
Jewish background and ambiguous sex- 
uality, suggesting that there may lie the 
keys to his constitutional insecurity, his 


British and French bestsellers 
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legendary mercurial temper, his wariness 
of intimate relationships and even his cra- 
ven capitulation before the House Un- 
American Activities Committee in 1953, 
when he named associates. This seems 
plausible enough. However, left-leaning 
Jewish homosexuals and bisexuals were 
hardly a rarity in the New York perform- 
ing-arts scene. What caused Robbins to 
feel so vulnerable? Mr Lawrence points to 
his difficult relations with his parents; but, 
again, most parents of a male dancer are 
likely to be sceptical about their son’s 
choice of profession, at least at first. 

The interminable accounts of Rob- 
bins’s sadistic perfectionism, which could 
turn rehearsals into a purgatorial ordeal, 


What the world is reading 


French readers have a taste for philosophy; British readers, for olive oil 


HE current French bestseller lists are 

wonderfully éclectique. In fiction, 
there is everything from blockbuster 
thrillers to Catherine Millet’s “La vie sex- 
uelle de Catherine M.”, a novel which 
has been both praised as high art and 
derided as upmarket porn. Then there 
are novels tackling the sticky questions 
of good and evil (“Le démon et made- 
moiselle Prym”) and faith versus science 
in the modern world (“L’apparition”). 
Philosophical themes continue in the 
non-fiction list, topped this week by Mi- 


chel Onfray’s “Antimanuel de philoso- 
phie”, a witty take on some of philo- 
sophy’s perennial debates. Those who 
like their big issues in small chunks are 
also enjoying Frédéric Beigbeder’s “Der- 
nier inventaire avant liquidation”, a sur- 
vey of France’s favourite 20th-century 
books, handled with Mr Beigbeder’s 
trademark humour from the title on 
(“The 50 books of the century chosen by 
you and critiqued by me”). 

In Britain, meanwhile, there is olive 
oil all over the non-fiction list. It’s a sta- 
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are no doubt true, but it should be noted 
that few dancers actually walked out on 
productions and his successes by far out- 
numbered his failures. More funda- 
mentally, dancers are the only means 
through which a choreographer’s vision 
can be realised. If Robbins had been the 
only choreographer to play favourites, sin- 
gle out whipping boys, plague his dancers 
with multiple versions right up to opening 
night, whittle their egos into his own im- 
age and drive them beyond exhaustion, 
then the dancing world would not be the 
wellspring of lurid tales that have long en- 
thralled writers and readers the world 
over. The heritage of inspired master- 
pieces would also be far leaner. @ 


ple ingredient for Nigella Lawson, a do- 
mestic divinity and celebrity chef, 
whose latest collection of recipes tops 
the list. Annie Hawes, in second place, 
took herself off to the sun-drenched hills 
of Italy to grow her own olives and write 
a book about them—as did Carol Drink- 
water, just across the border in France. 
Fiction-wise, it’s business as usual, with 
the requisite holiday mix of thrillers, ro- 
mance, fantasy—and Harry Potter, with 
“The Goblet of Fire” still burning bright 
at number three. 


j Bestsellers 

FRENCH FICTION FRENCH NON-FICTION BRITSH FICTION BRITISH NON-FICTION 
1 Dans la rue où vit celle que j'aime Antimanuel de How to be Good Nigella Bites 

by Mary Higgins Clark by Michel On mby by Nigella Lawson 

Murder by the seaside Alternative philosophical lessons Taming the Angriest Man in Holloway Tasty offerings from the Domestic Goddess 
2 La vie sexuelle de Catherine M, Robinson des mers Thief of Time — Extra Virgin 

by Catherine Millet by Yves Portier by Terry Pratchett by Anmie Hawes 

Art expert describes her sex life Experiences of a French navigator 26th instalment in Discworld series Becoming an olive grower in Liguria 
3 Céréales killer Services spéciaux, Algérie 1955-1957 Harry Potter and the Goblet of Fire Dazzler: The Autobiography 

by San-Antonio by Général Aussaresses by 1K. j by Darren Gough 

Murder to a techno beat Military torture during the Algerian war of independence More Harry and more wizardry Cricketer’s story 
& La Petite Bijou Les frères invisibles To Hellin a Handcart The Olive Farm 

by Patrick Modiano by Ghislaine Ottenheimer and Renaud Lecadre by Richard Littlejohn by Carol Drinkwater 

Melancholy cop novel Freemasonery and its scandats Was it self-defence or murder? Becoming an olive grower in France 
5 Vengrenage Dernier inventaire avant liquidation Running in Heels — Fathers, Sons and Football 

by John Grisham by Frédéric Beigbeder by Anna Maxted by Colin Shindler 

Blackmail at the highest level France's 50 favourite books Ballet, boyfriends and body image Story of the Summerbee football dynasty 
6 Meurtres en soutane No logo Glue War Diaries, 1939-1945 

by P.D. James by Naomi Klein by by Field Marshal Lord Alanbrooke 

Bad guys in cassocks Branding theory Growing up tough in Auld Reekie Diaries of Churchill's right-hand man 
7 Apprendre a finir Latitude zéro On Green Dolphin Street Driven: The Definitive Biography of Nick Faldo 

by Laurent by Mike Hom by m Faulks by Dole Concannon 

Breaking up is hard to do 40,000 kms around the equator Doomed love affair Golfer's story 
8 “apparition Mon Malagar He Kills Coppers Henry VIII: King and Court 

by Didier Van Cauwelaert by Lucienne Sinzelle by Jake Amott by Alison Weir 

Faith versus science Memoirs of a servant's daughter Hardboiled thriller with 1960s London setting The king in context 
9 Le démon et mademoiselle Prym _IL était minuit cing à Bhopal Seven Up Help Yourself 

by Paulo Coetho by Dominique Lapierre and Javier Moro by Janet Evanovich Dave Pelzer 

Fabie of good and evil Chemical disaster in India Bounty hunter Stephanie Plum in trouble again Tips on overcoming adversity 
10 Portrait sépia Hard The Blue Nowhere Killing Pabio 

by Isabel Allende by by Jeff Deaver by Mark Bowden 

Family drama Porn star bares her soul Evil in cyberspace Rise and fall of a cocaine baron 


Sources: Livres Hebdo: Whitaker BookTrack 
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René Dumont, a Green for France, a Cassandra for Africa, died on June 18th, aged 97 


ERGREEN is the word that comes to 
mind when describing René Dumont. 
If not quite a son of the soil, he was a 
grandson of it, and his concern for the land 
led him to become, first, an agronomist 
and in time an environmentalist, indeed 
the first environmentalist to run for the 
French presidency, in 1974. He captured 
only 1.3% of the vote, but can be credited 
nonetheless with having established the 
green movement in France. He was also 
passionately concerned with the poor 
world, with its exploitation (as he saw it) 
by the rich world, and with what some re- 
garded as naive policies—call them green, 
if you like—to lift the poor out of poverty. 
And throughout his long life he remained 
unfadingly energetic, enthusiastic and vig- 
orous. Just a week before his death he was 
throwing his weight behind the candidacy 
of the relatively little known Alain Lipietz 
to lead the French Greens in next year's 
presidential election. To general surprise, 
Mr Lipietz, a former Maoist, duly won the 
party's primary on June 21st. 

Yet no simple description could do jus- 
tice to Mr Dumont: even his greenery 
seemed to be called into question by his 
taste for red pullovers, and his sternest crit- 
ics, though they might deride his utopian- 
ism, could hardly call him callow. He was, 
after all, a professor of agriculture who 


was indubitably expert in his field. More- 
over, he had travelled widely before and 
after the second world war-—in at least 80 
countries in Asia, Africa and Latin Amer- 
ica—and had met many of their leaders. 
Unlike some of the well-intentioned Euro- 
peans who gave their advice so freely, and 
often disastrously, in the post-colonial 
world, Mr Dumont could speak with au- 
thority: he knew his stuff. 


Into the savannahs 

That became evident in the book for 
which Mr Dumont is best known, at least 
outside France. “L'Afrique Noire est Mal 
Partie’—published in English as “False 
Startin Africa”—came out in 1962, only two 
years after France had, with mixed emo- 
tions, given independence to most of its 
African colonies. The book was thus based 
on a brief experience of self-government 
(in so far as the term described the new 
state of affairs). Moreover, it was almost 
entirely about French-speaking Africa, and 
therefore excluded most of the people of 
the continent. Yet it was at once recognised 
as a brilliantly perceptive analysis. 

It was also prescient. A glance at some 
of the chapter headings shows how many 
of the issues identified as problématique by 
Mr Dumont in 1962 remain difficult today. 
“Aid often wasted”, “Too many tractors 





and coffee plants, not enough oil palms 
and food crops”, “Independence is not al- 
ways decolonisation”, “The elites—a mod- 
ern version of Louis XVI's court”, “Tie and 
jacket, the new symbols”, “If your sister 
goes to school, you won't have anything to 
eat”, “Servitude of women”, and so on. 

Mr Dumont, however, was not only 
critical of Africans. His sympathies, born 
of his childhood experiences among the 
peasantry in northern France during the 
first world war, were always with the un- 
derdog, and he did not spare the colonial 
authorities for their role in Africa’s misfor- 
tunes. He bemoaned slavery, colonisation 
and subsequent exploitation, and vehe- 
mently argued that underdevelopment 
could be conquered in 20 years. No Afro- 
pessimist, he. 

Mr Dumont could, however, be apoca- 
lyptic—about population and famine, for 
instance. This was just one consequence of 
his tendency to overdo things, a charac- 
teristic he acknowledged when he re- 
marked, “I prefer the sins of excess to the 
sins of omission.” Coupled with his re- 
fusal to compromise, however, it reduced 
his effectiveness. As Le Monde put it, Mr 
Dumont was “too green for the socialists, 
too red for the greens, too empirical for the 
Marxists, too statist for the liberals, too ag- 
ricultural for the economists, too socio- 
economic for the agriculturalists, too prag- 
matic for the scientists, too impassioned 
for the academics, too moderate for the 
militants, too demanding for the third- 
worlders, too non-conformist for the au- 
thorities, too reasonable for the dreamers.” 

No wonder, perhaps, that so much of 
what he said about Africa went unheeded. 
Though industry could never provide 
enough jobs to satisfy the demand for 
them, many African governments consid- 
ered it the route to modernity and would 
thus neglect agriculture, holding down the 
price of food, and therefore the incomes of 
farmers, to pacify the politically conscious 
urban population. The result was that the 
countryside became impoverished and in 
many places farms and plantations fell 
into disuse. In Nigeria, for instance, the 
pipelines that were once used to pump 
palm oil to the coast for export were, by the 
1990s, being used to bring in imports. In 
Angola, Congo, Nigeria and Sierra Leone, 
natural resources such as oil and dia- 
monds, instead of delivering riches, have 
brought war and corruption. Too many Af- 
rican rulers still aspire, not perhaps to ties 
and jackets, but to Rolex watches and Mer- 
cedes cars. 

Yet, if Africa was a disappointment, at 
least in France Mr Dumont lived to see the 
Greens join the government in coalition 
with the Socialists. True, the Communists, 
whom he loathed, were also there, but itis 
reasonable to think that greenery will out- 
live Marxism—in France and in Africa. m 
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Wharton Fellows 


A Wharton eBusiness Initiative 


stuck in the 
-quandary? 


get yourself out: 
http: // efellows.wharton.upenn.edu/2734.cfm 
1.215.898.1776 ext. 2734 


The Wharton Schoo! 
University of Pennsylvania 
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MSc International 
Management 
for China. 


Looking for a competitive edge in the 
Chinese market? 


As China takes its place on the world economic stage many companies 
have identified a need for high quality management with specialist 
knowledge of China. 


The MSc in International Management for China, offered by the 
SOAS Centre for Financial and Management Studies (CeFiMs), has 
been designed to meet that need. Taught in conjunction with the 


Clore Management Centre of Birkbeck College the degree explores: 
* The evolution of Chinese managerial systems 

* The interplay between global and local factors in China 
* China's policies for trade, foreign investment and 





Amsterdam 


S 


Institute of Finance 





In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2001 


Behavioral Finance (July 16 - 18) 


Measuring and Implementing 


Economic Value Added (August 29 - 31) 


Financial Restructuring - Going Public (Sept. 10 - 14) 


Financial Innovation in Corporate Finance (Sept. 17 - 21) 


Modeling in Project Finance (Sept. 24 - 26) 


Derivatives: Special Topics 
- Volatility 
- Derivatives Pricing with Numerical Methods 


(Sept. 24 - 25) 
(Sept. 26 - 28) 


technology transfer - Credit Risk and Credit Derivatives (Oct. | - 2) 
* Relations between China, Hong Kong and Taiwan Acquisition Finance (Oct. | - 3) 
Options include Risk Management, Corporate Finance, Chinese Law, 
E-commerce, International Business Strategy Negotiation Analysis atii, 
PLUS intensive Chinese language courses Valuation (Oct. 10 - 12) 


For further details contact the 

Centre Secretary, CeFiMs, SOAS 
University of London, Thornhaugh Street 
London WC1H OXG 

Email: enquiries@cefims.ac.uk 
Telephone: + 44 20 7691 1700 
www.cefims.ac.uk 


SOAS 










(Oct. 18 - 20) 


Real Options 


For information, please visit our Web site or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +31-20-52001 60 - fax: +31-20-5200161 


e-mail: info@aif.nl - internet: www.aif.ni 


University of London 








London 
Business 
School 


Leaders are not paid 
to make the inevitable happen 





Senior Executive 
Programme 


"| feel that the Senior Executive Programme has been first class from start to finish. 
The quality of faculty has been consistently high and as the programme is completed, it is clear 
how all the bits of the puzzle fit together." 


Four weeks in which to GREG SCHOLLUM, CHIEF FINANCIAL OFFICER, WELLINGTON REGIONAL COUNCIL, New ZEALAND 


renew your business VISION 
As the pace of global change increases, the pressure on business leaders to respond is growing. 


16 Sept - 12 Oct 2001 However, in order to do this, many business leaders realise that they need to transform their organisations 
19 May - 14 June 2002 


29 Sept - 25 Oct 2002 


~ or even their industries. The challenge then is how to do this. 


Through the three interwoven themes of Strategy, Leadership and Transformation, the Senior Executive 
Programme will ensure that you return to work stimulated, energised and ready to implement your 
ideas for changing the future 

Challenging 


leaders i Å 
executive education 


to create 
the future 


Contact: Karen Nisbett 
Client Services 
Regent's Park 
London, NW1 4SA 
Tel: +44 (0)20 7706 6835 

| Fax: +44 (0)20 7724 6051 
SP005 email: execinfo@london.edu 





www.london.edu/execed/sep/ 
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INTERNATIONAL 


WEALTH MANAGEMENT 
EXECUTIVE MBA 





|> A dual degree Executive MBA program by 
renowned US and Swiss universities. 
> Geared specifically to senior private bankers and 
| executives from the wealth management industry. 
> 15 weeks Spread job-concurrently over two years, 
) held in Switzerland and in the USA. 
> Taught exclusively in English by an inter- 
nationally renowned faculty. 














A joint Program by: 
USA: Carnegie Mellon University 
CH: Swiss Banking School 
University of Geneva 
University of Lausanne 
University of St. Gallen 
University of Zurich 













For further information please contact: 
Swiss Banking School 
Hottingerstrasse 20, CH-8032 Zurich 
Phone +41 (1) 254 30 80, Fax +41 (1) 254 30 85 
IWEMBA@SwissBankingSchooLeh, www.|WEMBA.ch 















LL.M./Masters 


in INTERNATIONAL «& 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery - Study anytime, anywhere 







Prestigious Masters in International Taxation (M.1.T) for non-lawyers. 






® E-Commerce — Tax Planning speciality. 






® St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools, 







" American Bar Association acquiesced programme. 






Course Modules include: 






* Principles of International Taxation + Tax Treaties 





» Offshore Financial Centres + Anti-avoidance 





* Trusts and other entities + 





Transfer Pricing 





* International Tax Planning + E-Commerce Taxation 






* Global Estate Planning & Asset Protection 








Ar St. Thomas University 
A School of Law - Miami, Florida 





For more information please contact 

HONG KONG U.K. U.S.A. 

Michael Foggo Simon Denton William Byrnes 

Tet: +852 2542 1177 le: +44 (0)20 74797070 Tel: +1 (305) 474 2460 

Fax: +852 2545 0550 Fax: +44 (0)20 7439 4436 Fax: +1 (305) 474 2469 
hk@SovereignGroup.com wbyrnes@ SoversignGroup.com 








uk@SovereignGroup.com 






www.stu.edu/tax 


NYUWeener 


Robert F, Wagner Graduate School of Public Service 





The Master of Science program at New York 
University’s Robert F. Wagner Graduate 
School of Public Service is tailored for 
managers of development, relief, advocacy, 


Master and normative programs. 


of Science in 
Management 
Program: 
Concentration in 
International 
Public Service 
Management 


e Part-time program begins Fall 2001 and is 
completed in two years with one summer 

* Full-time seven-month program, January 
to July 2002 

è Distinguished international faculty 

e Seminars with leaders of prominent interna- 
tional organizations on an urban campus 
in the heart of Manhattan 

e Tailored for experienced professionals 
working for multinational organizations 
addressing transnational problems 


For more information, contact the Office 
of Admissions, (212) 998-7414. 

E-mail: wagner.admissions@nyu.edu 
Web site: www.nyu.edu/wagner/go 


Professor Dennis Smith, Director, 
International Initiative 


New York University is an affirmative action/equa! opportunity institution 





MSc in Financial 
Management 


by Distance Learning 





No matter where you are in the world, the Centre 
for Financial and Management Studies 
(CeFiMS) based at SOAS in the University of 
London, offers internationally renowned Masters 
Degrees and Diploma programmes in Financial 
Management by Distance Learning. 


Other programmes include an MSc in Financial 
Economics and a Postgraduate Diploma in 
Economic Principles. 


CeFiMS 


Programmes start January 2002. 


www.cefims.ac.uk 

for further details. 

CeFiMS, SOAS, University of London, 
London WC1H OXG, UK. Tel: +44 (0) 20 7691 

Sei SOAS 
Fax: +44 (0) 20 7637 7078. University of London 
email: enquiries@cefims.ac.uk 








UNIVERSITY OF LONDON 
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ADULTS, EARN YOUR 


Intensive 12-Month M.S. in 


COMPUTATIONAL 
FINANCE 


DEGREE AT HOME IN 
JUST ONE YEAR! 


WASHINGTON INTERNATIONAL UNIVERSITY 
Since 1995-in most fields- Your 
American instructor will help with 
your studies.- INTERNET library 
Students from 112 countries. 
$.C.C.-P,.0.Box 61707 K.0.P.,PA. 
19406-USA fax: 610 205 0960 
e-mail; admissions@washint.edu 


apply now for Fall 2001! 





www.cse.ogi.edu/CompFin/ 















Study Hotel & Tourism Management 


ER 
in London where you can experience Q EE 
all the major chain hotels, gain an - 


international qualification and also London Hotel School 


improve your English. Courses start every month. Complete one 
year theory and one year's salaried internship in a London Hotel. 


Call us for a brocure 44 20 7665 0000 
e-mail: registrar@ londonhotelschool.com 
Website: www.londonhotelschool.com 


London Hotel School 
Springvale Terrace 
London W14 OAE 


UNIVERSITY DEGREE 


For Life, Work and Academic Experience 
Degrees for people who want to be more effective 
and secure in their Jobs or Professions. 

Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by utilizing your: 

life and work experience. University equivalent credits are given for your 
job, mititary, company training, industrial courses, seminars and 
business experience. We accept university credits no matter when taken. 

Not Accredited by an agency recognized by the U.S, Secretary of Education. 

Our graduates are recognized for their achievements in business and industry. 
We will assist you in completing your degree requirements at your own pace 
through home study. 


Send/fax detailed resume for a NO COST EVALUATION. 


Pacific Western University 
1210 Auahi Street. Dept. 137, Honolulu, HI 96814-4922, (808) 597-1909 


USA CALL: (800) 423-3244, ext. 0 UK: 0800-960-413, ext. 0 


Fax: (310) 446-5288 e-mail: admissions@pwu-hi.edu http://www.pwu-hi,eduu 


Education 
Since 1976 


24,000 
Alumni 
Worldwide 


COLLEGE DEGREES 
DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S., M.S., Ph.D. Many fields. No classes 

NO COST evaluation! Send resume 


international Studies 


In September 2001. the University of Kent 
at Canterbury will launch its word 














renowned MA in International Conflict 
Analysis at its Brussels School of 
international Studies The programme 
includes modules on the causes of conflict 
(both inter-state and intra-state), its 
processes and dynarrucs, and the range 

of comfhct management and resolupon 
techniques. The Septernber 200% class 

will be limited mn number. An early 


applicabon is advisable 


Brussels School of 


For further details, contact: 


Dr Chytstopher Daase 
Convenor, internavonal Conflict Analyws 
Brussels School of International Studies 


University of Kent at Canterbury 


Drect +32 2 641 1723 
Secretary. +32 2 641 1721 


Email: C Duavetjuke acuk 


www.uke.ac.ul/international/bsis 


UNIVERSITY OF KENT 
AT CANTEROURY S288 
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6400 UPTOWN BLVD NE + SUITE 396-W 
Dept.34 + ALBUG., NM 87110-USA 
34@centuryuniversity.edu 
1-800-240-6757 


FAIRFAX UNIVERSITY 


Home Study Degree Program 


Established in 1986, Fairfax University 
in the USA offers mid-career/senior 
professionals accelerated, fast track, 
distance-learning,home-study 


programmes at the Bachelor's, 
Master's and Doctoral degree levels in 
many subject areas. International 
faculty. Credit for prior learning/ 
experience/published works. Assess- 
ment based on projects/ 
assignments, No residency 
requirements. Year-round admissions 


For details: Email: info@tairtaxu.edu 
Tel: 225.295.5655 
Fax:225.298.1219 

Web site: www.fairfaxu.edu 
































UNIVERSITEIT ANTWERPEN EE MANAGEMENT SCHOOL 


- probably the longest tradition in business education in the world - 


The University of Antwerp has a tradition in management education 
dating back to 1852. Building on 150 years of pioneering, expe- 
rience and innovation, the University of Antwerp. Management 
School offers you the opportunity to join its programme 


Master of Business Administration 


Are you looking for a full-time MBA programme which offers the 
chance to 


become part of a quality student population with an average 
age of 28 and 4 years of work experience 
- experience a variety of interactive and practice-oriented teaching 
methods, business games, workshops and residential seminars 
- study in a truly international environment (our faculty members 
hold PhDs from major business schools worldwide, our student 
body is drawn from 5 continents) 
enjoy the experience of being a student in one of western Europe's 
most historic and dynamic cities ? 


If you are, we would like to get to know you better. You canlearn 
more about our MBA programme from our website www.uvams.be 
and you can contact us at mbainfo@ua.ac.be 





from business to 
e-business@MSM 


The Maastricht School of Management (MSM) is 
a leading edge Global Business School. It was 
founded at the Netherlands’ premier engineering 
school, Delft, in 1952, and has pioneered business 
education programs worldwide. Since the late 80's, 
the school has been located in the European Treaty 
City of Maastricht. 





The MBA Business and E-Business focus are 
now both established at MSM, with programs 

in Accounting & Finance, Corporate Strategy & 
Economic Policy, Globalization and E-Business 
& Information technology. 


For information about MSM’s Executive Education, 
MBA, Ph.D and DBA programs, surf to our 
website: www.msm.nl 







Maastricht School of Management (MSM) 
P.O.Box 1203, NL-6201 BE Maastricht 
Voice: +31.43.387 0808, Fax: +31.43.387.0800 
E-mail: kerkhofs@msm.n! 


MsgM MAASTRICHT SCHOOL OF MANAGEMENT 
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Recognized as one of tthe world’s most flexible 

WWW..FUSPIMOPE.CQU  Disiae Leaming MBAMasters. or DBAPRD. 
orem. No bachelors degree required for the 

(or Master's for DBA) if you have significant work 
experience. No time limits, minimum or maximum. MBA 
usually takes one year, DBA two. Transfer students 
welcome, You will not have to study material you 
already know or do not need. No exams, instead you 
write papers, Learn from successful business 
leaders/authors (many are millionaires). Fac 
members wanted. Rushmore University, 1 2- 
7622, ec@rushmore.edu, www.distancemba.com 





contin TO ADVERTISE 
WITHIN THE CLASSIFIED SECTION CONTACT: 


Will Wilkinson, Stephen Welch, 








London New York 
Tel: (44-20) 7830 7000 Tel: (1-212) 541 5730 
Fax: (44-20) 7830 7111 Fax: (1-212) 247 1325 
willwilkinson @ economist.com stephenwelich @ economist.com 


















Appointments 


‘COUNTRY DIRECTOR, UZBEKISTAN 


Open Society Institute seeks Country Director for information office in 
Tashkent, Uzbekistan. Develop operating and grant-giving programs and 
implementation strategies; develop mechanisms for disseminating 
information about OS!'s grants and scholarships programs; identify and 
recruit candidates for graduate studies; recruit, train and supervise local staff; 
oversee annual budget. 





DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 


































REQUIRES: Fluent English and Russian/Uzbek; 4+ years ngo management; 
2+ years work exp. in former Soviet Union; exp. working with a board; strong 
financial management, organizational, interpersonal and writing skills; BA with 
Masters preferred. Extensive travel. Send cover letter/CV to: 

















Resume Broadcast International 
opan Posey er es nen Resume * P.O. Box 6930, San Diego, California 92166, USA. 
uman Resources - Code sroaccast Tel: 619 224 9257, Fax: 619 224 9268 






400 W. 59th Street, NY, NY 10019, or fax to: (212) 548-4607. 






Email: 102224.3306 @compuserve.com 


imerncational 











seem ASSISTANT ENVIRONMENTAL ADVISER 


International 


Development LONDON 












Working closely with DFID’s Senior Environment Adviser, you QUALIFICATIONS AND EXPERIENCE 


will provide technical and environmental support toa number Aş well as a qualification in environmental science, you'll need 


of ome oo, offices. This support we be pire at least five years’ practical experience in a relevant aspect of 
seats e OPNE peo iape gesi ciai T 2 environmental management and monitoring, some of which 
ge eee ys. N AA PEONOUNE SO seas tii will relate to work conducted in developing countries. 


sustainable development. 
TERMS OF APPOINTMENT 








Assisting in the development and implementation of DFID’s 









environmental procedures, you will support the Senior The post is on permanent and pensionable terms (subject to 
Environmental Adviser undertake initiatives to integrate the satisfactory completion of a 10 month probationary 
environmental issues into the policies and programmes of period). The salary will be in the range of £26,296 - £31,915 
other DFID advisory and policy departments. This will include (UK taxable). This also includes an element in lieu of the 
work with DFID’s Conflict and Humanitarian Assistance employer's share of superannuation. 





Department, Enterprise Development Department, Rural 
Livelihoods Department, and Health and Population 
Department. 












Candidates should either be nationals of Member 

States of the European Economic Area (EEA), Commonwealth 
citizens who have an established right of abode and the right 
You will provide technical and environmental advisory support to work in the United Kingdom or those granted refugee 


to the Information, Communication and Support team in status as defined by the 1951 UN Convention on Refugees. 
DFID’s Environment Policy Department. This will include Closing date: 20th July 2001. 


producing a monthly environment newsletter for circulation 


within DFID, helping to develop and deliver environmental As this post is being re-advertised, those candidates who 
training to DFID staff, and assisting in the management of applied in February and were not successful need not apply 
DFID’s Environment Studies Line. again. 


Application forms can be obtained, quoting reference AH375/5D/TE clearly on your envelope, from Department for 
International Development, Abercrombie House, Room AH375/5, Eaglesham Road, East Kilbride G75 8EA or 
telephone 01355 843243 (answerphone) or e-mail: group5d2@dfid.gov.uk http://www.dfid.gov.uk 






The Department for International governments, international and national and in Central and Eastern Europe. 
Development (DFID) is the UK’s government non-governmental organisations, the private DFID is committed to a policy of equal 
department responsible for promoting sector and institutions such as the World opportunities and encourages applications 
development and the reduction of poverty. Bank, UN agencies and the European from all parts of the community. We would 
DFID is committed to the internationally | Commission. Most of the assistance is particularly welcome applications from, 
agreed target of halving the proportion of concentrated on the poorest countries in women, people from an ethnic minority 
people living in extreme poverty by 2015. Asia and sub-Saharan Africa, but we also background and disabled people. Selection 


Fulfilling Britain’s commitment to ALTIA TAAT: poverty 


DFID works in partnership with work elsewhere, including Latin America is on merit. 
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Endless possibilities. 


Enron’s culture embraces original thinking and enterprise at every 
level. We s 
and better ways to do business — and to challenge accepted wisdom 


arch out exceptional projects and strive to discover new 


through incisive analysis. Everyd ‘people are growing a $100bn 
business by redefining what the future holds and realising the full 
potential of their ideas. 

More than just an energy company, we combine expertise with 
the world’s most successful online B2B platform, EnronOnline, to 
deliver physical goods and financial and risk management services 
to customers around the world. Our business ranges from trading 
and asset management to e-commerce and business origination, 
from metals, electricity and forest products to tanker freight, coal 


and broadband. They are markets that call for decisiveness and 


Analysts 


se acting quickly is the 
key to our future growth. 

Your development programme is desig full advantage 
of this scope. Durir ts, you'll enjoy 
unrivalled opportunit rom presentation 
to close. At Enron, a unique culture, combining a broad international 
perspective with in-depth exposure to different areas of the company, 
is guaranteed. 

We're looking for numerate graduates with two years’ relevant 
experience in investment banking, communications, e-commerce, 
consultancy or the energy sector. To find out more about the 
opportunities and to apply, quoting ref: TE/926, go to 


WWW. enroncareérs. com 


Universiteit Maastricht has a worldwide reputation for its unique student-oriented, prob- 
lem-based learning (derived from the casebook method). It is a young, rapidly expanding 





university with a strong international orientation. The multidisciplinary, thematic research 
corresponds with the educational method of the university. 


Universiteit Maastricht 


The Faculty of Economics and Business Administration offers yearly several 
PhD positions, positions for Assistant Professors and positions for Associate 


Professors. 


More information on Universiteit Maastricht and an up-to-date overview of positions 
available can be found on the Internet (http://www.fdewb.unimaas.nl/meteor) 
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my European Agency for Reconstruction _ 


~The European Agency for Reconstruction, with its Headquarters in Thessaloniki and Operational Centres in Pristina, 
+ Belgrade and Podgorica, is the implementing body for reconstruction programmes funded by the European Union in the 
-Federal Republic of Yugoslavia. | ae 


We are looking for an expert (Temporary Agent’ contract), who must have 
° the citizenship of one of the Member States of the European Union, 
¢ fluency in written and spoken English, and 
° preferably some experience of working in the Balkans and/or post-conflict or transition situations, 
and to whom we typically offer an 18-month contract (with the possibility of renewal) and a competitive salary package. 


TER (Ref No: PRI 015/AT) 






The programme manager will lead the Agency’s Water and Waste-Water Sector programme in Pristina. He/She will join an experienced local task manager. 
The programme manager will take over the supervision of ongoing projects amounting to Euro 13 million (the Provision of Interim Management to Water 
| Utilities, The Rehabilitation of Urban Water Supply and Sanitation systems | and H and the Refurbishment of the Pristina pumping station with the help of a 
. Technical Assistance Team, various emergency assistance projects), This represents the largest developmental investment in the water and waste-water sector 
~ in Kosovo, . 


Tasks: Acting under the guidance of the Agency's Head of Operations Division for Kosovo, the programme manager’s duties include: preparation of sector 
© strategies, identification of projects to be funded, drawing up the terms of reference for tenders and contracts, participation in tender evaluation committees, 
© taking all necessary trouble-shooting actions to ensure project progress is in accord with targets set, as well as participation in the planning and management 
_. Of new assistance programmes. The programme manager will render full co-operation to monitors, evaluators and others in the Agency with regard to 
< fulfilment of their respective institutional tasks. In carrying out their duties, programme managers are frequently required to work as part of wider 
> multidisciplinary teams. 7 | : 


“Job Profile: See general introduction. Furthermore, applicants should be able to think laterally and have an ability to prioritise and identify comparative 
<. advantages. Applicants need to be team players with good interpersonal and negotiating skills. It is important that the programme manager is able to work 
= quickly against tight time constraints and be very adaptable and flexible in their approach, S/he will also need to be prepared to work in sometime difficult 
conditions. Apart from fluency in English, knowledge of other EU and local languages would be an advantage. | 
+ Other specific requirements are: | 
.. œ Possess an engineering degree, typically ina water and wastewater related subject. 
* Minimum of ten years of professional experience in water and waste water management; 
-e Proven track record in project management, project facilitator and monitoring including at least two years in a transitional or developing 
- country context. | 
— Ttwould be an advantage to have: 
_ + Demonstrable knowledge and experience in the field of water sector policy and planning and in the field of institutional building 
programmes for the water and waste sector. 
* Experiential knowledge of procurement and general contracting rules and procedures (knowledge of EC rules and procedures would be an 
advantage); : 
* Computer skills, including EXCEL, WORD and other software; and, 
¢ Previous work experience in the Kosovo Water and Waste Water Sector. 


PROGRAMME MANAGER: SOLID WASTE & ENVIRONMENT (Ref No: PRI 016/AT) 


The programme manager will lead the Agency’s Environmental programme in Pristina/Kosovo. He/She will join a Programme Manager for Water and 
Waste Water and an experienced local task manager. The programme manager will take over the supervision of ongoing projects and amounting to Euro 20 
million (“Rehabilitation and construction of waste disposal sites, Institutional building programme for waste Utilities and public awareness, Supervision of 
construction works, Back-log waste clean-up campaign, Supply of waste collection and disposal equipment”). 


Tasks: Acting under the guidance of the Agency’s Head of Operations Division for Kosovo, the programme manager’s duties include: preparation of sector 
strategies, identification of projects to be funded, drawing up the terms of reference for tenders and contracts, participation in tender evaluation committees, 
taking all necessary trouble-shooting actions to ensure project progress is in accord with targets set, as well as participation in the planning and management 
of new assistance programmes. The programme manager will render full co-operation to monitors, evaluators and others in the Agency with regard to 
fulfilment of their respective institutional tasks. In carrying out their duties, programme managers are frequently required to work as part of wider 
multidisciplinary teams. 


Job Profile: See general introduction. Furthermore, applicants should be able to think laterally and have an ability to prioritise and identify comparative 
advantages. Applicants need to be team players with good interpersonal and negotiating skills. It is important that the programme manager is able to work 
quickly against tight time constraints and be very adaptable and flexible in their approach. S/he will also need to be prepared to work in sotnetime difficult 
conditions. 


Other specific requirements are: 
¢ University degree or higher education certificate, preferably related to the subject. 
° Minimum of ten years of professional experience in solid waste (environmental) management. 
° Proven track record in project management, project facilitator and monitoring including at least two years in a transitional or developing country 
context. 
It would be an advantage to have: 
* Demonstrable knowledge and experience in the field of solid waste management policy and planning in transitional or developing economies 
* Demonstrable knowledge and experience in the field of institutional building programmes for waste collection utilities, 
* Experiential knowledge of procurement and general contracting rules and procedures (knowledge of EC rules and procedures would be an advantage); 
e Computer skills, including EXCEL, WORD and other software; : 
e Previous work experience in Kosovo. 


Applications including detailed Curriculum Vitae, an e-mail cover note, and indicating the job reference number, should be sent by e-mail 
only, and in English only to: admn@ear.eu.int 


The Agency is an equal opportunity employer and encourages applications from women. 
Applicants will be short-listed on the basis of their CV’s, and these candidates will be invited for an interview. 


Deadline for the submission of applications: 15 July 2001 
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Policy Development and Planning 








PDP Europe Lid provides public sector management reform 
services to the European Union. We are seeking experienced 
consultants including EU nationals for short and long term 

assignments in Eastern Europe, Central and South Asia and 
ACP Countries in the following areas: 


Governance 


Civil service reform strategy /implementation; 
Anticorruption; 

Divesting non-core assets; 

Legal and regulatory; and 
Decentralisation and local government. 


6 HR RR 







Public Expenditure Management 


Fiscal accountability framework; 
Macroeconomic policy; 

Revenue policy and administration; 
MTEF 

Budget process reform 

Public expenditure institutional reviews 
Social security systems 

Regulation 

Public services pricing 

Accounting /1T . 
Intergovernmental financing relations 


ar B He Be BR R RH BR H 





Specialists in preparation of poverty focused development 
strategies are also sought. Please provide a detailed CV to 
pdpe@cmh.ie, 


Visit our website at www.pdp.com.au 





Institute for Employment 
Research | 


Research Appointments 
Various levels (2 years initially) 


Salary within the research ranges IB (£16,775 - £18,731), 

IA (£16,775 - £25,213) or Il (223,256 - £30,967) pa. 

Available to those with a strong interest in the labour market and 
related areas to join an inter-disciplinary tearn of researchers. 
Research Associate applicants should have a postgraduate degree in 
a social science or equivalent relevant research experience. 

A Research Fellowship also requires signiticant research experience 
and a relevant publications record. Senior Research Fellowship 
candidates should demonstrate a capacity for generating external 
research funding, project management skills, and a strong 
publications record. 


Application forms and further particulars can be obtained from the 
Personnel Office, University of Warwick, Coventry CV4 7AL, 

tel 024 7652 3627; e-mail:recruit@admin.warwick.ac.uk and from 
jobs.ac.ukfobfiles!/ AC115S.btml Please quote job reference 47/2R/00. 


Closing date for applications: 17 August 2001. 
UNIVERSITY OF 
WARWICK, 
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WC2 
Starting salary £26,853 Plus London 
Allowance and other benefits 





As one of the UK’s 
foremost 
representative 
organisations, the 
National Farmers’ 

| Union pramotes the 
interest of farmers, 
growers and the 

rural economy 
throughout England 
| and Wales. We 














| 
The role will involve providing cogent analysis of | e 
economic and strategic issues affecting the agricultural o 
industry, such as selon of the CAP WTO 
negotiations, expansion of the EU and other E 
international and domestic e policy | ee 

| 

4 


onena: 


developments. The ideal applicant will probably 
have a good first degree in Economics. A post- 
graduate degree in the social sciences, particularly 
international Affairs would be of interest. Experience 
in public policy analysis and excellent 
communication and public presentation skills would. 


currently have the 

following vacancy 
within our | 
ECOnOnHcs | 

Department: 










also be an advantage. 









| For an application form and job description please | 
_| ring our 24-hour recruitment line on 020 7331 7436 ' 
EE or e-mail jane joyce@nfu.org.uk. E 


BIBIC Mietap ns Aue 


Research Director, India HIV- | 
AIDS Media Campaign 
Salary according to experience. Delhi.. 


BBC World Service Trust is a charitable organisation within the 
World Service, using communications as a means of enabling 
development. As part of its work, the Trust anticipates the launch 
of a major mass-media campaign for HIV prevention in North India. 


We invite applications from reproductive/sexual health specialists 
for the post of Research Director. This senior position requires 
strong applied quantitative and qualitative research skills, and a 
wide experience of evaluating health communications campaigns. 


The Research Director will be responsible for designing and 
implementing a formative research and impact-evaluation 
programme, as well as ensuring the full integration of research 
findings into the media production process. The appointment may 
be made on either individual terms or as an institutional secondment. 


interviews will be held in London on 26/27 July, with the position 
to commence on October Ist. The position will initially be for 12 
months, with the possibility of renewal for a further 12 months. 


if you would like to apply, please send your CV (quoting 
ref: 50824/EC) by e-mail to: BBC World Service Recruitment, 
E-Mail: wsrecruit@bbc.co.uk In addition, further information 
regarding the project is available from this address. lf you 
do not have access to e-mail, phone 020 7836 7804 and 
leave your contact details. Closes: July 17th. 


Working for equality of opportunity 
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GOVERNMENT OF SAUDI ARABIA 


>< MINISTRY OF INDUSTRY & ELECTRICITY 





REQUEST FOR EXPRESSIONS OF INTEREST 


Private Sector Participation in the Rehabilitation, Expansion, 
and Operation of Industrial Wastewater Treatment Plant 
JEDDAH INDUSTRIAL CITY 


The Board of Directors of the Jeddah Industrial City (JIC) seeks expressions of interest 
(EOI) from world class local and international firms or consortia experienced in the design, 
construction, Operation, management and maintenance of industrial wastewater treatment 
facilities to best practice standards 


jeddah Industrial City is a 12 million square meter industrial estate run by the Ministry 
of Industry & Electricity in western Saudi Arabia. The wastewater treatment facilities serves 
over 350 enterprises with an estimated flow of 15.000 m i/day of wastewater, and it is 
expected to reach 25,000 m3/day in the next 20 years. In consideration for wastewater 
tariffs and associated revenues, the successful bidder shall rehabilitate, upgrade, expand, 
and operate the existing wastewater treatment fac ilities under a renewable 20 years build- 
operate-transter concession. This initiative forms part of the Government's broader 
commitment to meeting strong demand for existing and additional industrial services 
through innovative partnerships with the private sector, The JIC project was reviewed by 
the World Bank and it is continuing to advise the Government regarding this project 


The JIC Board invites EOI from qualified firms or consortia with established credentials 
in the design, construction, Operation, management and maintenance of world class 
wastewater treatment systems. FOI should include a profile of the firm or consortia 
members and specific information regarding relevant qualifications, experiences and 
financial capabilities, The JIC Board shall issue a Request for Qualification (RFQ), and 
qualified firms will receive the Request for Proposals (RFP), containing specific 
performance requirements and detailed concession particulars. The consortia should 
include a highly reputable Saudi Company to qualify, The successful bidder shall be 
selected on the merits of technical and financial proposals evaluated in accordance with 
the prescribed RFP evaluation criteria. 


Interested parties are invited to send their EOI in writing by not later than 01:00pm 
(Jeddah time) on July 23, 2001. Only those firms meeting this deadline for EO! will be 
eligible for pre-qualification and partic ipation in subsequent phases of this transaction. 
The sealed envelope should be clearly marked "EO! for Jeddah Industrial City Wastewater 
System," and sent to: Mr. Khaled I. Akbar, Manager, Jeddah Industrial City, 

Management Office P.O.Box:3784 Jeddah 21481, 
Saudi Arabia 
Tel: (966-2-638-0800) / Fax: (966-2-636-4712) 


For turther details visit our website: http://www. httpcity.com/moh184/JICBOT.him 








LUX-DEVELOPMENT S.A. 
Agence luxembourgeoise pour 
la Coopération au Développement 


o 


Lux-Development, the official Luxembourg co-operation agency, is 
presently implementing more than 150 projects in Africa, Asia, Latin- 
America and in the Balkan States. mainly in rural development, 
agriculture, health, education, environment and occasionally in other 
sectors (fisheries, auditing, tourism. gender, food security), 
Development programme information: www.lux-development.lu 





In the framework of our project of construction and equipment of an 
educational facility in the city of Santa Catarina. Santiago Island in Cape 
Verde, we are recruiting a: 


TECHNICAL EDUCATION SCHOOLTEACHER 


The ideal candidate will have at least 5 years experience in technical 
education, a guild master or relevant technical experience over 
workshop production management. The applicant should have 
recognized technical background in at least one of the following fields: 
electromechanics, electricity, electronics. Fluency in Portuguese is 
mandatory, 


Closing date: July 15th 200] 
More generally, in order to complete our database for regularly 
arising long term and short term positions, we invite 


EXPERIENCED CONSULTANTS/EXPERTS 
(min. 5 years of experience) in ALL KINDS OF SECTORS. 


Candidates for all positions should register online with our database: 
www.lux-development.lu ---> «We're looking for». 
















' JOB HUNTING INTERNATIONALLY? “~~ 
$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 
Europe*Asia*Middle East*U.S.*Affordable/Easy/On Target 


Serving the world’s top executives. X E 
T: +1.415.383.6200 F: +1.415.388.5164 E) B CUTIVE 














News Editor 


Ecumenical News International, a Geneva-based independent 
religious news agency, is seeking a senior journalist for the post of News 
Editor, Requirements include: At least 10 years newspaper, magazine 
Or news service experience; sub-editing skills: knowledge of churches 
Te worldwide; English first language with proficiency in French. For 

further details consult http://www.eni.ch/employment/ or contact ENI 

E N j Appointments, PO Box 2100, CH-1211 Geneva 2, Switzerland 

Fax: +41-22 788 7244 Email: eni@eni.ch Closing date: 31 July 200! 


















HYDROARCH Consulting Engineers is urgently looking for A ROAD 
MAINTENANCE EXPERT for a long term assignment for European 
Development Fund project in GHANA. based in ACCRA: 4 years Road 
Maintenance T.A. Position: Team Leader with a University Diploma C.E., 
minimum 18 years working experience in maintenance projects management, 
civil works total quality management and control, Extensive knowledge of 
budgetary control and prioritisation systems such as MMS, HDM III/IV. 

Please send curriculum by-mail to the following e-mail address: 


3242 inki 
(for further information piease contact our web site address: http www. hydroarchsrl.com) 














UNIVERSITY OF 


> => BATH 

i eee 
SCHOOL OF MANAGEMENT 
SS 


Lectureships/ 
Senior Lectureships 







In Marketing, Operations 
Management, Finance/Accounting, 
Strategy, Business Economics 


The School of Management is one of only seven UK business 
schools which hold top Funding Council (HEFCE) ratings for 
both teaching (‘Excellent’) and research (RAE Grade 5). The 
School has developed a strong reputation both nationally and 
internationally, for the sixth year running, the Times ranked us in 
the top five UK business schools. 











Applications are invited from candidates with teaching and 
research interests in the above fields. The level of appointment 
will depend upon qualifications and experience. 








The University of Bath is a research-led institution with close 
links with industry and commerce. Its rating in the RAE placed it 
just behind Oxford, Cambridge and parts of London University. 
The beautiful and convenient location of the World Heritage City 
of Bath offers superb facilities and quality of life. 








Internet address for full information about the School: 
http://www. bath.ac.uk/management 





An application form and further particulars are available from 
Peter J Hill, Director of Personnel, University of Bath, Claverton 
Down, Bath BA2 7AY. Tel (01225) 826873; fax (01225) 826559; 
p.j-hill@bath.ac.uk, or ‘phone the 24 hour answer-phone service 
on (01225) 826924 quoting reference 01/220. 















Closing date for applications is 20 July 2001. 
An Equal Opportunities Employer 
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7 @ N BANK FOR INTERNATIONAL SETTLEMENTS 


The Bank for International Settlements is an international financial organisation that promotes central bank 
cooperation and provides banking services to central banks and international organisations. Based in Basel, 
Switzerland, with a representative office for Asia and the Pacific in Hong Kong, the BIS has around 500 staff from 
some 40 countries. 





Statistical Analyst 


The successful candidate will join the International Financial Statistics section of the Monetary and Economic 
Department 


Job description 


= Develop and maintain database applications for the BIS 
international financial statistics, in particular the 
international banking statistics (including guidelines, 
report forms and publication quality tables); perform 
the quality control of the statistics. 
a Provide statistical assistance to economists. 
a Draft articles and notes on developments in 
international financial markets and the methodology 
of the statistics. 
: s Handle statistical enquiries and requests for data from 
central banks and other outside users of our statistics. 
a Teach courses on international financial statistics inside 
the Bank and at external seminars. 


Job Requirements 


s University degree at Masters level in finance or related 
fields. Degree in statistics and/or computer sciences 
also desirable. 

s Good understanding of international financial 
markets, in particular of international banking activity; 
good knowledge of statistical methods and concepts, 
excellent PC literacy (Excel and MS Access); experience 
with relational database design and programming. 
Knowledge of other software products and 
programming languages (e.g. Visual Basic, HTML) and 
previous professional experience with a financial 
institution or central bank desirable. 

= Very good team spirit; diligence and perseverance; 
ability to cope with pressure. Interest in working with 
figures. 

s Fluent spoken and written English essential. Good 
knowledge of another major world language 
desirable. 


The BIS offers attractive conditions of employment in an 
international environment and excellent welfare 
benefits. Information on the BIS, including research 
papers and other publications, is available on the BIS 
web site (www.bis.org). 


Candidates should send their application and detailed 
curriculum vitae to Human Resources, Bank for 
International Settlements, CH-4002 Basel, 
Switzerland, quoting reference 01-793. Please note 
that applications received sfter 31 July 2001 cannot be 






























DEPARTMENT OF HOME AFFAIRS 


NOTICE TO 
EXPERIENCED STATISTICIANS 


The Department of Home Affairs wishes to 
appoint a Statistician on a contract basis 10 assist 
the Isle of Man Gaming Control Commissioners 
regulate licensees under the Online Gaming 
Regulation Act 2001 


Applications arc, therefore, invited from 
statisticians who should have a Ph.D in 
probability theory, a substantial publications 
record in the field, a good knowledge of software 
applications, and ideally should be familiar with 
the literature on games of skill and chance. The 
person appointed will be required to devote the 
equivalent of one day per week, visit the Isle of 
Man approximately once a month, and be 
electronically available to the Commissioners 
throughout the year. The appointment is for | 
year, renewable annually, salary is negotiable 
depending on relevant experience ete 


Further information can be obtained by writing t0 =- 
J C Lalor-Smith, Administrator, 
Department of Home Affairs, Homefieid, 
88 Woodbourne Road, 

Douglas, Isle of Man IM2 3AP 


Email: pulian.lalor-smith @dha gow am 
' Tek 01624 623355 Pax: 01624 621298 





The closing date for the receipt of such formal 
applications will be Friday 6th July 2001 
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** WORK IN USA ** 


195,000 Employment VISAS Available! 
IT PROFESSIONALS, ENGINEERS, ARCHITECTS, 
AGCOUNTANTS, PHYSICIANS, TEACHERS, ETC.. 
TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunities! 
Affiliates (Recruiters) Needed!! 






vww.GreenCardSpecialists.com 





Travel 
#@*LONDON'A® 


ay Quality serviced apartments offering best veue i 

for money. Qur apartments offer great savings 
compared to hotels. Fully serviced, private 

a bathroom, kitchen, TV, telephone, central a 


heating. elevator 
a Centrally located in Kensington area a 


@ Tourist Board Approved W 


Ashburn Garden Apartments 


e 3 Ashburn Gardens 3 
South Kensington, London SW7 4DG, UK 
a 
www.ashburngardens.co.uk 
= info@ashburngardens.couk W 


Tel; ++44 207 370 2663 
LS Fax: ++44 207 370 6743 


considered. 


Businesses For Sale 








TOUR OPERATOR/GENERAL TRAVEL 
BUSINESS FOR SALE 


OWNER SEEKS STRATEGIC TRADING 
PARTNERANVESTOR 


Established (15 yrs), growing repeat client 
base about £40m p.a. 











Profitable conventional and profitable 


e-commerce side 






Market leading e-commerce operating 
web-sites — and call centro 


* Comprehensive, wide ninging, travel 
product, most high maggin 


Aim is to grow 3-5} s to £200-£900m 
excellent web- T 


. Owners and Management all to remain to 
grow/run business 


* Ideal purchaser substantial media, retail, 
IT of other large distribution Group 
| 





Apply Box No 4117 
25 St. James's $ London SWIA 1HG, UK 








Readers are recommended 


to make appropriate enquiries 
and take appropriate advice 
before sending money, 
incurring any expense or 
entering into a binding 
commitment in relation to an 
advertisement. The Economist 
Newspaper Limited shall not 
be liable to any person for loss 
or damage incurred or suffered 
as a result of his/her accepting 
or offering to accept an 
invitation contained in any 
advertisement in the 
Economist. 





% Travel 





CONDUCT BUSINESS IN INDIA. 
WITHOUT BUMPING 
INTO THE LOCAL TRAFFIC. 







The Taj Group has over 50 properties across India. Ideal 
for both business and leisure travel. All Taj city hotels are 
conveniently located in or around the business districts. With 
internet connectivity in all rooms, luxurious suites, round 
the clock business facilities and restaurants best described as 
legendary. Select hotels even offer Taj Club / Executive Floor 
benefits like complimentary breakfast, cocktail hour and 
airport limousine transfers. To ensure you arrive in good shape. 
















SPECIAL RATES 


PER NIGHT TILL 30°" SEPTEMBER 2001 
(ALL RATES INCLUDE BREAKFAST) 





















MUMBAI (BOMBAY) 
The Taj Mahal Hotel * 








Superior Room (Sgl) US$ 160 
Taj President 
Standard Room (Sgl) US$ 115 







NEW DELHI 


The Taj Mahal Hotel * 
Superior Room (Sel) 


Taj Palace Hotel * 
Superior Room (Sgl) 






US$ 150 








BANGALORE 
The Taj West Erd, * 











Superior Room (Sel) US$ 130 

Taj Residency, Bangalore 

Standard Room (Sgl) US$ 90 
CHENNAI (MADRAS) 

Taj Coromandel * 

Superior Room (Sgl) US$ 120 

Taj Connemara 

Standard Room (Sgl) US$ 85 






CALCUTTA 


Taj Bengal * 
Superior Room (Sel) 















US$ 120 


* Members of The Leading Hotels of the World 






FOR RESERVATIONS ask for ‘Taj Summer Bonanza’ at 

www.tajhotels.com or The Taj Reservation Network, India. 

Fax: (91-22) 287 2719, Email: trn(@tajhotels.com Sy 

© Taj toll free reservation lines: UK: (0800) 282699, | 

France: (0800) 908 338, Germany: (0800) 1852 615. T AJ 
Hotels Resorts 

and Palaces 








© Your local travel agent / planner (access code T J 
on the GDS.) © Call Utell or The Leading Hotels 
of the World reservation offices. 
















Tenders 























potential investors. 


The Bank 


Albania 


Pre-Qualification procedures 


to the Ministry of Finance:- 


Tom Ulicsak 
Maxwell Stamp PLC 


Business & Personal 


BANK PRIVATISATION OFFER 
THE SAVINGS BANK OF ALBANIA 





Under Albanian Law No. 8563 of 22" December 1999, the Minister of 
Finance of the Republic of Albania invites expression of interest from 


The Savings Bank is the largest bank in Albania. The Bank is owned by 
the State of Albania. It operates as a universal/commercial bank. The 
Savings Bank has total assets of US $ 1.2 bn. and paid-up capital of 700 
million Leké (US $ 4.9 million). The Bank made pre-tax profits in 2000 of 
US $ 40 million. It has over 200 outlets in Albania around 1,800 
employees and almost 400,000 customers. The Savings Bank holds around 
80% of the country’s bank deposits. 100% of the share capital (7,000 
shares of 100,000 Leké) will be on offer. 


Average annual economic growth since 1993 has been the highest in C&E 
Europe. Annual GDP growth has exceeded 7% in each of the last three 
years. Average annual inflation for the past two years has been under 1%. 


There will be a competitive bidding stage after pre-qualification. Potential 
buyers will need to satisfy the Government of Albania as to their 
eligibility. Details and documentation may be obtained from the advisers 


Tel. 00 44 20 7251 0147 
E-mail: privatisation@ maxwellstamp.com 


The deadline for contacting us is 20 August 2001. 
This will allow time to enter the pre-qualification phase. 










Ihi 
Economist 


TO ADVERTISE 
WITHIN THE CLASSIFIED SECTION 
CONTACT: 









David Wain, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 

davidwain @economist.com 

_ ŘŘõ 


Ruth Fox, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthfox @ economist.com 




















Will your portfolio 
win in rising and falling markets? 


Free portfolio analysis 
www.assetalloc.com 









al vn 
"SWIS 
Sa acC, 


www.swiss-bank-accounts.com 





International 
Property 


SWITZERLAND 


Lake Geneva & Alps 
5 bedroo: 250'000. kale to Non- 
orce Been 









ms, SFr 
established in 1975. Experience. ’ 
REVAC S.A. 
52, Montbrillant, CH-1211 GENEVA 2 
Tel. +441 22/734 15 40, Fax 734 12 20 
www.revac.net 
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e OWNED BY LAWYERS AND ACCOUNTANTS © CONFIDENTIALITY | GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


Dp (0) OFFSHORE & UK COMPANIES @ the best prices contact us today, 


EST. 1989 ee. r PEROT i LONDON: For immediate, friendly advice, please contact: 






























LICENSED CO. ` NE our aee brochure FREE detalis and much more esa N g 90-100 Sydney St., Chelsea “Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery BSc (Hons) 
& TRUST MANAGEMENT > p ndon SWS ONY E-mail: helen@sctgroup.com E-mail: janson@sctgroup.con 
A ; a 4d j 20 7352 2974 eien ' COI OUP. vt 
—— Tara sefgroup.comec ag + o 20 7352 2274 Charles Baker M.A. (Hons) 


h 
t- Mal miesa toroup.con 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WAITE OF SEND YOUR MANUSCRIPT TO 


MINERVA PRESS 
315-317 REGENT ST 


LONDON W1B 2HS. UK 
www.minerva-press.co.uk 














Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve SOVEREIGN 


savings in tax. We provide a full range of onshore c 

















2nd Citizenship 
2nd Passport 


Belize Passport Consultants Ltd. 
Tel: + 501 1 49830 Fax: + 501 8 23785 
Email: Passport@ Belize.com 
www. Belize.com 






and offshore services designed to save tax for VISIT OUR WEBSITE 
SovereignGroup.com 













you and/or your company. Call us and we will 







be pleased to show you how our services 





can save you money and maximise the 





IMMIGRATE TO CANADA 


value of your assets. - he 
d “We Can Help 











wen & lector 
http://www somjen.com 
Email: semjena somjcn.com 


business 
& personal 


tax solutions 


OFFSHORE 
TAX-FREE 


Companies world-wide 








Offshore Companies, 
Banks, Trusts, Foundations, 
Bank A/Cs 
















Formation and administabon of 
companies, opening of bank accounts 


wlfax/mwul forwarding service 


HONG KONG ISLE of MAN UNITED KINGDOM U.S.A 

Stuart Stobie Paul Brennock Simon Denton William H. Byrnes 

te «852 2542 1177 wi +44 1624 699600 tei +44 (0120 7479 7070 tet +1 (305) 474 2468 

Fax +852 2545 0550 Fes +44 1624 699601 Fax +44 (0/20 7439 4436 Fax +1 (305) 474 2469 

hk @ SovereignGroup.com tom @SovereignGroup.com uk @SovereignGroup.com usa @ SovereignGroup.com 


U.K. - LONDON 
LAVECO Lid. 


wh) S564 PA 


4d- 107-556-0910 


www.GLOBAL-MONEY.com 








E-mail ndon lnveco.com 





"DELAWARE (USA) 


HUNGARY 























We have 25 years of experience CORPORATIONS fel.: +36-1-217-96-81 
i Z erna g ciness Specialists in setting up Delaware (orporatons wow, 1-7 +4 
in facilitating international business Boat & Shelf C Call or write for our FREE KIT aaia 


f Aq 


wil hunga 


with 30 offices and over 350 staff 


taure We provide coafideatial 
around the world 


ITY, quality service for a 

mel reasonable rate. 
3511 Sdverside Rd, #10540 © DE USA 19810 
302-477-9800 © 800-3271-(D8P © FAX 302-477-9811 
E-mail. coptDdebeg. com * laternat lity: / /debeg com 


ROMANIA 
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á Economic and financial indicators 


Overview 


America’s Federal Reserve cut interest rates 
by another quarter-point, to 3.75%. Wall 
Street, which had been hoping fora sixth 
half-point cut, was disappointed. The Dow 
fell by 2% over the week. The past week’s 
economic statistics gave mixed signals. Ex- 
ports dropped by 2% in both March and April, 
largely because of a decline in high-tech in- 
vestment abroad; the merchandise-trade 
deficit widened to $458 billion in the 12 
months to April. However, the Conference 
Board's index of consumer confidence was 
higher than expected in June. 


Concerns over inflation in the euro area 
eased. Preliminary data showed that German 
consumer-price inflation fell to 3.1% in the 
year to June, from 3.5% in May; wage growth 
slowed to 1.4% in April, a real pay cut of 
1.5%. Some economists fear that Germany is 
on the brink of recession. The IFo index of 
business confidence dropped more sharply 
than expected in May, and the institute has 
cut its forecast of GDP growth this year to only 
1.2%, well below the German government's 
forecast of 2%. 


The euro area’s current-account deficit nar- 
rowed to $30 billion in the 12 months to 
April. Britain's deficit in the first quarter was 
its smallest since 1998, thanks to record in- 
vestmentincome. 


There was more bad news from Japan, where 
retail sales in large stores fell by 3.2% in 
May, the 37th consecutive monthly fall. The 
yen fell against the dollar, touching almost 
¥125 on one point. 





Data on more countries are available to 
subscribers on www.economist.com 


i Spain 
Time for a siesta? According to the oEcp’s 
latest country report, Spain has closed its 
output gap, after four years of strong 
growth. Recent structural reforms in 
Spain’s product and labour markets have 
boosted employment, but have yet to in- 
crease productivity. Thus, as unemploy- 
ment has dropped to 13%, from more 
than 20% in 1997, higher wage demands 
are being translated into higher prices. 
At close to 4%, Spanish inflation is also 
among the highestin the euro area. Infla- 
tion is, however, forecast to fall to 2.8% 
next year as growth slows in the wake of 
the global slowdown. But the oeco reck- 
ons that Spain still has plenty more la- 
bour-market reforming to do, 
particularly in the areas of wage bargain- 
ing and excessive employment protec- 
tion, if it wishes to increase its potential 
growth rate. 
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Output, demand and jobs 


% change at annual rate 





The Economist poll Industrial Retail sales Unemployment 
GDP _GDP forecasts — production (volume) % rate 
r i 1 qtr 1 year 2001 2002 1 year 1 year latest year ago 
Australia _ #43 421 a 421 +39 +3.1 6 +30 m 6.9 May 6.5 
Austria +167 42606 «42.1 ARA -5.0 Mart - 1.1 Feb 3.7 Apr 3.7 
Belgium +18 +24 01 +25 +26 -4.1 Apt + 5.2 Mar 10.0 May* 10.1- 
Britain IIF 827° 422 4 OF -0.8 Ap +64 May 50 Ap? 5.7- 
Canada — +25 +26 mî +22 +31 +0.77 Mar + 3.0 Mar 7.0 May 6.6 
Denmark +49 411 0 +18 +22 +17 Ap +0.2 Ap 5.2May 5.4 
France +20 +27 Q1 +24 +25 +1.9 Apr -0.3 Apr 8.7 Ap 9.9 
Germany +15 +16 01 +16 +423 + 1.0 Ap -0.7 Apr 9.3 May 9.6 
Italy +28 +24 01 +21 +23 + 2.6 Apr - 0.8 Apr 9.6 Apr 10.7 
Japan -08 -01 @ +05 +13 -3.9 May +01 Ap 48 Ap 48 
Netherlands = + 0.2 +20 01 +26 +29 +02 Ap -3.1 Feb 1.9 Mays 2.8 
Spain +41 +33 Q1 +28 + 3.0 + 0.2 Apr | na 13.1 Apr 14.4 
Sweden +24 +23 M + 2.4 + 2.9 - 1.4 Apr + 2.3 Apr 3.5 May* 4.1 
Switzerland +74 +25 0 +19 +21 +51 m’ + 2.2 Mar 1.7 May* 1.9 
United States +13 +25 01 +16 +29 - 2.8 May +2.5 Ap 44May 4.1 
Euro area +20 +25 Q + 2.2 + 2.5 + 1.6 Apr + 1.6 Mar 8.3 Apr 9.0 


“Not seasonally adjusted. f New series. tFeb-Apr: Claimant count rate 3.2% in May. $Mar-May 
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Prices and wages 
% change at annual rate 
The Economist poll 




















Consumer prices* consumer prices forecast Producer prices* _Wages/earnings 
/ lyear year ago 2001 2002 lyear year ago year  yearago 
Australia +60 M +28 + 3.6 + 2.3 +5.2 Q1 + 5.6 +5.6 M + 2.9 
Austria + 3.4 May +18 + 1,9 + 1.4 + 3.1 May + 2.7 + 2.6 Ap + 2.0. 
Belgium + 3.1 May + 2.2 + 2.1 + 1.8 +47 Ape +75 +19 1 + 3.3 
Britain + 2.1 May + 3.1 + 2.0 + 2.3 + 0.6 May + 2.5 + 5.2 Apr + 5.1 
Canada + 3.9 May + 2.4 + 2.4 + 2.1 + 2.7 Apr + 5,7 +1.3 Mar + 3.0 
Denmark + 2.7 May + 3.3 + 2.3 + 2.2 +2.9 May + 6.4 +38 4 + 4.1 
France +2.3 May +15 + 1.5 + 1.5 + 2.9 Apr + 3.5 +50 Q4 + 3.4 
Germany +3.l June + 1.9 + 2.3 + 1.5 +40 May +49 +14 Apr? + 2.3 
Italy #30 June +27 + 2.5 +19 + 4.3 Apr +53 + 2.7 May’ + 23 
Japan -0.4 Ap -08 - 0.4 -03 #09 Ny - 0.6 +02 Ap + 2.2 
Netherlands + 4.9 May + 2.4 + 4.0 + 2.3 + 5.6 Apr + 7.3 +33 Apr + 3.4 
Spain +42 May +3.2 +33 +2.6 _ * 2.8 Ap +57 +22 % + 2.4 
Sweden +3.0 May +14 + 1.9 + 1,7 + 3.3 Apr + 3.3 + 2.1 Ma + 3.4 
Switzerland +18 May +16 + 12 +12 +04 May +30 + 1.3 2000 + 0.3 
United States + 3.6 May +3.2 + 2.9 + 2.4 + 3.8 May +37 + 4,3 May + 3.6 
Euro area + 3.4 May + 1.9 + 2.3 + 1,7 + 4.1 Apr +47 +24 Q + 2.3 
“Not seasonally adjusted. 
GDP Consumer pricest 
% change on a year earlier % increase on a year earlier 
5 4 
n fetes 
4 Spain 
3 
i 2 
2 _trt 
1 1 
0 0 
1997 98 99 2000 01* 02° 1997 98 99 2000 01* 02* 
$bn as % of labour force 
25 
20 
Trade deficit a 
35 
Ce Re A d 
ELE ; 
> ü Ree $; 
40 ioeie 
1997 98 99 2000 01* o2 1997 98 99 2000 ò 02°. 
Source: OECD “Forecast 'Private-consumption deflator ‘Excluding Hungary, Mexico, Poland and Turkey 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply" Interest rates % p.a. (Jun 27th 2001) os change on 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate Jun 19th Jun 26th oe one 
l narrow broad latest  yearago gov'tbonds latest  yearago bonds Dollar index - momi yen 
Australia +13.5  +7.0 Ap 4.94 6.27 5.16 5.92 6.25 7.43 ia Secs an ince ame 
Britain eS a 59 SS Se TE- -oe SS oa ‘ao a WEE 
Canada +12.7 +66.2 May 4.26 955 4.73 5.71 5.95 7.18 Saran a = 
Denmark +15 -3.5 Api 4.80 5.09 4.69 5.20 5.64 7.16 A Hig sea gti 
Japan +710 +29 My 0901. 0.05 0.03 a ee ae "re —_ ees 
Sweden +5.9 - 1.4 May 4.31 3.92 4.87 5.28 5.19 5.61 me — E 2 ak O a 
Switzerland - 1.2 + 2.2 May 3.25 3.36 3.27 a a ee i A 
eee a a O a a pea 
| Euroareat +18 + 5.2 Apr 44 4.71 4.21 4.90 i... os. oe i -NA -39 c1 
| *Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany for bonds.+ New series. Benchmarks: US 30-year pa nae 
5.63M Japan No.232 1.14%, Central bank rates: US fed funds 3.75%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.2m. Altitems 106.5 104.2 — -49 ets 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, Yen index 
Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. All items 90.8 89.9 -0.1 +9.1 
ei eee ee eee a a as Gold 
Stockmarkets $peroz 274.45 274.45 -00 -3.3 
Market indices West Texas Intermediate 
% change on $ per barrel 27.32 26.69 -7.4 -16.7 
anal 2001 one record Dec 31st 2000 * Provisional. t Non-food agriculturals. 
Jun 27th high low week high in local in$ 
s C : currency terms _ 
Australia (All Ordinaries) 3,347.5 3,370.7 3,094.3 anil. ~ 0.7 + 6.1 ~ 1.2 _ 
Austria (ATX) 1,224.7 1,244.9 1,052.2 - 0.6 -29.5 414.1 #85 
Belgium (Bel 20) 2,846.7 3,030.4 2,591.6 +02 -227 - 5.9 -13.8 
Britain (FTSE 100) 5,607.9 6,334.5 5,3168 - 2.6 = 99.1 = 39 a 
Canada (Toronto Composite) 7,530.6 9,348.4 7,415.5 - 19 -33.9 -15.7 -16.5 
Denmark (Copenhagen SE)  905.9** 1,002.1 818.3 nil -12.8 -0.1 -83 
France (SBF 250) 3,248.5 3,820.2 3,107.9 =i “A0 -p9 = 2st 
 (CAC40) 5,057.7 5,998.5 4,824.8 - 2.2 -26.9 -14.7 -21.8 
Germany (Xetra DAX) 5,833.1 6,795.1 5,388.0 | “aI =93 -V9 
Italy (BC) ; 1,608.8 1,948.4 — 1,601.2 mil -26.3 -16.1 -23.1 
Japan (Nikkei 225) 12,829.0 14,529.4  11,819.7 + 1.2 -67.0 -6.9 -14.3 
a a a ee Zs *§ a BS 
Netherlands (AEX) 558.6 642.3 $16.3 + 1.2 -20.4 -12.4 -19.8 100 
Spain (Madrid SE) 851.2 963.9 818.6 -2.2 -25.7 -34 -15 
Sweden (AffarsvaridenGen) 231.2 292.7 217.2 +12 _ -4e -16.6 _ -26.8 90 
Switzerland (Swiss Market) 6,997.4 8,135.4 6,574.0 - 3.1 -16.8 -14.0 -21.2 
United States (DJIA)  10,434.8 11,337.9 9,389.5 = e ane, * 80 
=~ (S&P500) 1213 1,373.2 31083) = 2.0 = 20.7 -8.3 -83 
—— (NasdaqComp) 2,074.7 2,859.2 1,638.8 + 2.1 -58.9 -16.0 -16.0 i 70 
Europe (FTSE Eurotop 300)* 1,363.4 1,545.5 1,2790 -12 -20.0 -11.1 -18.6 
Euro area (FTSE Ebloc 100)* 1,208.3 1,404.1 1,143.9 -12 222.1 -13.2 -20.5 60 
World (MSC)? 1,074.7 1,249.2 1,014.6 -er <52 na ~12.0 | 
World bond market (Salomon)? 429.3 447.8 425.0 +05 - 6.7 m -33 et Fa 50 
*In euro terms. f Morgan Stanley Capital International index includes individual markets listed above plus eight others, in doliar terms. y 1995 96 f 97 98 99 2000 01 
tSalomon Smith Barney World Government Bond Index, total return, in dollar terms, **June 14th. Discontinued. New index to start July 2nd ; wa 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted | per per per per balance 
months latest 12 mths % of GDP, forecast Jun 27th year ago $ £ euro ¥100 % of GDP 
n 2001 2002 a Jun 27th yearago a 
Australia —@6 ee -NS M Lam -2.5 PA No. 1.93 1.66 2.73 1.66 t56 0.1 
Austria - 5.5 Mar - 465 Ap -25 -24 99.9 100.0 16.0 14.6 22.6 13.8 12.9 E 
Belgium + 12.5 Apr +11.6 Dec +41 + 4.3 98.3 99.0 ~ 46.9 42.6 66.3 40.3 37.8 i 
Britain - 44.2 Apr Da G 20 ORA 107.1 105.1 0.71 0.66 = 06 O57 12. 
| Canada +458 Apr +222 U >15 +11 a Fr. 482 1.48 2.14 1.30 1.22 YE 
Denmark + 6.1 Apr + 3.9 Aap +14 +15 101.4 100.8 8.66 7.88 12.2 7.45 6.98 29 
Í France + 05 Ap ç +23 Ap +118 +18 100.8 101.7 7.63 6.93 108 6.56 6.15 -0.5 
Germany _ + 54.4 Apr -21.3 Apr -12 -0.9 A4 Ba E EM 3.22 -19 3.63 ar 
Italy + 22 fe = (58 ar 03 nil 72.0 72.6 2,252 2,047 3,183 1,936 1.815 -1.3 
Japan  +100.3 Apr 4106.4 Ap +22 Keg = 137.8 155.4 m ee a e -6.3 
Netherlands + 16.5 Mar +16.0 ai + 3.7 + 3.8 97.1 97.8 2.56 2.33 3.62 220 2.07 xJ 
- 39.1 Mar - 16.7 Mar -29 - 2.6 73.7 74.2 193 176 274 166 156 nil 
+129 May +t SS Ap +2 +22 Eee eee ee ee Sn 3.6 
rerland - 0.1 May +311 % +118 +11.4 107.6 106.1 1.77 1.64 2.50 252 -143 _ M 
nited States -458.2 Apr -449.3 Q1 -4.2 - 4.0 120.4 109.4 — a _ + 441 085. 081 _ 21 
uro area — 6.8 Ay - 30.0 Apr - 0.3 =6.2— 77.0 NI 1.16 1.06 1.64 - 0,94 -0.6 

















Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, All others cif/fob. t1990=100, Bank of England. FOECD estimate. 
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Overview 


Brazil's current-account deficit widened by 
more than expected, to 4.8% of GDP in the 
year to May. Meanwhile, South Africa re- 
ported a current-account surplus in the first 
quarter equivalent to 0.7% of GDP. 


Russia’s GDP growth slowed to 4.9% in the 
year to the first quarter, down from average 
growth of 8.3% in 2000. Poland's growth 
slowed to 2.3%, down from 4.1% in 2000. 


Taiwan’s stockmarket shed 4.1% as tech 
shares slumped. Turkish shares gained 3.2%, 
helped by a successful treasury debt auction 
that bolstered its ImF-agreed programme. 


j Corruption Index 
Nigeria is still one of the most corrupt 
countries in the world, according to this 
year’s corruption perceptions index 
published by Transparency International 
(T1), a Berlin-based organisation that 
fights corruption worldwide. Launched 
in 1995, the Tr index ranks countries ac- 
cording to how much corruption is per- 
ceived to exist among politicians and 
public officials. The rankings are derived 
from 14 surveys of businessmen, the 
general public and country analysts 
from seven independent institutions. 


10=least corrupt 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
roduction rices balance account $bn, latest 
China +81 ai +10.2 May + 1.7 May +21.1 May +20.5 2000 178.0 Feb 
Hong Kong +25 a -0.2 0 -1.5 May -11.9 Ap +88 s 1147 May 
India +57 03 EEr Apr O23 Ape -57 Ap -54 0% 40.1 May 
Indonesia +40 M +45 0% +10.8 May +26.1 Ap +55 @ _ 22.1 Apr 
Malaysia +32 1 -0.3 Ap + 1.6 May +15.6 Ap +84 06 26.8 Mar 
Philippines +25 M -2.0 Mar +65 May +67 Ap + 9.5 Feb _ 12.8 Mar 
Singapore +45 M = 0.8 Ap +419 May +49 May 421.8 a1 TIG Mar 
South Korea +37 M + 57 Ap +54 May +14.9 May +14.0 Apr 93.4 May 
Taiwan $+ 1.1 a1 -8.2 May -0.2 May — +11.4 May +12.0 01i 110.6 May 





Thailand +18 a1 + 0.7 Apr +28 May + 3.1 May + 6.9 Apr 31.4 May 
Argentina — -2.1 ü - 2.5 May + 0.2 May — + 1.6 Ap -94 06 20.5 Ap 









































Brazil » +41 M + 6.1 Ap + 7.7 May -1.6 May -27.3 May 34.7 Ap 
Chile +33 M + 3.2 May + 3.7 May +15 My -14 m 14.3 Apr 
Colombia +18 ai + 4.0 Ap + 7.9 May +16 Ap -01 % č 9.7 Ap 
Mexico me +19 m - 3.2 Apr +7.0 May -9.7 May -17.8 a1 40.3 Apr 
Peru -0.9 Apr - 6.3 Mar + 2.6 May -04 Ap - 1,7 4 8.2 Mar 

















Venezuela EIS a. 412.6 May +17.2 Dec 412.5 01 11.5 Ap 
Egypt + 6.5 2000! + 9.4 2000! + 2.4 Mar “10.4 04 -08 Q4 12.9 feb 













































Israel — ey” +18 a + 0.3 Apr + 0.7 May -7.5 May —- 07 a3 22.2 May 
South Africa +27 + 7.3 Apr + 6.4 May +37 Apr +0.1 a 6.1 Apr 
Tu +8.3 04 -10.5 Apr +52.4 May -24.6 Apr - 8.1 Mar 18.5 Apr 
Czech Republic +38 ai +11.4 Apr +50 May -3.6 May -27 a 12.6 May 
Hungary +44 + 9.4 Apr _+10.8 May -2.3 Ap -17 Ap 11.3 Apr 
Poland +23 M -1.0 My + 6.9 May -10.0 Apr - 8.8 Apr 26.9 Apr 





Russia +4.9 a +5.2 Am +25.0 May +60.5 Apr +45.9 01 25.9 May 
"Excluding gold, except Singapore; IMF definition, tYear ending June. 
I ee ee 


Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ per £ short-term Jun 27th Dec 31st 2000 
Jun 27th yearago Jun 27th % p.a. one in local in$ 


week curren terms 
China 8.28 8.28 11.7 na 2,320.5 +2.8 +58 45.9 



























































Hong Kong 7.80 7.80 11.0 3.61 _ 13,004.2 +0.7 -13.9 -13 
on. E S D E ET s02 0-141 -14., 
Indonesia 11,395 8,685 16,108 16.85 436.1 +0.9 +48 -u1 
Malaysia 3.80 3.80 537 3% 590.7 +08 -13.1 -131 
Philippines 52.3 43.1 73.9 10.69 1,415.7 -2.3 -5.3 -9.4 
Singapore 1.82 174 2.57 2.25 1,703.4 +11 -11.6 -158 
South Korea 1,298 1,116 1,834 5.57 ` 584.8 -18 +15.9 +13.0 
Taiwan 34.5 30.7 48.7 4.10 4,825.3 -41 +17 -2.3 














Thailand 45.2 39.1 63.9 4.00 323.2 +1.5 +20.1 +15.2 
Argentina 1.00 1.00 1.41 10.49 4172 -0.6 +00 -0.1 











































































































Brazil 2.33 1.82 3.30 18.30 14,308.0 -18 -83 -233 
Chile 625 536 884 349°" 5,358.7 -05 +10.1 +10 
Colombia 2,307 2,136 3,262 12.65 882.7 +10 423.8 +200 
Mexico 9.04 9.96 12.8 8.92 6,587.7 +21 +16.6 +239 
a aa 3.49 50 9.57 ‘1,341.4 -0.7 +11.0 +113 
Venezuela 718 681 1,015 12.91 7,319.3 -0.1 +7.7 +4.9 
a  - "ta 3.48 5.47 906 <) 50333  -23 926 <8ED 
Israel 4.17 4.09 5.89 4.99 406.8 +1.7 -17.7 -20.2 
South Africa 8.04 6.82 11.4 988 9.2323 #03 410.9 os 
Tu 1,254,500 621,510 1,773,361 60.00 11,164.2 +3.2 
Czech Republic 39.4 37.9 55.7 5.10 416.6 -2.1 -12.9 -16.9 
Hungary 282 275 399 10.95 6,628.4 -0.6 -15.6 -15.5 
Poland 3.95 4.40 5.58 16.68 14,018.9 +07 -215 -174 
Russia 29.1 28.1 41.2 25.00 222.0} +12 45715 4540 
EMF (MSCI)È 1.00 1.00 141 1 a 321.2 Se 
EMBI+ 1.00 1.00 1.41 na 216.2 +0.7 na +7.1 


**Inflation adjusted. tin dollar terms. tEmerging Markets Free, $J.P. Morgan Chase's Emerging Markets Bond Index Plus. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Re. 
-P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes: Bank Leumi Le-Israel; Stande 


Bank Group; Garanti Bank; Deutsche Bank: Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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IBM WebSphere costs 
7 times Oracle9zAS 


Oracle9/AS IBM WebSphere 


Application Server $80,000 $140,000 





Cache included $32,000 

Reporting included not available 

Ad Hoc Query included not available 
Portal included $272,000 | 
Workflow included $140,000 

Email included $6,000 

Total $ 80,000 590,000 


Source: IBM price list 
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Cost comparison between Oracle9/AS Enterprise Edition and oracle.com a) 
IBM WebSphere Enterprise Edition, on IBM's cool new Netfinity 7100. | P. 
Vopyright ©2001 Oracle | orporation All ngħts reserved. Uracie is a registered trademark. and Software Powers the Internet is a tTratiemark or registered trademark 
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